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TRADE BETWEEN MONTANA AND
THE PACIFIC RIM

FRIDAY, DECEMBER 8, 1989

SUBCOMMITTEE ON INTERNATIONAL TRADE,
U.S. SENATE,

COMMITTEE ON FINANCE,
Billings, MT.

The hearing was convened, pursuant to notice, at 12:36 p.m., in
the Granite Room, Sheraton Motor Inn, 27 North 27th Street, Bil-
lings, MT, Hon. Max Baucus (chairman of the subcommittee) pre-
siding.

[The press release announcing the hearing follows:]
fPress Release No. H-56, Dec. 6, 1989]

FINANCE SUBCOMMITTEE ON TRADE TO HOLD FIELD HEARING ON TRADE BETWEEN
MONTANA AND THE PACIFIC RIM

WASHINGTON, DC-Senator Max Baucus (D., Montana), Chairman, announced
Wednesday the Subcommittee on International Trade will hold a field hearing in
Montana to discuss trade between- Montana and other states in the region and the
Pacific Rim.

The hearing is scheduled for Friday, December 8, 1.989 at 12.,10 p.m. at the Shera-
ton Motor Inn, 27 North 27th Street, Billings, Montana, 59101.

Senator Baucus said, "Montana and other states in the region are likely to contin-
ue to depend heavily on trade with Japan and other Pacific Rim nations."

Two bilateral trade issues of particular concern to the region, the 1988 U.S.-Japan
Beef and Citrus Agreement and the ongoing Super 301 case to open the Japanese
forest products market, will be discussed.

Senator Baucus noted, "In dollar terms, the 1988 U.S.-Japan Beef and Citrus
Agreement may be the most successful trade agreement we have ever negotiated
with Japan. The agreement has opened a $2 billion per year export market for
American cattlemen. It is the product of years of hard work by the Administration,
the industry, and myself and others in Congress."

"Hopefully, the success we have had in opening the Japanese beef market can be
repeated in opening the Japanese forest products market. The forest products indus-
try has estimated that removing these barriers could result in an additional $1 to $2
billion in processed forest product exports. In turn, that could mean an additional
10,000 to 20,000 jobs in the U.S. forest products industry," said Baucus.

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

Senator BAUCUS. All right. Let's get started this afternoon.
It's very fitting that the Senate Finance Committee's Interna-

tional Trade Subcommittee would field a field hearing in Montana
on trade with Japan. That's because we live in an increasingly
global society. The economic future of Montana and the economic
future of other States in this region are closely linked to Japan.

(1)
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Events in places like Europe and the Soviet Union can have an
effect on business opportunities around the world, but geography
still dictates trade patterns. The Mountain States and the North-
western States are likely to continue to depend heavily on trade
with Japan and other Pacific Rim Nations.

Japan already provides a market for a number of Montana prod-
ucts. About 85 percent of Montana's wheat was exported last year
to the Pacific Rim. Most of it ultimately ended up being purchased
by Japanese and Korean consumers.

Increasingly, Japan is emerging as a major market for other ag-
ricultural and forest products from our part of the country. Some
entrepreneurs have been successful in selling still other products,
such as fly fishing equipment and log cabins to Japan, but Japan
has not always been the willing customer. Many exporters in our
Region have run into trade barriers that block access with the Jap-
anese market.

Today, representatives of the National Cattlemen's Association
and National Forest Products Association and their respective
State affiliates are here to testify on their experience in exporting
to Japan. There are striking similarities in the stories they have to
tell. Both produce goods that are unquestionably competitive in the
world economy-high quality products. America, and particularly
Montana, produces the best grain-fed beef and processed forest
products in the world. None of our competitors can touch us.

But both U.S. beef and forest products have been kept out of the
Japanese market by an extensive series of trade barriers. In July
of 1988, after 7 years of work by the industry, by the administra-
tion and by myself, Japan agreed to open its beef market. The
result has been a bonanza for American beef producers. Exports of
U.S. beef to Japan have been rising at the rate of 30 to 40 percent
a year. America's share of the Japanese beef import market has
risen from 35 percent to 45 percent and continues to go up. At the
same time, the share of other beef exporting nations, like Austra-
lia, is dropping.

Clearly, Japanese consumers prefer American beef. In a few
years our cattlemen will be exporting $2 billion to $3 billion in beef
to Japan each year. And already these exports to Japan have in-
creased the price of an average Montana fed steer by $56 a head.
In dollar terms, the 1988 U.S.-Japan beef and citrus agreement
may be the most successful trade agreement we have ever negotiat-
ed with Japan.

Unfortunately, we still face serious problems exporting forest
products to Japan. Earlier this year, the U.S. Commerce Depart-
ment released a study of Japanese forest product trade barriers.
The study concluded that Japan maintained an extensive set of
trade barriers designed to encourage imports of logs and discourage
imports of processed forest products-and these barriers work.

We export about $2 billion in forest products to Japan each year.
But more than 70 percent of those exports are raw, unprocessed
products-mostly logs. These Japanese trade restrictions are rob-
bing American and Montana millworkers of their jobs; and the
forest products industry has estimated that removing these bar-
riers could result in additional $1 billion to $2 billion in processed
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forest goods. In turn, that could mean an additional 10,000 to
20,000 jobs in the U.S. forest products industry.

In light of this enormous potential, the Bush administration
wisely chose to make opening the Japanese forest products market
one of its major priorities under the 1988 trade act. Hopefully,
within a few months we will be able to conclude a forest products
agreement with the Japanese that is as successful as the beef
agreement.

What is the lesson that we should learn from these two case
studies of trade with Japan? In short, the lesson is that govern-
ment pressure to open the Japanese 'market works.

Certainly the government cannot and should not try to do it all.
Ultimately the sales must be made by businessmen. But those busi-
nessmen cannot make sales unless they get a chance to enter the
Japanese market. And most informed observers agree that the Jap-
anese market is more closed to imports than any other developed
nation.

Japan has made significant strides toward opening its market in
recent years, but we must keep the pressure on. That is why every
major business group in America, including the United-States
Chamber of Commerce, the National Association of Manufacturers
and the President's Advisory Committee on Trade Policy Negotia-
tions all support a vigorous U.S. trade policy aimed at opening for-
eign markets.

The purpose of today's hearing is to more closely examine trade
with Japan in beef and forest products. And to take stock of what
this trade means for Montana's economic future.

I have also brought with me the Bush administration's leading
Japanese trade negotiator to put him in direct touch with the con-
cerns of exporters in this part of the country.

With that, I would like to introduce him. It's Ambassador Linn
Williams, who is the Deputy U.S. Trade Representative. Ambassa-
dor Williams primarily is responsible with negotiating these agree-
ments with Japan and other countries, particularly in Asia.

I have known Ambassador Williams some time. Ambassador Wil-
liams is a breath of fresh air. I think that historically, and unfortu-
nately, too many American trade negotiators in the past were a
little easy, a little lax, a little-you might say, a little too nice, wor-
rying that somebody might get upset, somebody might get a little
angry.

Linn Williams is also a fair and nice person. But he's also one
who is very firm. He is very insistent on standing up for America's
rights and I want to publicly acknowledge my high esteem of Am-
bassador Williams' work. He is a solid serious negotiator and does
not suffer either fools gladly or suffer unwise and outrageous state-
ments in negotiating positions from the other side.

Ambassador Williams, we are very happy to have you here in the
Big Sky State. Ambassador Williams told me that several years ago
he and his family quickly darted north from Wyoming just to say
they had been in Montana. So this is the first time he has been
here in a capacity other than just as a tourist.

Ambassador, we welcome you.
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STATEMENT OF AMBASSAkjOR S. LINN WILLIAMS, DEPUTY U.S.
TRADE REPRESENTATIVE

Ambassador WILLIAMS. Thank you very much, Senator. It is a
pleasure to be here. I worried about getting snowed in and now I
am getting worried about getting snowed out. Your weather is con-
siderably better than ours.

Senator, I came here, as you and I discussed, mostly to listen to
what the people here had to say so that we could sharpen our own
thinking. But with your permission I would like to put the Bush
administration's thinking into a framework.

The overall trade policy of the Bush administration, working
very closely with Congress and with Senator Baucus and his Com-
mittee in particular, has been to open markets and to increase
access of American products to the markets of foreign countries.

Now that is a big order, but it is a very important one to us. It is
important to us for two reasons. One is, we run a trade deficit
world wide that is now running in the neighborhood of over $100
billion a year. The good news about that number is that it is rough-
ly half what it was a couple of years ago. The bad news about that
number is it is still too high. And the worst news about that
number is that the Japanese portion of it has been consistently
running between 40 and 50 percent of the total.

Several of you may remember that a few years ago there was a
major revaluation of the dollar, which resulted in substantially in-
creased U.S. exports. The revaluation of the dollar virtually wiped
out our trade deficit with Europe. At the same time that was hap-
pening, our trade deficit with Japan decreased by less than 10 per-
cent. So we are looking not only at considerable problems with the
deficit itself, but particular problems with Japan.

In aidition to the deficit, there is also the question of market
access. Frankly, even if we were running a trade surplus we would
still be interested in market access. If our markets are open, other
markets should be open.

That is the philosophy of this administration. I know it is the
philosophy of Senator Baucus and his Committee. And, therefore,
for the first time in many years, I think you have widespread bi-
partisan support for a tough, strong trade policy.

And you have to go back 25 or 30 years, basically to the Kennedy
administration, before you find an administration emphasizing
trade the way it has been emphasized by the Bush administration.

Now let me talk a little bit, if I may, about our approach to
Japan. Our strategic approach to Japan has four basic aspects. The
first Senator Baucus has already mentioned, what we call aggres-
sive free trade. We think that open trade has been basically good
at developing the economic strength of this country. We think it
has been so good that we want very much for other countries to
benefit from opening their own markets as well.

I completely agree with Senator Baucus that Government pres-
sure is important to the opening of markets in general, but to
Japan in particular. We have now, as we speak, some 25 different
trade issues going with Japan. That is roughly three times what we
have with any other country. And again, I think you have to go
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back a long way before you find an administration that has gotten
out of the blocks as quickly on trade matters.

We wart to open the Japanese market through negotiation
where that is at all possible. But we are prepared to use the lever-
age of our own market and to use our own domestic laws if our ne-
gotiations are not successful.

The second strategic approach is that we have tried to pay spe-
cial attention to sectors that have a ripple effect on the rest of the
Japanese economy.

When we went through what was called the Super 301 exercise
last spring we picked "priority practices," We picked six of them;
three were in Japan. The three that were in Japan include areas
that in our judgment will affect other sectors in Japan if we are
successful in negotiating an agreement.

One of those three priority areas is wood products; and we see
wood products having a ripple effect-that is something beyond its
own industry-on the issue of how the Japanese Government sets
standards. We believe that the Japanese Government has set
standards that have become barriers to trade without giving for-
eign competitors the opportunity to demonstrate that their prod-
ucts perform the same thing as the Japanese products.

Our third strategic approach to Japan is to address broad struc-
tural problems. Japan used-to be a high tariff, high quota country.
In large measure because of pressure from the U.S. Government,
that is no longer the case. Japan is now a low tariff, low quota
country. But imports are still running at anywhere between one-
third and one-sixth of what most economists believe they should
run.

Japanese prices are also running at about 40 percent higher than
world prices. Think about that. Here is a country that is the second
biggest market in the world. Economists will tell you pretty much
anything, but economists are uniform in telling you that a market
that big, where the value of the yen went up as it did four or 5
years ago, should be a price leader. That is, its prices should be
coming down to world prices. That's not happening. Japanese
prices are running consistently 40 percent higher than world
prices.

So you have to ask yourself why. The answer is, there are infor-
mal barriers, invisible barriers, what we call structural barriers, to
trade with Japan. Two of the ones that we have focused on that
may be of most interest to people here are the Japanese distribu-
tion system, which tends to be comprised of layers of wholesalers,
increasing the price to the ultimate consumer, and a large number
of what we would call "mom and pop" stores, which are so small
that they are not able efficiently to deliver goods to the Japanese
public.

There is also an area that we call exclusionary business prac-
tices, where Japanese companies have gotten together, with the in-
volvement of the Japanese Government, either in the past or pres-
ently, to "discipline" the market. In both cases they are structural
barriers to our imports.

The last strategy with Japan is a particularly important develop-
ment and a new one. We are looking for Japanese constituencies
that would support our view of things. People think of Japanese
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people as not having different views-and that is not at all the
case.

When one lives in Japan, works in Japan, one realizes that Japa-
nese consumers share the same desires of consumers anyplace else.
The trick is to try to tap that constituency-which heretofore the
American Government has not been as successful in doing as the
Japanese have been able to tap constituencies here.

We think we have made some headway. Two of the areas of in-
terest to you, beef and wood products, are examples. Beef was of
particular interest to Japanese consumers, and ultimately it was
the demand from consumers that helped us win that one. Wood
products, we believe, will be of interest not only to Japanese con-
sumers but also to certain Japanese companies who would like to
build using more wood. If we are successful in tapping those con-
stituencies, we shall find our negotiations on the subject of wood
products more fruitful.

On the question of implementing the Japanese beef agreement, I
find myself in broad agreement with Senator Baucus. I would add
only a couple of points which illustrate something I said earlier
about informal barriers. It is true that the beef agreement has
been successful, in the sense that the Japanese have bought up to
quota-the quota that was negotiated. In fact, they bought their
quota by September, our numbers indicate.

What has not been so good-not necessarily about the agree-
ment, but about the development of the beef market-is two
things. One is that while wholesale prices have declined, retail
prices by and large have not. Remember I said earlier that the dis-
tribution system was a problem in Japan, and this we relate to the
rigidity of the distribution system in passing on price benefits to
the Japanese consumer.

The second problem is an allegation that several Japanese com-
panies, including a major trading company, got together to form a
cartel to control the import of beef. We are concerned that its ac-
tivities may still be affecting the beef market.

Our quota was fulfilled. So, you ask, what's the harm to us. The
answer is, if there is a cartel controlling prices and prices don't go
down, Japanese consumers aren't going to be that interested in
buying our beef. Our beefs principal introduction to the Japanese
market is its lower price. That's how we get into the market. After
that, they decide whether they like the taste or not. If the prices
are kept artificially high, the market is restricted.

We are engaging with the Japanese in a broad negotiation called
the Structural Impediments Initiative on a large number of struc-
tural barriers, including exactly the kinds I've mentioned-distri-
bution system and exclusionary business practices.

With respect to wood products, which is also of interest to some
people here, wood products is one of three priority trade cases that
we have initiated against Japan. We have had two formal meetings
with the Government of Japan on that subject.

There was some progress in those meetings. but not anything
that I could fairly characterize as movement. That is not surprising
at this stage of negotiations. Typically, it takes awhile for any
movement to show up, and it often doesn't show up until the end.
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We have a number of issues, which we think of as a package. We
do not separate them out. We think the issue is market access.
Whether we think we have successfully negotiated market access
will depend on what the package looks like. But the package con-
tains-or the issues in that package contain-tariffs, misclassifica-
tions of certain products, standards and about codes. While this
gets very technical, the basic concern we have is that some Japa-
nese standards and codes do not refer to performance. We think
that is a trade barrier.

There are also in Japan subsidies, both formal and informal, and
restrictive business practices similar to the ones I mentioned earli-
er.

In the Structural Impediments Initiative, we are also addressing
the broader concerns that may affect the wood products industry,
including the distribution system and land use planning in Japan.

In both the distribution system and land use planning I want to
emphasize a point I made earlier. There are constituencies in
Japan that agree with our point of view on both of these subjects.
Whether they will be able to prevail on the Japanese Government
and Japanese producers remains to be seen. But there is a move-
ment. I will not characterize it as a change. I think it's too small
and too soon to call it that. But there is a movement that is at
least of interest to us.

In the meantime, we shall continue to use the strongest influ-
ence we can as a Government to open the market for the benefit of
our companies, while at the same time emphasizing that what ben-
efits you-as a seller-also benefits the Japanese consumer, who is
currently paying such high prices for products in Japan.

Senator, that's an outline of where we stand as an administra-
tion on trade policy in general; where we stand on trade policy
with Japan in particular; and where we stand on beef and wood
products, which I thought would be of particular interest to this
group.

I realize you have panels that will be speaking later. I am very
much interested in hearing those panels and in any other coin-
ments from the audience. With your permission, I would make
myself available for questions from you, of course, or from any of
the members of the audience.

Senator BAUCUS. Well that would be very helpful. I think we will
do that a little later on.

To begin with, Linn, I wonder if you could tell us in your view
what is the importance of American marketing opening efforts in
helping to redress our world wide trade imbalance, particularly our
trade imbalance with Japan. That is, there are some who say that
American industry has to just hustle more, to work harder to learn
Japanese culture, the Japanese language, to sell products in Japan.
And there are others who say that while that may be, Japan is a
very closed system and country still, and it is important for the
U.S. Government to put additional pressure to Japan to open up
those markets.

I just want to hear from you, in your view, the degree to which
our trade imbalance with Japan is due to closed markets in Japan
or due to other factors, such as our budget deficit, higher capital
costs in America, for example, or maybe because we do not work as
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hard as the Japanese are reputed to work. There may be some
myth is this. But how important is market access is reducing the
trade deficit in your view?

Ambassador WILLIAMS. Let us take the point about working hard
in that market first, and then to go back to the question of the
numbers. It is true that we share a responsibility for going into any
market. If you were going to sell something in Oklahoma or Cali-
fornia or England you would learn that market; and you have to do
the same thing in Japan. Some industries are better at that than
others; some industries have worked harder at it than others.

I have been involved with Japan now for more than 15 years and
I have seen a marked improvement in the interest, willingness and
ability of American companies to commit themselves to learn the
Japanese market. -...

Ten years ago, fifteen years ago, I would have said that there
were too few American companies that tried hard enough in that
market. Now, I would say that is not the case-that the barriers to
selling in Japan are not ones that I would attribute primarily to
interest or effort on the part of American companies. Experience,
yes. That will take some time. But there you have a bit of a chick-
en and egg problem, because American businesses sometimes hesi-
tate when they don't see opportunities because Japanese markets
have been restricted.

Market access barriers are, in my judgment, an extremely impor-
tant part of the overall trade deficit. As I mentioned, we would
want to go after the market access barriers even if we were run-
ning a surplus.

In terms of numbers, Senator, economists have said that lack of
market access is responsible for somewhere between 20 and 30 per-
cent of the total trade deficit. That is, if we fixed market access in
Japan, we would knock the total trade deficit down by somewhere
between 20 and 30 percent.

We believe that this number may not take into account two
things. One is the extended effect of reducing a trade barrier. Let
me give you an example. For many years the Japanese would not
buy American paper products for their cigarette businesses because
American paper was not supposed to be good enough.

Then we were successful at introducing American cigarettes to
the Japanese market. American cigarettes went from 0 to 13 per-
cent in a period of about 4 years. Within that period of time Japa-
nese cigarette companies approached American companies to buy
American cigarette paper which was considered higher quality, and
American cigarette boxes because of our flip-top box.

Now the follow-on paper business is something nobody predicted
when we opened the cigarette market. But it happened, and I pre-
dict it will happen again in other markets.

The second reason we think that number may be underestimated
is because one of the advantages the Japanese companies have had
is that 40 percent price differential in the domestic Japanese
market. They are not competing for their domestic market the way
we have to compete for our domestic market. So they are able to
get a higher price and higher profits which, they can then use to
export more aggressively. If they actually h--', e to compete in the
home market as American companies do, they will be less able to
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export so aggressively. Nevertheless, the final point is that not all
of the trade deficit is related to' market access. Most of the trade
deficit is related to macro-economic policies-primarily savings and
investment, and, to a lesser extent now, exchange rates.

If you look at our current accounts deficit, the difference is basi-
cally a difference between the amount we save and the amount we
invest. If we do not save it, we have to get the money someplace
else. We go out and borrow it, and that becomes a current accounts
deficit.

So for us to fix the trade balance, Senator, is going to take some
discipline on our part as Americans, frankly, to save more and
spend less. That is something that the administration is working
on in other programs.

Senator BAUCUS. But the main point is that the market access is
a very critical part?

Ambassador WILLIAMS. An extremely important part.
Senator BAUCUS. In fact, it may account for more than 10 to 30

percent of the trade deficit for reasons that you've indicated?
Ambassador WILLIAMS. In our judgment it is.
Senator BAUCUS. Now let me change gears a bit. If market access

account for, say, 10 to 40 or 50 percent, whatever, of the problem,
what works? That is, how do you get market access? When Japan
has a barrier, what general approach works to encourage Japan to
lower, if not totally eliminate that barrier? What works? Do we sit
and negotiate? Do we worry about offending Japan? Do we worry
about Japan as an ally in the Pacific or do we potentially deny
them American markets? What works if we are pragmatic about
this?

I know there are terms and they are free traders and managed
economies and managed trade and so forth which are terms that
are banning about. I could care less about what they are called. I
am more concerned about what works in your judgment. How do
you get Japan to open up? If market access is in fact, 25 percent or
30 percent of the problem.

Ambassador WILLIAMS. I think what works is a combination of
the following. We have to be tough and aggressive. I think Govern-
ment pressure is essential, and I submit that none of the agree-
ments we have gotten in the past, including beef and citrus, would
have occurred without that Government pressure. We have, by the
way, been successful in our negotiations with Japan in 1989. We
had a major problem in telecommunications which was resolved
successfully for us. The same with steel; the same with textiles.

In addition we have to be consistent and reasonable. We have to
be tough, but we cannot go around chewing on table legs. I think
some of the Japanese public has been led to believe that American
responses to trade are not rational. We have to be is tough, but
also reasonable and objective. We have made every effort to do so.

I would also emphasize a third point, Senator, which Ireferred to
before as part of our overall strategy-finding and enlisting Japa-
nese constituencies.

Senator BAUCUS. Particularly consumers.
Ambassador WILLIAMS. Particularly consumers, but also business

groups. There are Japanese business groups that do not like Gov-
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ernment regulation any more than U.S. business groups like Gov-
ernment regulation.

And when we negotiate with the Japanese, much of the material
that we use is from Japanese sources. It is part of our effort to
make a strong case but to make it in a way that is reasonable and
explainable to the Japanese public as well as-to ours.

Senator BAUCUS. I agree with you. I have had personal experi-
- ences which back that up. Not too many years ago, for example, we

were trying to encourage Japan to relax that quota on hotel and
restaurant cut beef. I can remember a time when Japan would
take only about 28,000 tons of hotel and restaurant cut beef. I did
various things to try and encourage Japan to back off and one is
this. Personally, I had a big luncheon at a room back in the Cap-
itol. We had Montana beef and invited the Japanese Diplomatic
Corp.

We served the beef under a portrait of Mike Mansfield, hoping
that maybe that might help a little bit. But more importantly, I
called a press conference for the Japanese Press Corp. I had a big
button on me. The button said, "I have a beef with Japan."

I explained to tne Japanese Press Corp there that, look, we take
your Hondas, your Nissans, your Toyotas, your VCRs, all your elec-
tronic products; you do not take our beef. You do not take a lot of
our agricultural products. It is a one-way street; it is not two ways.
It is not fair; it is not right.

I said- at the time I was not in favor of what was then called the
Domestic Content Bill-the bill requiring a certain percent of U.S.
content to manufacture automobiles. But I said that if you do not
open up your market to American beef. I am going to lead the
charge in the U.S. Senate to get domestic content legislation
passed, flat out.

While underneath the cameras, lots of notes were scribbled. I
was amazed. My picture was in the Tokyo newspaper. There was a
big article. I cannot read a word of Japanese, but I have an idea of
what they said. The main point is this. Then I got letters back from
American businessmen in Tokyo saying, "Dear Senator Baucus, I
do not know who you are; I never heard of you before, but you are
right on. These people are very courteous, they are very decent,
they are very nice, but they only understand one language and
that is power. That is the only way to get things done and accom-
plished.

In the same vein, when I was over there not too long ago, I ran
across a poll-I guess Phil Seng will give you this a little later-
but I have forgotten the name of the Japanese polling firm-Deng
Su or something like that. They polled Japanese consumers. I have
forgotten exact figures. But I remember as high as, 80 percent of
Japanese consumers wanted American beef. They wanted Ameri-
can beef. Contrary to the official position of the Japanese Govern-
ment.

We told them, hey look, your people want this. They wanted
American beef. It was pretty hard for them to argue against that.

Ambassador WILLIAMS. I have had the same experience personal-
ly, as well as using these statistics. It is not just power, just pres-
sure. There is in Japan, unlike in most other countries, a tradition
of outside foreign influence. The Japanese have a word for it,
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called gaiatsu. The Japanese Government has used foreign pres-
sure as an excuse to do things that it was hard for it otherwise to
do. The Japanese Government has got competing domestic inter-
ests, just like any other government. Rather than choose among
those competing interests, it has preferred to say, "We have to do
this because of outside influence."

So our role in influencing Japan is an old one. It is nothing that
we should back away from.

Senator BAUCUS. Now What can Congress do to help open market
access? We are basically the only nonparliamentary form of gov-
ernment, among world economic powers-that is, countries have to
deal both with our executive branch and with our Congress. In fact,
under our Constitution the Congress delegates a lot of trade policy
to the administration; although Congress reserves the right in the
trade bills to set that policy.

So how can Congress help our trade negotiators, such as yourself,
at getting market access in beef-now upcoming is processed forest
products? How can we work together as a team? I mean, does it
make sense for one to be black hat and the other wear a white hat
or what works here? What is your best advice?

Ambassador WILLIAMS. I think the team approach is better, Sen-
ator. Trade is something over which reasonable people can dis-
agree. And if the Executive and Congress disagree, that's the way
it is. But by in large we do agree on trade matters. I think it is
better for the United States to speak as a government and not as
executive and legislative.

Senator BAUCUS. That is very true. I was going to confirm that.
In my experience as chairman of the Trade Subcommittee, that is
very much the case. It is fortunate that the congressional policy to
aggressively open markets is similar to that of the administration.

I just want to publicly tell you how much I appreciate that, you
know, that teamwork. It has worked quite well.

Ambassador WILLIAMS. We do too. We think that collaboration
has worked well. Congress has its own ways, such as the meetings,
to bring matters to the attention of foreign countries.

Senator BAUCUS. How are we doing in getting access to Korea?
Ambassador WILLIAMS. Well we are still in the negotiating stage.
Senator BAUCUS. Beef I'm talking about.
Ambassador WILLIAMS. Yes, I understand. We are still in the ne-

gotiating stage. We have scheduled a meeting for January. I left a
meeting yesterday with a Korean delegation in which we had a
considerable discussion of beef.

We had a major breakthrough on the beef case, as you know,
when the Korean Government accepted the GATT panel report.
Basically developing countries can avoid many of their obligations
under the GATT on what is called "balance of payments" grounds.
That is, if they are running chronic balance of payments deficits
they do not have to do what the rules would otherwise tell them to
do.

The panel report we got from the GATT on beef in Korea said
that Korea was no longer entitled to use the balance of payments
justification to avoid its GATT obligations in beef or, by inference,
anything else.
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Under the GATT rules, cou,Lries are not required to accept
panel reports. There have been instances of long delays in accept-
ing the panel report. But the Koreans have now accepted the panel
report. That means they have to undertake their GATT responsi-
bilities, and, under the GATT, we have 30 days in which to reach
agreement on the timing of the liberalization.

I wish I could tell you more, but the negotiations are underway
now. I can tell you that we will be interested in opening that
market as aggressively as we can. But the GATT panel report itself
is a major victory for the opening of that market.

Senator BAucus. Has Korea been open, more forthcoming gener-
ally than Japan?

Ambassador WILLIAMS. Generally, yes. Korea still has more trade
barriers than Japan does. But Korea has, in our recent experience,
been more responsive than Japan.

Senator BAUCUS. Turning to processed forest products, are you
including tariffs on your list of barriers that must be eliminated?

Ambassador WILLIAMS. Yes.
Senator BAUCUS. I asked that because I think some of the Ameri-

can Forest Products Industry are wondering the degree to which
tariffs are included.

Ambassador WILLIAMS. Our problem is market access. In the case
of forest products, that requires a package, and tariffs are definite-
ly part of the package.

Senator BAUCUS. Okay. Well this has been helpful. So I think I
will turn to the next couple of panels. They may have questions of
you and I might too have questions of you so we will go with the
panel and see what is available.

Ambassador WILLIAMS. Thank you, Senator.
Senator BAUCUS. Thanks for coming to visit our State.
Ambassador WILLIAMS. My pleasure.
Senator BAUCUS. We appreciate it very much.
Our next panel consists of persons interested in our forest prod-

ucts industries. Mr. Stan Dennison, who is Chairman of the Alli-
ance for Wood Products Exports. He's the Executive Vice President
for Georgia Pacific. Mike Stein, who is a partner of Dewey, Ballan-
tine, Bushby, Palmer & Wobd. That's a long name. He is counsel
for the National Forest Products Association. Ramsay Smith, Asso-
ciate Professor of Wood Science and Technology at the University
of Washington. And Don Allen, Executive Director of the Montana
Wood Products Association.

Gentlemen, we are happy that you are all here. Why don't you
begin, Stan, and then just on down the table there.

Mr. DENNISON. Okay, thank you, Senator.
Senator BAUCUS. Say what you have to say and I will wait until

all four of you are finished before I ask some questions.
Mr. DENNISON. All right.
Senator BAUCUS. Don't forget, we heard Ambassador Williams

make himself available. You may want to ask some questions of
him too.

Mr. DENNISON. Okay.
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STATEMENT OF STAN I)ENNISON, CHAIRMAN, ALLIANCE FOR
WOOD) PROI)'CTS EXPORTS, EXECUTIVE VICE PRESIDENT,
(;EOR(;IA PACIFIC CORP.

Mr. DENNISON. My name is Stan Dennison. I am Chairman of the
Alliance for Wood Products Exports, a very broad-based special
project of the National Forest Products Association, with a goal of
opening the Japanese wood products market and increasing sales
of U.S. wood products to Japan.

Let me tell you right up front what we are not. We are not an
inefficient industry incapable of competing. The U.S. wood products
industry is a world leader. Our cost per unit volume are on average
far less than Japanese costs. We have made the required long-term
marketing effort. For almost three decades, we produced quality
products which are in demand in Japan and which could benefit
the Japanese consumer and improve the housing situation in
Japan.

So why are we here? The reason for being here today, Senator,
starts with Congress trade decisions in 1988. The Omnibus Trade
and Competitiveness Act was drafted to address our huge trade def-
icit. I am pleased to say that you, Senator Baucus, played a crucial
role in that process.

A central feature of that Act was the so-called Super 301 provi-
sion-intended to fbrce open important foreign markets which are
effectively closed to competitive U.S. products. Japan was one of
the clear targets.

Based on the competitiveness of' the wood products industry and
the barriers to market access documented by the Department of
Commerce, wood products market access was designated as a Super
301 trade liberalization priority. Thus, in June, USTR initiated an
investigation of Japanese "policies and practices, including techni-
cal standards favoring Japanese products, that restrict the imports
of forest products in Japan."

USTR also initiated investigations against Japanese barriers to
supercomputers and satellites. But given market realities, however,
it is clear that wood products is the only designated Super 301
trade priority in which large export gains can actually be made
and, thus, a key to effective implementation of Congress' trade
policy.

Now given Japan's response to the negotiations to date, we have
serious doubts that this process will meet Congress' intent of open-
ing closed foreign markets. Limited success on minor technical bar-
riers will not open the Japanese market and will not result in the
export gains which are possible. Nor would such limited success
meet Congress' trade policy objectives.

Japanese tariffs and tariff escalation must be eliminated and un-
necessarily restrictive codes and standards must be modified. This
is where we need your help.

These negotiations are likely to succeed only if Japan under-
stands not only the technical merits of the U.S. position, which are
rock solid, but Japan must also understand the political necessity
of solving these problems for overall trade relations. Japan must
understand that failure to open this market, which has been listed

27-641 0 - 90 - 2
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as a paradigm for Japanese willingness to liberalize, could be taken
as an unwillingness to seriously address the trade imbalance.

Alternatively, Japan must be made to understand that opening
this market would reduce the cost and improve the availability of
high-quality building products for Japanese consumers. Opening
this market would increase the consumption of wood products in
Japan. Opening this market would strengthen Japanese efforts to
maintain trade in raw materials.

We hope that you can help us in communicating these messages
to Japan and in assisting the administration to demonstrate to
Japan the necessity of progress. The political reality is that with-
out that kind of increased political focus-in Congress and in the
administration-Japanese concessions are likely to be late, little
and ineffective.

The time for action is now. Six months from now, if negotiations
are moving toward an unsuccessful conclusion, it will be too late.
The focus and attention necessary to make these negotiations a
success must come now.

I would like also to take a moment to discuss the possible bene-
fits of success. Those benefits-both for the U.S. industry and for
the U.S.-Japan trade policy-are enormous.

Currently, despite our efficiency, despite our marketing efforts, a
web of Japanese tariff and non-tariff barriers seriously impede the
importation and use of wood products in Japan.

As a result, while the Commerce Department calculated that
U.S. lumber mill costs averaged from about 33 to 50 percent of Jap-
anese costs on a per volume basis and U.S. plywood mill costs aver-
aged about 50 percent of Japanese costs-and in a handout here
we-I'm missing the first chart, by the way, that shows that, but I
would be glad to send it to anybody who would like to have a copy
of it. It was not on purpose and I have a copy of it. Japan still im-
ports primarily raw materials from the United States. In 1988, as
mentioned by you, over 70 percent of Japan's wood product imports
from the United States by value were raw materials, the opposite
of the situation in the rest of the world where 69 percent of the
w6od product imports from the United States are value added-we
have a chart in your handout on that-in fact, if you compare de-
veloped regions' imports from the United States, Japan's failure to
import value-added materials is even more stark-and there's a
chart in there on that.

U.S. Government and industry sources estimate that removal of
barriers could increase U.S. shipments of value added wood prod-
ucts to Japan by from $500 million to $2 billion annually. I person-
ally think it is a lot closer to $2 billion.

I would like to now ask our counsel, Mike Stein of Dewey, Bal-
lantine, Bushby, Palmer and Wood, to discuss the specific Japanese
barriers with which we are concerned. Let me note, however, that
elimination of the broad group of these barriers is necessary if we
are to have true market access.

First, Senator, if you would allow me, on a personal note, to say
something, not regarding the Alliance, before going to Mike Stein.
I think you have been a true leader in supporting the wood prod-
ucts industry and other agricultural industries. I might say, your
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State should be very proud of having produced such a great Sena-
tor.

Senator BAUCUS. Thank you, sir, very much.
[The prepared statement of Mr. Dennison appears in the appen-

dix.]
Senator BAUCUS. Mr. Stein.

STATEMENT OF MICHAEL STEIN, PARTNER, DEWEY, BALLAN-
TINE, BUSHIBY, PALMER & WOOD, COUNSEL, ALLIANCE FOR
WOOD PROI)UCTS EXPORTS
Mr. STEIN. Thank you, Mr. Chairman.
My name is Michael Stein, Counsel to the Alliance for Wood

Products Exports. As Stan said, this is a competitive industry, fully
capable of competing in Japan. The plain fact is that what is keep-
ing us from making enormous increases in our exports to Japan is
an interlocking web of tariff and nontariff barriers that we feel
must be eliminated if there is to be equity in our bilateral trading
relationship.

I would also like to echo the point that solving this problem ben-
efits not only the wood products industry in the United States; it
benefits the Japanese wood products and construction industries,
the Japanese consumer and overall U.S.-Japan trade relations. De-
spite the fact that there are these obvious benefits to be obtained,
obtaining them will not be easy.

In fact, Congress will have to make it perfectly clear that dra-
matic progress is needed in this area, otherwise results will be, as
Stan says, little, late and ineffective.

But the point I want to make is that we can succeed if we can
focus the discussion with enough congressional and administration
interest, and we can communicate our concerns effectively to
Japan now.

What f would like to talk about today, however, is the actual
Japanese barriers. Why is it that we are unable to sell wood prod-
ucts in Japan?

Japanese tariffs and the structure of the Japanese tariff
system-what is called tariff escalation-with tariff increases at
each stage of processing pose a major barrier. There is no tariff on
logs, but then a tariff on the next stage so that the effective rate of
protection is much higher at each stage of processing seriously im-
peding importation of U.S. wood products.

Even on a nominal basis Japanese wood products tariffs are
much higher than U.S. tariffs. But what is really harmful is this
tariff escalation. The effective rate of protection on value added
products resulting from tariff escalation is very dramatic.

The U.S. industry has worked for years to eliminate these tariff
barriers, but those efforts have met with only limited success.

In the Tokyo round of multilateral trade negotiations, wood prod-
ucts were included with agricultural products. And as you know,
Senator, on agricultural products it has been particularly difficult
to get what are called tariff bindings to get agreements to elimi-
nate tariffs. Progress was less than had been hoped. The U.S. in-
dustry is particularly reluctant, therefore, to rely exclusively on
the Uruguay round for tariff reductions as the Japanese have sug-
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gested because, again, the Japanese have asked that wood products
be placed under agriculture. Real progress on tariffs in the Uru-
guay round is unlikely because of this fact.

While the so-called MOSS talks-Market Oriented Sector Specif-
ic talks-that we engaged in with Japan over the last few years,
did result in significant cuts in some wood products tariffs, the
MOSS talks clearly contemplated further tariff reductions once the
agreed cuts had been made and implemented. Japan has refused,
however, to continue tariff negotiations.

The U.S. industry views tariff elimination as crucial to real
market opening, which is the purpose of this endeavor. Solving
some technical barriers, while leaving high tariff escalation in
place would not result in opening the Japanese market because of
the continuation of those tariff barriers.

Let's talk about some of the nontariff barriers, however. In addi-
tion to tariffs, a web of unnecessary Japanese standards and code
restrictions inhibit the use of wood products in general and import-
ed North American products in particular. Generally, these code
and standards provisions are prescriptive. Rather than requiring
building materials to meet certain performance requirements for
structural integrity and safety as is preferred under international
trade rules, they simply specified what products will be used.

I want to again be perfectly clear about what we're not asking.
We are not asking that Japan impair in any way the safety of Jap-
anese consumers. There is much talk of fire protection and earth-
quake protections, but wood products are a safe building material.
In many cases, safer than the alternatives. Similarly, reasonable
performance-based codes would fully protect the lives and safety of
the Japanese and in many cases would actually provide better
safety for Japanese consumers than they have under their current
prescriptive standards.

In this regard, inaccurate and distorted reports from the Japa-
nese Government and press suggesting that the changes which the
United States is seeking would endanger safety in Japan are coun-
terproductive, both to this process and to U.S.-Japan trade rela-
tions in general.

For example, after the tragic San Francisco earthquake, an offi-
cial of the Japanese Fire Marshall's Office issued a press report
that wood buildings in San Francisco had sustained significant
damage and that for safety reasons Japan had to prevent further
modification of its building code. That report simply was factually
inaccurate.

In the San Francisco earthquake, as in previous earthquakes,
wood buildings constructed under modern codes performed excep-
tionally well, far better than many other fbrms of construction-as
is confirmed by actuarial data from the California Insurance
Board.

Indeed, the combined strength and flexibility of wood makes it
particularly safe in earthquakes. Japanese reports concerning
safety concerns--like reports on wet snow and short intestines
which surfaced in previous trade disputes-are counterproductive
and can only serve to impede a resolution of this matter.

Let me give you a few specific examples of the type of codes and
standards problems we are referring to.
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Japan's building standards law does not permit multi-level,
multi-family wood housing-such as the garden apartments that
many U.S. citizens choose to live in; and we believe many Japanese
citizens would also choose to live in if given the opportunity.

Wood commercial buildings or multiple use buildings cannot be
built in Japan.

Four story wood homes or wood buildings over underground
parking garages cannot be built in Japan.

In addition, Japan seriously limits the ability of imported prod-
ucts to be certified for use in Japan. Thus, while many countries,
including West Germany, the United Kingdom and Sweden, recog-
nize the grade stamps of approved U.S. agencies as certifying per-
formance to specified levels, Japan refuses to recognize U.S. grade
stamps. Even when U.S. agencies have gone through the consider-
able trouble and expense-and years of time-required to obtain
the right to apply the Japanese Agricultural Standards stamp in
this country, unnecessary restrictions limit the cost effective use of
that stamp.

These restrictions not only harm the United States and Japanese
wood products industry, but they injure the Japanese consumer.
Both for the sake of trade relations and for the inadequate housing
conditions in Japan, these barriers to the safe, cost-effective use of
wood products should be removed.

Customs misclassification is also a problem. In clear violation of
the classification requirements of the Customs Cooperative Council
nomenclature, to which Japan subscribes, Japan has misclassified
several high-tech U.S. wood products. These Customs misclassifica-
tions have artificially increased the tariffs on structural laminated
lumber products-so-called glulam products-and laminated veneer
lumber (LVL) from the rate it should be at, 3.9 percent; in fact,
these products are charged a tariff of 15 to 20 percent. This is a
problem that ought to be resolved very soon.

Another problem is subsidies. Numerous Japanese subsidies
result in the production of wood products which would otherwise be
uneconomic. Two types of subsidies are of particular concern in
these negotiations.

First, in response to the MOSS market-opening concessions, the
Japanese Government authorized a massive group of what they
called counter-liberalization subsidies-that is, with one hand they
said, we will liberalize our market to let you compete; with the
other hand, they said to their producers, well we know we've
opened the market, but here, we will give you money so that in
fact the market opening will not be effective. A massive group of
counter-liberalization subsidies that were intended and did offset to
some extent the effects of eliminating other trade barriers.
Counter-liberalization subsidies should not be permitted in re-
sponse to future market opening, because if those subsidies are per-
mitted, the market is not open.

Second, the Japanese Government has some capital and operat-
ing subsidies which have directly contributed to wood products pro-
duction which would have otherwise not occurred. For example,
some capital subsidies have obviously been used to finance modifi-
cation of hardwood plywood mills-which can no longer obtain ade-
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quate log supplies--to producers of laminated products, in which
the U.S. industry excels.

Both of these types of subsidies should be prevented.
In addition to wood products specific barriers, Japanese wood

products consumption and importation is also impeded by structur-
al barriers. These barriers include restrictive land and housing
policies, anticompetitive practices and an inefficient distribution
system. Ambassador Williams, I think, was eloquent on these
points earlier today.

While the U.S. industry realizes that reforms in these structural
areas are only likely to have an effect in the long-term, we fully
support the administration's efforts to address structural barriers
in trade negotiations. The effect would be lower priced wood prod-
ucts and an inevitable increase in consumption.

The United States and Japan are now engaged in negotiations
concerning wood products. The administration has agreed that
those negotiations should address the breadth of the barriers raised
by the industry. Unfortunately, Japan so far has shown little will-
ingness to modify its restricted market barriers.

Japan and the Japanese industry must be made aware of the im-
portance of a successful resolution of these matters.

For trade policy perspective, the United States needs a signal in
wood products negotiations that Japan is serious about opening sec-
toral markets and addressing the trade imbalance. This is a case
where we make a product that Japan wants and needs. They ought
to be willing to buy it.

Increased imports of high quality, reasonably priced wood prod-
ucts would benefit Japanese consumers and improve the quality
and affordability of Japanese housing.

With respect to trade in wood products, real progress in opening
the Japanese market to value added wood products would have an
enormous beneficial impact in this country with respect to trade
policy decisions concerning logs.

Failure to make real progress on wood products would seriously
affect Japan in terms of further implementation of' the Omnibus
Trade and Competitiveness Act-including designations in 1990-
and in possible future legislation.

Removal of the barriers would not significantly injure the domes-
tic industry in Japan because increased consumption would more
than compensate for increased imports.

We hope that Congress will assist the U.S. industry in effectively
communicating the importance of a successful resolution of this
problem to the Japanese Government, Japanese industry and par-
ties involved in the United States. Success is so important to the
U.S. industry and to U.S.-Japan trade relations. We are concerned
that success will evade us, however, if Congress is not a full partici-
pant in this process. As I indicated earlier, the time for action is
now.

Thank you very much, Mr. Chairman.
Senator BAUCUS. Thank you very much, Mr. Stein.
[The prepared statement of Mr. Stein appears in the appendix.]
Senator BAUCUS. Next is professor Ramsay Smith.
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STATEMENT OF RAMSAY SMITH, ASSOCIATE PROFESSOR, WOOD
SCIENCE AND TECHNOLOGY, COLLEGE OF FOREST RE-
SOURCES, UNIVERSITY OF WASHINGTON

Mr. SMITH. Thank you, Senator.
My name is Ramsay Smith and I am an Associate Professor at

the University of Washington in the College of Forest Resources as
a wood scientist and technologist. I also work with the Center for
International Trade in Forest Products (CINTRAFOR) which is a
research center at the college. For the past 4 years I have been
studying the Japanese wood construction and other wood markets
in general, trying to understand them, trying to understand how
wood is used and why it is used within the country.

What I would like to do today is provide some background and
information on the forest products flow between the United States
and Japan, provide some insights into the construction industry,
and some thoughts in the trade barriers. These will pertain primar-
ily to the building codes, material grades and lumber grades that
can be barriers to many forest products flows, especially with re-
spect to the two by four construction of houses in Japan.

I would like to end with a gross estimate of what might the
market might be if these barriers were overcome.

I will hold my remarks to these specific areas since a lot of the
other areas are being covered today as well. I have a written testi-
mony which I would like to submit, but with your permission I
would just like to discuss these in general.

Senator BAUCUS. Yes, all written statements are automatically in
the record. Feel free to summarize.

Mr. SMITH. All right. Thank you.
If we look at the current situation and taking 1988 as a typical

year, which I think it can be, Japan consumed over 3.76 billion
cubic feet of wood. About 60 percent of this was solid wood prod-
ucts and about 40 percent was pulp and paper products. Their wood
imports was about two-thirds of this amount and was comprised
primarily of logs, which we are probably all aware, of about 46 per-
cent and wood chips at almost 25 percent. These are primarily raw
materials for their industries. Lumber comprised another almost 14
percent; and pulp, 13 percent.

If solid wood products are separated from pulp and paper, it can
be shown that logs comprised almost 70 percent of all the imports
of wood products within that country. If we take a look from the
United States we'll see that most of the material that was supplied
to Japan in forest products came from the Pacific Northwest, with
about 63.2 percent of the total from Washington and Oregon. The
United States realized about $3.145 billion of forest products trade
with Japan in 1988 and Washington and Oregon was $1.9 or almost
$2 billion of this. Again this was primarily logs.

There are many indicators to me that the use of wood and wood
products in Japan is going to remain high. If we take a look at all
the wood that was consumed, about 77 percent of all the solid wood
was in construction. If we take a look at the construction or hous-
ing industry, about 1.7 million housing starts were realized in 1988
and there is a slight decrease in this in 1989 as we see it.



20

This will remain, I think, because these are replacements of di-
lapidated houses that were built after the war. And also the Japa-
nese Government's desire to open and increase the housing supply
to its people stated several times.

If we take a look at the amount of wood being consumed in the
housing market we will see that it has declined in the number of
wood houses from about 65 percent of total housing starts in 1975
to about 42 percent in 1988. This is primarily due to the increase of
multi-family housing in which wood is restricted and has codes and
other regulations which limit its use.

There is also an increase in prefabricated structures, which are
primarily concrete and steel, which are competitively priced with
respect to traditional wood construction because they have a very
fast erection time. Their cost is lower because of this decrease in
construction time. Also, it has been said that with prefabricated
housing, which there are some very large housing manufactures in
the world, that they do not provide the natural feeling of wood or
they would have increased much greater than the 15 percent of the
market that they compose now.

Platform frame housing, using North American materials, was
introduced in Japan about 17 years ago. It was introduced at a
time when the exchange rate was 340 yen to the dollar and there
was not a large expectation of a great quantity of' material to flow
into that as finished goods. So at that time, a compromise was
made to allow U.S. lumber as long as it would be graded using
JAS-Japanese Agricultural Standard-grades. We will see that
this has really come back to haunt us to a large extent.

There is a real problem in using the JAS standards because their
lumber grades are based primarily on appearance grades. In addi-
tion, their conventional wood structures is a post and beam house
or home. This is an open structure which uses structural beams to
enhance the visual trim on the interior. The same beams that are
used structurally, therefore, limits knots due to the visual demand,
not strength requirements. They do a very beautiful job and have a
very beautiful construction method. But it is very slow and very ex-
pensive.

So the size of their members are such that the strength is inher-
ent and they base their lumber grades on visual quality or appear-
ance. Lumber grades in this country however are based on strength
since we do place them in the walls and do not care if there is a
knot present as long as the strength is there.

So what really is going on is, our form frame construction re-
quirements are different than their conventional construction and
our lumber grades have to force fit into a system that is not meant
to do what they were intended to do. So there is no compatibility
between our lumber grades and theirs.

Also, the government requires, especially on any government
funded structures, that all lumber and all pieces be stamped with
the JAS stamp. This means that each piece going to Japan either
has to be regraded in Japan or the mill here has to go out and
obtain certification through the Japanese Ministry of Agriculture,
Forestry and Fisheries, both of which are very expensive and very
costly procedures. Mills that have obtained stamps have each spent
anywhere from $40,000 to $60,000 plus just to obtain it.
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The U.S. platform frame construction system is also being shown
to be less expensive than their conventional residential structures.
There are several studies which indicate costs, one of which I
worked on sitting on a committee organized by the Government
Housing Loan Corporation. This study resulted from analyzing a
development of 25 homes called Seattle/Vancouver Village, in
which cost comparisons were made. These comparisons were made
with traditional Japanese wood housing and prefabricated housing.

The cost was approximately two-thirds of that of traditional Jap-
anese housing and very comparable with the pre-manufactured
housing areas. So the North American housing techniques and con-
struction systems are very competitive and very realistic, while
maintaining a very high quality.

The platform frame construction method which has developed in
the United States can be very beneficial to the Japanese market
and Japanese people as well. It is less costly for the consumer
which is sorely needed because of the high land prices. It is a qual-
ity construction. It has heating and cooling advantages over the
traditional Japanese construction. It takes about two-thirds less
construction time than traditional construction methods and there
are better profit margins for the builders.

We have had a tremendous increase in the number of builders
trying to get information, coming to the United States and looking
at our systems.

Currently, however, 2x4 housing only comprises about 3 percent
of the total housing market. One primary reason for this is a labor
shortage of technical know how using this system. Other problems
include obtaining visas for construction workers to help transfer
this knowledge; the JAS requirement thereby increasing product
cost and inconvenience; and the fact that the early 2x4 homes were
built on a 3x6 basis, not a 4x8 basis. The 3x6 basis is a modified 2x4
and modified Japanese traditional construction that really did not
decrease the cost that much when compared directly with the tra-
ditional housing. The 4x8 module is what we use here. There is
really no difference to the size of the module however it is the con-
struction system that we use which is much more efficient. This is
comprised of specialized crews of workers that go in and perform
specific tasks efficiently and keep the labor costs to a minimum.
The 4x8 module also allows more efficient use of our building prod-
ucts.

Multi-family wood structures, as I mentioned before and has
been mentioned previously, are restricted due to the fire codes.
This is primarily based on the traditional housing design, again,
being on an open basis and filled with screens-the shoji screens
which are quite flammable. Once a fire started it would move very
quickly through the house. In fact, they were looked at ,)s fire
traps.

Due to this then, multi-family housing codes require "'non wood"
building material for all horizontal separation. This greatly limits
use of wood in most multifamily units. These codes are adminis-
tered by the Ministry of Construction and are, as also mentioned
before, prescriptive codes. In other words, wood is looked at as a
material that burns; therefore, it cannot be used in a specified fire
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zone. It has not been looked at as part of a system component as it
is here and should be.

In addition, the officials who administer this at the Ministry of
Construction are primarily trained in concrete and steel and they
really do not have a wood background; and are, therefore, profes-
sionally biased or biased just through lack of knowledge in the use
of wood.

The problems are compounded when lumber grades and housing
codes are viewed together. The JAS grades are administered by the
Ministry of Agriculture, Forestry and Fisheries, and the building
codes are administered by the Ministry of Construction. We there-
fore have to work with two agencies that are vertically oriented
and organized. They do not have good communication between
them. So working with a system which encompasses both agencies
sometimes you get a lot of conflicting advice, but also it is very dif-
ficult, to say the least, to get anything changed within this type of
system.

I would, therefore, propose that your Committee very strongly
press for acceptance of our codes and material standards when
used in a platform frame construction in Japan and when using
our building systems. We have 200 plus years of data and back-
ground using this system. It has been proven over and over to be
high quality structurally sound, and long lasting when used cor-
rectly.

Our lumber grades and our building codes do not correspond di-
rectly to their construction, but they do to ours. Therefore when
using our construction methods in Japan trying to force feed our
lumber grades into their existing lumber grades does not fit at all
well and is a barrier to trade. I would suggest that the use of our
codes and grades be recommended strongly when used for platform
frame structures. We should also back this with research and coop-
erate with Japanese researchers. The United States should also
maintain a data bank for construction quality for which the San
Francisco earthquake provided a very good proving ground. This
type of data is necessary.

The potential of the Japanese market if these grades and codes
were to be accepted in Japan is very difficult to determine-but if
you take a figure that is published by the Government Housing
Loan Corporation in Japan, that an average house has a square
area of about 125 square meters and it is suggested also in studies
that we have done that about 30 percent of a wood house-excuse
me, the cost of materials in a wood house-is wood materials, and
using 140 yen per dollar, I have calculated that approximately each
house-or wood house-would consume $35,935 worth of forest
products.

That is currently a $23.8 billion market in Japan with the cur-
rent housing starts. Now with a change in codes, the lower cost in
high quality housing, plus the addition of' multi-story and low rise
wood structures we should, I believe, very easily see a return back
to a 65 percent wood housing starts as in 1975.

This would bring this market to a $38.8 billion market in Japan.
Now this is a market that would be shared by all of course. It cer-
tainly would be enjoyed by the Japanese consumer for the lower
prices and costs, the Japanese forest products industry, Japanese
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home builders as well as the exporters to that country of forest
products.

Thank you very much for your time.
Senator BAUCUS. Thank you. That was very interesting.
[The prepared statement of Mr. Smith appears in the appendix.]
Senator BAUCUS. Don, you are our wrap-up here.

STATEMENT OF DON ALLEN, EXECUTIVE DIRECTOR, MONTANA
WOOl) PRODUCTS ASSOCIATION

Mr. ALLEN. Thank you, Senator. Senator Baucus, thank you for
allowing me the opportunity to speak here today. My name is Don
Allen. I am the Executive Vice President of the Montana Wood
Products Association, headquartered in Helena. We represent
about 90 percent of the lumber processed our members do in the
State of Montana.

I am here to express the Association's strong support for U.S.
Government and industry efforts to eliminate barriers that impede
our ability to export wood products to Japan.

As you know, Senator, forest products are of immense impor-
tance to the economy of our State. The Montana forest products in-
dustry is our State's largest manufacturing activity with sales of
$900 million in 1987. The industry directly employs about 10,000
workers and gives rise to an additional 20,000 jobs in connected sec-
tors. In our western counties, the wood products industry amounts
to almost half of the economic base.

An overwhelming 90 percent of Montana's forest products are
shipped out of State. Although exports traditionally have been a
relatively small portion of these shipments, we Montanans, like
people throughout the country, have made a commitment to sell in
foreign markets. We feel confident that, given a fair chance, we
can go head to head with the competition in foreign markets and
win.

Montana produces some of the finest wood products in the world,
including lumber, plywood and particle board. Montana companies
also produce such finished products as laminated beams, roof and
floor joints and paneling. We believe that nobody can beat Mon-
tana wood products for quality and price, and we want to prove it.

How strong is the competitive position of the U.S. wood products
industry? You have heard some of that from some of the earlier
speakers today. But according to recent U.S. Government studies,
our mills can deliver lumber and plywood for less than half the
cost of our Japanese competitors. Our forests are larger, easier to
harvest. Our land, labor and energy costs lower; and our mills
larger and more efficient. With these cost advantages, we should be
able to trounce the competition.

Unfortunately, we are not always given the chance to compete
on equal terms in foreign markets. Japan, of course, is a major
problem area. Although it is a potentially enormous market for the
U.S. industry, we have found it hard to sell our wood products
there in the volume you would expect given our competitive advan-
tage over the Japanese industry.

The simplest and most significant barrier to the sale of our prod-
ucts to Japan is tariffs. You have heard that referred to earlier as
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part of the whole package, it is certainly one of those that has to be
dealt with as part of that package. Until these tariffs are lowered
to reasonable levels, we will not have real access to the Japanese
market. Considering the huge $50 billion trade deficit we run with
Japan, this situation is inexcusable.

Worse yet, the more advanced the product, the higher the effec-
tive tariff rate. Thus, the Japanese tariff on unfinished lumber is
around 10 percent, while the U.S. tariff is zero. But the Japanese
tariff on laminated lumber, a product we make here in Montana, is
35 percent-once again, the U.S. tariff is zero.

As an aside, Senator Baucus, I might mention that at a meeting
we had just yesterday of our industry regarding our plans for next
year, goals for next year, one of the top items on the agenda in
talking about looking ahead to next year in 1990, is the fact that
we think that the decade ahead that the value added part of our
industry is going to be something that will automatically take on
more significance in the years ago.

So this particular point as has been referred to by at least two of
the other speakers today, certainly is of great importance.

The results of these tariff barriers is that Japanese companies, in
spite of their inefficiency, buy U.S. logs, ship them to Japan, and
process them themselves. In my opinion, this is exporting jobs,
plain and simple.

Some of the problems facing us have to do with Japanese Gov-
ernment policies that prevent Japanese consumers from buying our
wood, whether they want to or not. As a result of these policies-
again, you have heard some of them referred to today earlier-the
Japanese simply do not consume as much lumber as other devel-
oped countries. Considering the traditional Japanese preference for
wooden homes, this is a surprising situation.

As an example, Japanese building regulations prohibit the con-
struction of wood commercial buildings and garden apartments.
When you ask why, they say it is because such buildings are
unsafe.

This is nonsense. Wood buildings, properly designed and con-
structed, are among the most durable structures around. If you
walk through Billings or Helena or Mosula, any other Montana
town, you will see countless examples of quality wooden structures
designed to endure some of the harshest climatic conditions
around. Sure, the Japanese have earthquakes. But what about our
winter weather? What about our wind'? As all of us in this State
know, it can blow pretty good along the eastern front and yet you
find wood constructed homes all in that area.

Another problem is unreasonable Japanese regulatory practices
that make it hard to sell in Japan. You have heard those referred
to earlier, regarding the grade stamps. I will not repeat that. But
let me just conclude in a general statement and say that folks here
in Montana have nothing against the Japanese. We have a very ex-
cellent relationship, as you know, Senator, with our sister State.
We have a lot of good exchange. They are hardworking people, like
Montanans are, and make a lot of good products.

When they can provide it quality good at a competitive price, we,
like other Americans, buy it. There is nothing wrong with that.
That is what the free trade issue is all about.
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What bothers me is that the wood products industry is not get-
ting the same treatment from Japan. We buy Japanese pickups,
consumer electronics and other manufactured goods when their
quality is high and the price is competitive. I think we should be
able to expect the same treatment from the Government of Japan.

The Montana wood products industry appreciates the efforts of
the U.S. Government and the support of this subcommittee to
ensure that we get it.

Thank you very much for the opportunity. And let me thank you
also for holding this hearing in our great State.

[The prepared statement of Mr. Allen appears in the appendix.]
Senator BAUCUS. You bet. Thank you very much, Mr. Allen.
I would like to concentrate on a statement that, Mike, you men-

tioned-Japanese Fire Marshall. As I understand it, he came over
to San Francisco after the quake and came back and issued a
report back to Japan saying, you know, all the wood structures col-
lapsed. That is American wood structures. They all collapsed. They
tried to, I think, set the stage in Japan to buttress their argument
that they should not open up to U.S. processed forest products,
lumber.

Here is your chance. Tell us, tell the world, why American wood
structures are safe. Here is your opportunity to blow that Fire
Marshall out of the water.

Mr. STEIN. Do you want to go first?
Mr. SMITH. Sure. I would be glad to.
The type of construction that we have is a series of units that are

tied together. It is called a diaphragm system, in essence. What it
does is make a complete unit out of the structure so that with, for
example, for the earthquake stability, the racking resistance which
is the resistance against collapsing to one side, is very strong and
good with wood. Wood is a resilient material. It can absorb energy
when shocks come in.

Senator BAUCUS. Well I suppose the first thing is that it is not
true that wood products collapsed?

Mr. SMITH. Very much.
Senator BAUCUS. During the San Francisco quake, compared to

concrete structures.
Mr. SMITH. In fact, looking at the studies that have been done

and that are still going on with the wood structures there, there is
a few areas of wood failure and that was due primarily to either
structures that were built before 1973 or usually in the case of
about 70 years old, so they do not conform with the codes that we
have now and this diaphragm system or that there was gas mains
or lines that were broken for fires that came about-not due to
structural damage due to the quake itself or due to the instability
of the soil.

Senator BAUCUS. All right. The first question is: Are wood struc-
tures generally more or less safe? The second question would be:
Would American wood be any lesser or more safe?

I am reminded of the Japanese statement not too many years
ago that they could not import skis because Japanese snow is dif-
ferent from other country's snow. And they could not import beef
because-somebody said it-their intestines are longer. You know,
they cannot digest American beef, which is all nonsense.
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Mr. STEIN. Let me answer that, Senator.
Senator BAUCUS. Yes.
Mr. STEIN. Americans care no less than the Japanese about

safety regarding fire and earthquake. The question is: How do you
ensure that structures are safe? The American system is to estab-
lish performance criteria. Say you have a fire door. You would say
that fire door must prevent temperatures from rising on the other
side of that door by a certain amount within a certain period of
time.

What material is used is irrelevant. So long as the degree of
safety has been established in the code, any material that meets
that degree of safety can be used in the United States, in Western
Europe, in every other developing country. This is the way con-
struction codes are drawn up. This is done so that as technology
advances, these advances can be incorporated into construction and
the benefits of new materials and finding new uses for older mate-
rials can be achieved.

In Japan this is not how they do it. They have a standard for, fire
doors. They say those fire doors shall be made out of steel.

Senator BAUCUS. So they are not performance oriented.
Mr. STEIN. In fact, a steel door might warp in certain types of

fires and might be less safe than a wood fire.
But the question is not: Is wood safer than steel or steel safer

than wood? The question is: How does a government go about pro-
tecting its citizens and is there a better way to do it?

We think the rest of the world has found a better way to do it
and that way is to determine the level of safety and then allow
anyone who wants to, if they can meet that level of safety, to build
their buildings.

Senator BAUCUS. So your basic point is that if the Japanese
standards were performance standards that wood will do very well.

Mr. STEIN. We believe wood would do fine. That at least in every
other country that has established performance standards wood
has met those standards. We believe that the Japanese are not
unique in their desire to protect their citizens.

Senator BAUCUS. Do you have any examples of other countries
where there were performance standards and the wood has done
very well?

Mr. STEIN. Yes. The United States, everywhere in Western
Europe, Australia, New Zealand.

Senator BAUCUS. Why do they say they do not want to have per-
formance standards?

Mr. STEIN. I do not believe they have given a principal reason. I
think they have not wanted to have performance standards be-
cause in their view their prescriptive standards have worked just
fine for their purposes-that is, they are content with the status
quo because it is not clear that they have much of a need for this
in changing these in order to benefit American exports.

Mr. DENNISON. I think it is a protective measure, Senator. I
cannot see it any other way. I have visited Japan lots of times and
tried to export to them a lot. Most of these things appear to me to
be a way to protect small, inefficient industry. A prescriptive
standard can be very dangerous against a performance standard. It
might look good, but it might fail.
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We know absolutely that our wood standards do perform as they
are supposed to under our grade standards.

Senator BAUCUS. I agree with you. At least based on limited per-
sonal experience, many years ago at the conclusion of the MOSS
talks in San Francisco, I think between Prime Minister Nakasoni
and President Reagan, I visited Japan and went to see a Mr.
Tenaka who was the head of the forestry section of the Ministry of
Agriculture, Forestry and Fisheries. I somewhat naively said, "Mr.
Tenaka, I am here to help you implement the MOSS talks, that is
with respect to processed forest products."

He said there just solemnly and sullenly-there was a little desk
there, he is an older man-he said, "My job is to protect the Japa-
nese forest products industry." He did not care what Prime Minis-
ter Nakasoni said. He did not care about anything else. I mean it
was clear that he was there to protect the Japanese forest products
industry and he had no intention of working to try to open up Jap-
anese markets.

I often went to Japanese mills and it has just stunned me how
inefficient they are compared to American mills. I remember a ply-
wood plant-a Japanese plywood plant-I went through. Gosh, it
was the complete opposite of what you hear about Japanese effi-
ciency and so on and so forth, compared to say a Montana plywood
plants. It was just incredible.

So on that point, I wonder if you could draw up for us a little
more of the relative disparity, inefficiency and quality of, say, Jap-
anese production versus the American production. We are trying to
make the point that we Americans have a very highly efficient op-
eration and we should, therefore, more easily sell in Japan.

Do any of you have any figures, any data that you can show the
relative greater efficiency of the American processed forest prod-
ucts?

Mr. DENNISON. I think one of great importance is that the De-
partment of Commerce found the U.S. plywood industry to be at
the cost of about 50 percent of what it was in Japan. That is like
saying, if it costs $300-here, it would cost $600 in Japan. I think it
is terribly serious from the standpoint of the Japanese consumer.
You are not getting a fair shake with what its government is
trying to claim that it does for them.

For example, on sawmills, total cost to the United States $187 to
$332 is certainly profound. In Japan the small and medium sized
sawmills ran $800; and the large sawmills ran $486, but that is
leaving out labor and energy which were not available to the sur-
veyors. So I would say somewhere around $500 to $550, actually.
Costs are so much lower than theirs on delivery basis. Our quality
is top notch world over in not only West Coast products, but having
a little bit of a southern accent, Senator, I might say that our prod-
ucts all over the United States-Northeast and Southeast, as well
as the West Coast-are superior products to anything made any-
where else in the world and less costly because we have the great-
est productivity in the world.

Mr. STEIN. Senator, can I make one point. Japanese costs are
high in large part because this is not an industry that has faced
competition and has to compete. It is not the intention of the U.S.
wood products industry to destroy the Japanese forest products in-
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dustry. Our belief is that demand in Japan if left to market forces
would increase enough so that their industry could prosper as our
markets in Japan grew also.

I think it is an important point to make that this is not an "us
versus them" situation.

Senator BAucus. What is your assessment of the status of the ne-
gotiations thus far?

Mr. STEIN. My assessment of the status. Stan had something in
his testimony and I would like to second it. That is, it is not our
impression that the Japanese Government is yet seriously engaged
in these negotiations. I think we are very lucky to have Linn Wil-
liams running this. I think he is a most impressive and knowledge-
able leader of these negotiations.

However-and I think the message he is sending and the mes-
sage that Carla Hills is sending to Japan is clear. Whether that
message is also being sent by the rest of the administration, just as
the Ministry of Agriculture, Forestry and Fisheries had as its job
protecting Japanese agriculture, Mr. Williams and Ms. Hills have
as their job promoting U.S. trade.

The entire U.S. Government, however, has to send this signal. It
is not clear to us that what Ambassador Williams is saying and
what the Japanese are hearing is exactly the same. In other words,
it is not clear to us that the Japanese understand the importance
of the Super 301 process and that they have an interagency process
as we do. It is not clear to us that their interagency process is en-
gaged now in making the sorts of decisions that would be necessary
if progress were to be made in the time frame of the Super 301. So
that is our very concern.

Senator BAucus. That is a good point. Frankly, with that con-
cern in mind, I held a press conference on Wednesday for the Japa-
nese Press Corps, saying that as Chairman of the International
Trade Subcommittee that it is my hope and I am going to see to it
that we do reach a successful conclusion, not only to keep the other
agencies feet a fire, but also to send a very clear signal to the Japa-
nese negotiators that we are serious-this is serious business.

Ambassador WILLIAMS. Good.
Mr. STEIN. I think that message has to get across if we are to

make progress. I think our negotiators are doing a fine job. They
have presented an excellent case. But they alone are unable to get
the Japanese Government to engage in a way that would lead
to--

Senator BAUCUS. I have sometimes found the Japanese are a bit
different in negotiating than some other people. That is, you get
nowhere, nowhere, nowhere, nowhere until the last moment and fi-
nally things break apart.

Mr. STEIN. This is true. Unfortunately, you don't know whether
it will lead nowhere, nowhere, nowhere, nowhere--

Senator BAucus. Exactly.
Mr. STEIN [continuing]. Or somewhere or nowhere, nowhere, no-

where, nowhere, nowhere.
Senator BAucus. That is right.
Mr. STEIN. Our theory is that one would expect to be seeing more

of the Japanese interagency process at this point if, in fact, we
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were going to get progress on all of the issues that we are talking
about.

Senator BAUCUS. They also have another Japanese saying that
all negotiations, the last inch is darkness. I do not know what that
means, but it sounds a little ominous.

Thank you very much, all of you. I appreciate your time. First of
all, I finally want to thank you, Stan. I want people to know that
Stan got up at 2:00 this morning, Montana time, to come from At-
lanta. [Laughter.]

Mr. DENNISON. It was a little warmer there, too.
Senator BAUCUS. Thank you all for coming.
Our final panel I believe is Phil Seng, Senior Vice President,

International Programs for U.S. Meat Export Federation; and Herb
Townsend with the Montana Stock Growers.

Let's begin with you, Phil, you are the expert here. Before you
begin, I would just like to say that a couple of years ago when I
was in Japan trying to help Phil promote U.S. beef-in fact Phil
arranged a food fair visitation exposition. We had a lot of Ameri-
can beef there and Phil taught me how to say delicious in Japa-
nese. So in front of Japanese cameras I learned to say oeshi several
times.

But I was very impressed with Phil Seng. Phil knows Japan. He
is very experienced. I think as much as anyone, any single person,
Phil, you are responsible for the progress we have made in Japan. I
mean, I want to take my hat off to you. You have done a great job.

Mr. SENG. Thank you very much.
Senator BAUCUS. You bet.

STATEMENT OF PHILIP M. SEN(G, SENIOR VICE PRESIDENT,
INTERNATIONAL PROGRAMS, U.S. MEAT EXPORT FEDERATION
Mr. SENG. It is a pleasure to be here. I will try and be brief be-

cause I see the time quickly elapsing.
Most of my career has been involved with Japan, as you have in-

dicated. The beef agreement with Japan was monumental because
the liberalization of Japan's beef market basically was one 'of the
most contentious issues between the United States and Japan for a
number of years, actually since 1978 when both governments react-
ed.

At that time, I think the first year we sold 13,000 metric tons of
beef to Japan. At the end of the 1988 agreement that we just com-
pleted, we will be selling 394,000 metric tons of beef to Japan in
1991. You can see how significant just ten years makes in negotia-
tions with Japan.

Most of my career I have been basically rallying against the com-
plex Japanese distribution system, against the ills of the LIPC, the
system that was basically in charge of the administration and dis-
tribution of imported meat products in Japan. But with the conclu-
sion of the beef agreement on July 5 of 1988, it even has added sig-
nificance because it shows that the Japanese have reversed to some
degree 35 years the hallmark of their agricultural policy which has
been protectionism and now are ushering in competitiveness into
their agriculture.

17-A4.1 r) - qn-
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Ambassador Williams indicated in negotiations that he endeav-
ors to create a ripple effect in the distribution system in Japan.
During his remarks, I thought of the ripple effect caused by the
beef negotiations. We are now witnessing tremendous changes in
Japan's beef distribution system because of the beef negotiations.

Within the past year, as the Japanese open up their market for
imported beef-and if their farmers are going to compete they real-
ize they must become more competitive because the U.S. producers
are about three times more efficient than Japanese farmers in pro-
ducing the product. As a result, we are seeing progress being made
relative to feed grains. Japan regulations never used to allow on-
farm mixing of grain by farmers. All mixing was done by the coop-
eratives throughout Japan. By allowing on-farm mixing, it will
allow farmers to become more efficient, thus reducing costs, and ul-
timately increase U.S. feed grain exports to Japan. This is an excel-
lent example of the ripple effect at work.

There are discussions now within the Japanese Ministry of Agri-
culture, Forestry and Fisheries to liberalize the feeder cattle
market which will present sizable benefits to Montana to ship more
feeder cattle to basically Japan. Again, another example of a ripple
effect that is occurring because of the beef and citrus agreement in
Japan.

I think one of the questions a lot of people have asked is basical-
lV, "Are the Japanese living up to +his agreement'?" I say, without
any reservation, they are; and they are doing this in full. Our
export numbers to Japan, as you indicated earlier Senator Baucus,
were are up 44 percent from 1987 to 1988 and for the first 9
months of this year, versus the same corresponding period of a
year ago, we are up 71 percent. That is a tremendous increase in a
market that constitutes about 76 percent of all the meat that we
export worldwide.

Another question often raised would be, "Do Japanese concerns
who invest in the United States have preferential treatment?"-
and there is some concern about Japanese investments in the
United States-I would like to submit from the beef industry that I
represent, that we do not view Japanese investments in the United
States as hostile. We recognize that the Japanese, as an advanced
country, are most dependent on imported goods, and on imported
foods in particular, more than any other major advanced country
in the world.

Therefore, it is incumbent upon the Japanese to go out and
secure sources of supply for food. So, we look at their investments
positively. Because if Japanese concerns did not invest in the
United States-and recognizing that we work so hard in negotia-
tions-they more than likely would be investing in Australia, New
Zealand and other markets. If they invest in Australia and New
Zealand, they are going to naturally import the cattle and the beef
and everything else from those markets. So we do not see their in-
vestments here as hostile but rather as positive.

But going back, do the Japanese give preferential treatment to
Japanese companies? I think Ambassador Williams can attest to
this as well. There are no provisions in that agreement where it
gives favoritism to Japanese companies over U.S. companies, or
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Australians over Americans, or New Zealand over Americans. It is
a global quota. There is no discrimination within that agreement.

The only advantage a Japanese company has vis a vis an Ameri-
can company would be that they would have an extensive network
in Japan. If you are a Japanese company, you know the marketing
system. You know the distribution system. You know that whole
web of wholesalers and retails and subwholesalers and so forth.

However, if you are an American company and you have been in
Japan for 10 or 15 or 20 years, maybe like Cargill or ConAgra, you
would have an advantage over someone who is new in the market.
But a Japanese company-the only advantage they have is the fact
that they are Japanese, they speak the language, they know the
customs, the culture, and can be very effective very quickly.

I emphasize there is absolutely no bias as far as the agreement is
concerned against any company or any country from anywhere.

If we look more closely at the Japanese beef agreement-and
again, I say the Japanese are living up to the agreement-they ba-
sically imported 27-1,000 metric tons last year. This year they are
scheduled to import :34,000 metric tons: and, of' course, the next
year would be 394,000 metric tons. So for :8 years during this inter-
im period, as we call it, until total liberalization, there are i0,00()0
metric ton increases )er annum in the agreement.

The tariff basically has been maintained at 25 l)ercent. We have
often maintained that this is a very high tariff on beef products to
Japan, but this has never been a major impediment. The problem
has always been quotas and it has always been our intention to ne-
gotiate on the quotas and then address the tariffs as we move
toward.

It is also a provision within the agreement that all imports of
beef receive equal and nondiscriminatory treatment.

A major development in advancing U.S. suppliers' exports to
Japan is the Simultaneous Buy-Sell System (SBS) developed during
1984 negotiations. And now for more background, I was in Japan
during two sets of' negotiations. But when we went into the 1984
negotiations, I recognized the Japanese system basically keeps or
relegates the American supl)lier from having any contact with his
end user and his product. Two of the most important points in mar-
keting are knowing your product and how it is being received in
the market and knowing your customers.

Japan's distribution system, because of a lack of transparency
did not allow American suppliers to determine how their product is
accepted or who their customers are. Therefore, we pushed very
strongly from the industry standpoint to institute a system where
at least 10 percent of that system of the total quota would allow for
th(. U.S. suppliers to have direct access to the Japanese buyers. By
doing so, U.S. exporters learned how their products are accepted
and were 'now able to modify their product as needed in order to do
the things that would be germane to really improving their prod-
ucts acceptability in the Japanese market.

In the 1988 negotiations we pushed for this even more aggres-
sively. Basically, SBS was increased to 30 percent of the quota in
1988. We are at 45 percent this year and 60 percent in 1990. There-
fore, at the end of the last year of the agreement there will be
more meat freely traded in Japan under the SBS quota than under



32

the general quota. Under SBS we can articulate our specifications,
the time of delivery, the amount of the product, and many of those
things that are germane to a normal marketing situation.

The U.S. negotiating approach was to try to effect changes posi-
tively for the U.S. industry in Japan by negotiating to our poten-
tial in the Japanese market. Once the barriers are lifted in 1991 we
anticipate having a very strong presence there and strong estab-
lished momentum for our product in the Japanese market. The
current export statistics indicate the U.S. approach to the negotia-
tions is working.

Regarding chilled beef, you recognize the majority of the meat
traded on a world-wide basis and consumed here in the United
States is chilled beef. However, Japan strictly limited the amount
of chilled beef entering Japan. Japan used imported beef as a trig-
ger basically to control prices in Japan. If they had a lot of meat in
Japan and prices went down, they would restrict the sale of im-
ported meat and, therefore, would raise meat prices. If your prices
were very, very high in Japan, they would release more imported
meat in the market and thus lower the price. They could manipu-
late the market as they deem appropriate.

Chilled beef from the United States was not allowed because you
couldn't control the market, and top quality U.S. chilled beef will
complete with a majority of Japanese Wagyu or the Kobi beef that
is indigenous to Japan. In the 1988 negotiations, the industry in-
sisted in the SBS portion of the agreement that chilled be allowed.

With the successful inclusion of chilled in 1988, just over a year
ago, we have doubled, almost tripled, our exports of chilled beef to
Japan just within the last year alone. We are very pleased with
this agreement because there are developments that are occurring
within the context of this agreement that indicate very clearly how
we as an industry will perform once the quota is ultimately lifted.

Another concern we had as exporters to Japan was the fact that
it was a very closed system also within Japan's complex distribu-
tion system. There were a limited number of importers. .There were
36 trading companies who were allowed to import the product.
There were a limited number of wholesalers, a limited number of
ham and sausage manufacturers and many concerns who could not
access imported product unless they were quota holders.

I knew after living there for so many years, that there were nu-
merous companies who wanted to participate in Japan's meat busi-
ness that could not. They simply did not have import quota. Again,
we insisted very strongly to allow newcomers to be allowed into
this closed system. Allowing newcomers was very important in the
negotiations because we wanted to build a clientele for U.S. prod-
uct and break the established monopoly of quota in the distribution
system.

I spent considerable time identifying people who were disadvan-
taged by the system and listed to their concerns. I recognized that
the quota was not only discriminatory to the United States, and
probably to our Australian friends, but also very discriminatory to
many of the Japanese that were unable to access imported product
due to Japan's unfair distribution system. Basically there are the
"haves and the have nots." MEF Tokyo's staff worked very, very
closely with the have nots and basically built a clientele for what
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the U.S. represented in the negotiations. Once many sectors of
Japan's trade realized that we were in effect negotiating for their
interests, momentum changed significantly in the beef negotiations
in favor of the U.S.

Now, after only 1 year, there have been over 150 newcomers.
Some are very large companies, for instance "Shin Nitetsu," Japan
Steel. There are major companies becoming involved in the meat
business that were not allowed to do so in the past. That is signifi-
cant and will prove to be even more so in 1991.

There are also 10 new importers-companies that are allowed to
import the product-thus breaking the monoply of the 36 estab-
lished importers.

The new Japan beef agreement has paid tremendous dividends to
U.S. industry. As an industry, we are very pleased with the results.

There are other areas I would like to address more thoroughly
but I think it would probably be too detailed for just this afternoon.
However, Ambassador Williams alluded in his remarks to the fact
that you thought the beef negotiations were probably one of the
most successful sets of negotiations ever conducted with Japan.

It is very important to understand why we were successful. In
going back to Ambassador Williams' comments of identifying the
people that are disadvantaged and building up a clientele for what
we represent, I couldn't agree with him more. However, the ques-
tion is, "How do you do that?"

It is very easy to say to be successful in marketing to Japan the
U.S. needs to have a strong commitment to the Japanese market.
What the hell does "commitment" mean? What does building a cli-
entele for your product mean? How do you go about doing that in
Japan-a country that is far different from our own-that's the
fundamental question.

What contributed most significantly to changing the momentum
in our favor in those negotiations with Japan were USMEF activi-
ties that changed the environment so favorably to the U.S. posi-
tion. Japan's trade, press and consumers supported the U.S. posi-
tion. This was a radical departure from former negotiations, and
the Targeted Export Assistance Program administered through the
USMEF was primarily responsible for this change.

Congress in the 1985 Farm Bill appropriated $1 billion for export
promotion overseas. Industry identified commodities or products
where we were disadvantaged, where tariffs or quotas impeded our
access to various markets. The U.S. Meat Export Federation was
granted $44 million through the Targeted Export Assistance Pro-
gram.

I was at the time Director in Japan where over $30 million was
used in a 3-year period. I submit that TEA money had as much to
do with changing the hearts and the minds of the average Japa-
nese as anything ever done in Japan before. As you know, govern-
ment negotiators negotiate with government negotiators, but who
is talking to the consumers, who is talking to the trade, those who
are most disadvantaged.

USMEF Tokyo contributed to over 1,000 articles about beef and
what it represents and how it represents the closed nature of the
Japanese market to the Japanese.
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Change occurred quickly. For example, when the yen appreciated
in Japan, few of the benefits accrued to the consumer. The Prime
Minister of Japan appeared on TV saying every Japanese should
be importing products. This is an unbelievable change for a coun-
try that has been totally export-oriented. The Prime Minister even
said it is in the national interest to import products. Change was
occurring in Japan and the USMEF endeavored to have meat iden-
tified with that change. Beef became the- most symbolic of the
closed nature of the Japanese market not only to the Americans
but to e Japanese.

USMEF administered Targeted Export Assistance Program fund-
ing was the biggest contributor to the changing openness in Japan
advertising, and the USMEF conducted over 10,000 promotions in
various supermarkets and restaurants throughout Japan in 1987
alone. Promotions, advertising and PR all contributed to creating
momentum for U.S. beef in the Japanese market place and for im-
ports in general.

Ambassador Williams mentioned commitment, but what do we
mean by commitment to the Japanese market? I would like to fur-
ther add that in 1984, after the negotiations, I reported in a paper
that I was very concerned because the Japanese have the ability to
divide and conquer competing sectors in the United States.

You have often heard that if you push for beef increases in
Japan you are going to lose your corn sales, and your soybean
sales. The Japanese tried to piace grain producers against beef pro-
ducers and so forth. As a result of that paper, we formed what is
now called the U.S. Meat Industry Trade Policy Council. We
became a united front to the Japanese-The National Pork Produc-
ers Council, the American Farm Bureau Federation, the American
Meat Institute, the National Cattlemen's Association, and the U.S.
Meat Export Federation.

All too often we approach the Japanese with an open hand-fin-
gers spread wide. However, if you hit someone with an open hand,
you are going to hurt yourself. If you are an industry united, or a
closed fist, you make definite impact. That is exactly what we did
in the Japanese market. By having a commitment that was very
far reaching, across all sectors of agriculture, we were able to
achieve the tremendous gains in the Japanese negotiations.

The commitment to the Japanese inarket is enduring by the U.S.
red meat industry. We have over eight packers who have offices in
Japan currently. This is a tremendous commitment when you con-
sider Australia only has one.

Again, referring to Ambassador Williams, he talked about
"Gaiatsu," about foreign pressure applied to the Japanese to effect
domestic changes. I think he is exactly correct-foreign pressure is
very important in the conduct of Japan's domestic policy. However,
"NIATSU" internal pressure is equally important. It ii, the combi-
nation of external and internal pressure that contributed to the
success of the negotiations.

Consumers, trade, industry and press were very favorable to
import access for beef in Japan when the agreement was conclud-
ed.
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I credit the TEA program and the changing nature of the Japa-
nese trade and consumers as much as I credit the negotiating
acumen of our negotiators in reaching this landmark agreement.

Senator BAUCUS. The Japanese people, the consumers?
Mr. SENG. That is right. It was in their interest. Japan opened

up their market because it was in Japan's interest, not because it
was in the interest of the United States. I am convinced of that.

Senator BAUCUS. Good.
Mr. SENG. Thank you very much.
Senator BAUCUS. Thank you, Phil.
Herb, you are next.

STATEMENT OF HERB TOWNSEND, REPRESENTING THE
MONTANA STOCK GROWERS

Mr. TOWNSEND. Thank you, Senator Baucus, Ambassador Wil-
liams. I appreciate having the opportunity. I feel a little funny
being here. I guess I am the only producer here that goes out and
chases these little cows around the county.

I am Herb Townsend. I was asked to testify by the Montana
Stock Growers Association. I have a ranch in White Sulfur Springs,
Montana, with a cow/calf feed lot operation. I am the past-Presi-
dent of the Montana Beef Council. I have made two trips to Japan
and we were over there. That is where I got acquainted with Phil
Seng, when we were trying to get up a Montana direct export, a
nitch market, so to speak, in Japan.

I might say we were successful in that endeavor in that we had
Montana beef in department stores with a sign "Montana Beef'
over it and our flags and so forth. Where we broke down was our
infrastructure here in Montana in supplying the products. So I do
not think we can-our failure was not because of the Japanese or
because of anything they did. It was our own fault.

I am a national committeeman of the NCA, the Montana Stock
Growers Committee. I fed beef in Montana in my own feed lot. As
well as last year we fed cattle in the western Canada. I am a part-
ner in Montana Market Development company in Butte and a Di-
rector on the Montana Producers Incorporation, which is a small
group of producers of agriculture products in Butte.

We have been successful in that endeavor. We tried to find a
nitch market in exporting products, both beef and grain into Japan
and I would like to allude to some of our problems there a little
later.

First, I would like to commend you, Senator Baucus, on your ef-
forts in getting the Japanese market opened up to the American
beef producer. Your efforts are highly appreciated by our industry.
In Japan, when we were over there talking to this, they were very
aware who Senator Baucus was. You got their attention even at
that. How many years was that ago?

Mr. SENG. Four or 5 years ago.
Senator BAUCUS. I am much better known in Japan and Canada

than I am in the United States. That's true.
Mr. TOWNSEND. I appreciate Ambassador Williams' understand-

ing and contribution. The American cattle producer is now starting
to realize the importance of export. I have talked to a lot 5 years
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ago and they said, well it is such a small part, one part of 1 percent
of our total industry's exports, why worry about them. I think most
of our industry now is recognizing the importance of these exports
and without them we would not have the prices that are acceptable
as they are today.

The Montana cow producer is beginning to realize that they are
the reciprocant of it. They are not just selling feeder cattle any-
more. Most segments of our industry are margin added-work on a
margin. If they buy beef cheap, they sell it-put their margin on it
and sell it cheap and they maybe make more profit than they
would in higher beef prices. The ones that are really affected are
the ones back down at the producer. All this ripple effect is down.
If you get 50 cents for your fat cattle, it ripples down to the produc-
er.

So I think the producer is starting to realize in Montana that
through exports we are increasing our demand for cattle and most
of it is coming down to the producer more than the middleman.

I think this, as we dealt with numbers, this will become more
evident, that we need this increased market demand. I think a lot
of times the Government role in this has not been understood. The
beef industry, in particular in Montana, does not want the Govern-
ment in there telling them how much they raised and doing the
marketing. But they want the Government to play the role of level-
ing the playing field so that we are competing on an even market. I
think you have done that in Japan in trying to put us in a competi-
tive and open up a market there.

I there are some concerns and I might address this just briefly is
the packer concentration issue that has been kicked around quite a
bit. We discussed this at our last stock growers meeting which was
held here a week ago. We had a report back from the National
Cattlemen Association of their task force that they appointed.

There seemed to be two avenues we could go. We could either go
with Government controls and try to break up the margins or we
could go with a free enterprise system. I think it is the consensus
of our beef industry we want to go with the free enterprise system;
and we can compete. We have always said we have. We can com-
pete if we are on an even playing field. And that is where we ap-
preciate the Government's input into this.

There are lots of places that we cannot, as an Association, even
the playing field and I think this Japanese imports was one of
them.

I think we need the opportunity, in Montana, for those interested
in the forest products industry, very similar there are problems in
the beef industry. We are both basic industries. In order to get the
State of Montana growing and get some economy into the State we
are going to have to add value to our products. I am sure you are
familiar with our problems in the State of Montana as far as the
economy. We have a beef industry and a forest industry that has to
be developed.

As I said before, these imports are very important to us because
any increase in price would come right back down to the producer.

One thing I might suggest would be that some of the TEA money
and the export enhancement funds be made more available to
small producers groups and to small business in the State of Mon-
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tana in that marketing, the small group of producers, we call our-
selves the MAGPI-Montana Ag Producers Incorporated. We
looked into exporting what we thought was high quality grain
products, as well as special variety products as wheat-free hay,
high quality hay. When we looked into these possibilities of export-
ing these things and getting money from the Export Enhancement
Program, we found out that the monies were pretty well-the rules
were pretty much for the large industries.

For example, we had to be doing $2 million worth of business.
We had to be in the export business for a period of 3 years. Scme of
these rules, you have to have 150 percent bond before we could do
business. By the time we got our letters of credit, costs, and our
bond costs, the fact that we package a small unit for a nitch
market it was impossible to reach any of these funds. I think you
might look into the possibility of getting some of these monies to
exporting group producers, basic grass roots people that could zake
advantage of them.

Again, I would like to thank you for your efforts on our part. We,
as producers and small business in Montana look forward to a
closer relationship to develop a strong economy in Montana with
more jobs, more tax base, better education and roads, and adding
value to our product from these basic industries, one of the largest
of which is the beef industry in Montana.

Thank you.
Senator BAucus. Thank you very much, Herb.
Phil, I understand the U.S. Meat Export Federation has commis-

sioned a study on cattle facts for Montana organizations.
Mr. SENG. That is right.
Senator BAucus. Do you what the results of that are?
Mr. SENG. Yes. We commissioned a study in 1988. That study ba-

sically was for the cattle producer and feeder. About $770 would be
the average price of a 1,100 pound steer. The U.S. exports an equiv-
alent of 10 percent of that total. So about ,-75, $77 of your finished
steer would be exported.

Obviously, many people are really amazed at how significant the
export market is to the U.S. feeder/producer.

Senator BAucus. That-would be today'?
Mr. SENG. That is today.
Senator BAUCUS. So when this agreement--
Mr. SENG. That was in 1988. I'm sorry. So with the additional

tonnage that we have increased and those types of things the num-
bers would even be more.

Senator BAUCUS. So it is about $76?
Mr. SENG. Per hundred weight, per head of cattle.
Senator BAucus. Per head?
Mr. SENG. That is right.
Senator BAucus. Due to exports?
Mr. SENG. That is right, due to exports. You can take that fur-

ther. For example, on the grain side, as I mentioned earlier, the
Japanese indicated, if you export more beef to Japan you will lose
your feed grain sales to Japan. But it isn't just the meat alone that
we exported in 1988. At the end of 1988, red meat exports account-
ed for 75 million bushels of corn being exported. Between 10-15
pounds of grain is exported for every pound of beef. U.S. grain pro-
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ducers have a tremendous interest in the export of red meats, espe-
cially when we are increasing at 75 percent per annum.

Senator BAUCUS. Okay. But $76 today. What do you anticipate it
to be when the fall quota is eliminated and when the tariff is
phased out?

Mr. SENG. Actually, Japan constitutes 76 percent of our exports
right now. The Ministry of Agriculture, Forestry and Fisheries in
Japan just did a study and they estimate that in the year 2000 the
market in Japan alone will double from the current rate. I believe
it could even triple, depending on the price relationships-if the
prices go down 10, 20 or 30, 40 percent. We can safely see their
market doubling easily and this would pay tremendous dividends
to U.S. producers.

So possibly in ten years time you could be talking 20 percent to
25 percent of the U.S. animal would be exported. This is counting
beef and by-products.

Senator BAUCUS. Now how are we doing compared to Austra-
lians?

Mr. SENG. Vis-a-vis the Australians in the Japanese market, we
have increased our market share dramatically. As you indicated,
we went from 35 percent to basically 45 percent. That is a fact. We
are at 45 percent of the total market. We are already number one
in the Japanese market as far as value. As far as chilled beef going
into the Japanese market, we have doubled our exports this year
versus last year.

In all respects, our exports vis-a-vis Australia, we are increasing
dramatically.

Senator BAUCUS. Is that because we have more grain-fed beef?.
Mr. SENG. It is because we have more grain-fed beef and natural-

ly that is what the Japanese prefer.
Senator BAUCUS. But are the Australians trying to "beef up"

their feeder operation?
Mr. SENG. Yes, the Australians are t-eying to beef up and the

Japanese have begun investing there as well. The Japanese are
trying to develop their infrastructure for grain-fed beef. But the
U.S. advantage is that we already have an infrastructure for grain-
fed beef feeding in the United States. Medium sized, as well as
larger companies from Japan, can invest in our market with fewer
overhead costs than in Australia. The Japanese can contract to
have fat cattle fed with U.S. feeders.

So we are seeing increased interest in the United States as well
as in Australia at this time.

Senator BAUCUS. I very much agree with you about target export
enhancement dollars and the very positive effect they have. I think
we appropriated the last couple years, total, about $325 million.

Mr. SENG. That is right. And if you figure, just the $30 million
that we were awarded in Japan accounts for only about 2 weeks of
meat sales to Japan.

Senator BAUCUS. Yes.
Mr. SENG. And for only 2 weeks' saies amounts, think what that

has done for U.S. meat sales long term, and what it has done to the
Japanese market. TEA dollars invested to Japan were the best in-
vestment ever made by any concern or association there ever.
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Senator BAUCUS. I also very much agree with your assessment
that it is because we hung together as Americans--

Mr. SENG. That is right.
Senator BAUCUS [continuing]. We are able to be successful. I can

remember about the time just before the conclusion of the last
agreement that various Japanese envoys, groups that came to

:1 America, looking for soft spots, going tosome members of Congress
hoping they would have a contrary view. We learned about this in
advance anti so went around to everybody we could think of and
said, now look--

Mr. SENG. That is right.
Senator BAUCUS [continuing]. We better hang tough as Ameri-

cans. So it is not only the various agricultural groups that stuck
together-I am sure you had a lot to do with it-you also contacted
a lot of these offices too, but I know that when the Japanese dele-
gations arrived, they found a solid front.

Mr. SENG. That's right.
Senator BAUCUS. You could see them go back. That had a lot to

do with it.
Mr. SENG. To be successful in negotiating with Japan, you actual-

ly need a strategy in Japan and the strategy in the United States.
Senator BAUCUS. I'm sorry.
Mr. SENG. You need a strategy in Japan and a strategy in the

United States to be successful in negotiating with the Japanese.
Senator BAUcUs. All right. Just basically, though, the major

lesson in beef that can be applied to processed forest products is
what? If you could summarize it. Based upon your experience in it.

Mr. SENG. I have limited exposure as far as forest products,
based on-but just on what--

Senator BAUCUS. What works?
Mr. SENG. From what I have heard today, my feeling would be

that there needs to be more of a message taken directly to the con-
sumers and to the trade that is most disadvantaged in Japan re-
garding forest products. What are the benefits that can accrue to
the customers.

A number indicated earlier, I believe it was $38 billion. I think
that is a very well kept secret still in Japan. I would think if it is
through the application of TEA funding or something else, the
points that were made today need to be publicized in Japan.

You must talk with the trade, with the consumers, with the
press. That kind of approach. Then, when the Japanese Govern-
ment officials, negotiate, there is an informed public in Japan. The
problem right now is, they can negotiate without having an in-
formed public on these issues and they have total latitude.

Senator BAUCUS. I found too the Japanese press in America is
pretty independent.

Mr. SENG. Yes, Senator.
Senator BAUCUS. They like stories like that once they have the

information given them.
Mr. SENG. That is right. We have to make their negotiators ac-

countable to their people. And usually they are just accountable to
us in negotiations. I think it is very important.

Senator BAUCUS. Well I want to thank you both very much. Do
you have any questions or statements you want to ask of Ambassa-
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dor Williams? I forget to ask the forest products panel. Do you,
Mike or Stan, any questions you want to ask of Linn or points you
want to make to Linn while we have him here.

[No response.]
Senator BAUCUS. You must have already made the points.
Mr. SENG. Thank you very much.
Senator BAUCUS. All right. I thank you all for coming great dis-

tances. I know many of you have for the hearing here. It has been
very helpful. Thank you again.

The hearing is adjourned.
[Whereupon, the hearing was adjourned at 2:55 p.m.]
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ALPHABETICAL LISTING AND MATERIAL SUBMITTED

PREPARED STATEMENT OF DON ALLEN

THE MONTANA WOOD PRODUCTS INDUSTRY-EAGER TO EXPORT

Senator Baucus, thank you for allowing me the opportunity to speak here today.
My name is Don Allen. and I am executive vice-president of the Montana Wood
Products Association. I am here to express the association's strong support for U.S.
Government and industry efforts to eliminate barriers that impede our ability to
export wood products to Japan.

As you know, Senator, forest products are of immense importance to the economy
of our State. The Montana forest products industry is the State's largest manufac-
turing activity, with sales of $900 million in 1987. The industry directly employed
10,000 workers in 1987, and gave rise to 20,000 additional jobs in connected sectors.
In our western counties, the wood products industry amounts to almost half of the
economic base.

An overwhelming ninety percent of Montana's forest products are shipped out of
the State. Although exports traditionally have been a relatively small portion of
these shipments, we Montanans, like people throughout the country, have made a
commitment to sell in foreign markets. We feel confident that, given a fair chance,
we can go head to head with the competition in foreign markets and win.

THE U.S. WOOD PRODUCTS INDUSTRY IS HIGHLY COMPETITIVE

Montana produces some of the finest wood products in the world, including
lumber, plywood and particle board. Montana companies also produce such finished
products as laminated beams, roof and floor joists, and paneling. We believe that
nobody can beat Montana wood products for quality and price, and we want to
prove it.

How strong is the competitive position of the U.S. wood products industry? Ac-
cording to recent U.S. Government studies, our mills can deliver lumber and ply-
wood for less than half the cost of our Japanese competitors. That's not surprising,
of course. Our forests are larger and easier to harvest, our land, labor and energy
costs lower, and our mills larger and more efficient. With these cost advantages, we
should be able to trounce the competition.

JAPAN UNFAIRLY EXCLUDES U.S. WOOD PRODUCTS

Unfortunately, we are not always given the chance to compete on equal terms in
foreign markets. Japan, of course, is a major problem area. Although it is a poten-
tially enormous market for the U.S. industry, we have found it hard to sell our
wood products there in the volume you would expect given our competitive advan-
tage over the Japanese industry.

The simplest and most significant barrier to the sale of our products to Japan is
tariffs. Japanese tariffs on wood products are uniformly higher than U.S. tariffs.
Until these tariffs are lowered to reasonable levels, we will not have real access to
the Japanese market. Considering the huge $50 billion trade deficit we run with
Japan, this situation is inexcusable.

Worse yet, the more advanced the product, the higher the effective tariff rate.
Thus, the Japanese tariff on unfinished lumber is around ten percent, while the
U.S. tariff is zero. But the Japanese tariff on laminated lumber, a product we make
here in Montana, is 35 percent (once again, the U.S. tariff is zero). The result of
these tariff barriers is that Japanese companies, in spite of their inefficiency, buy
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U.S. logs, ship them to Japan, and process them themselves. In my opinion, this is
exporting jobs, plain and simple.

Some of the problems facing us have to do with Japanese Government policies
that prevent Japanese consumers from buying our wood, whether they want to or
not. As a result of these policies, the Japanese simply don't consume as much
lumber as other developed countries. Considering the traditional Japanese prefer-
ence for wooden homes, this is a surprising situation.

Let me give you an example. Japanese building regulations prohibit the construc-
tion of wood commercial buildings and garden apartments. When you ask why, they
tell you its because such buildings are unsafe.

This is nonsense. Wood buildings, properly designed and constructed, are among
the most durable structures around. If you walk through Billings or any other Mon-
tana town, you will see countless examples of quality wooden structures, designed to
endure some of the harshest climactic conditions around. Sure, the Japanese have
earthquakes. But what about our winter storms?

Another problem is unreasonable Japanese regulatory practices that make it hard
to sell in Japan. One situation that we find particularly upsetting is Japan's refusal
to recognize our grade stamps. As you probably know, industry associations such as
the American Plywood Association certify the compliance of U.S. products with es-
tablished standards. Countries throughout the world recognize our grade stamps, as
we recognize theirs. But not the Japanese. Even where our standards surpass their
own, the Japanese refuse to let us sell unless our lumber bears their own stamp.

MONTANANS DEMAND A FAIR BREAK

Folks here in Montana have nothing against the Japanese. They're a hard work-
ing people, and make lots of good products. When they can provide a quality good at
a competitive price, we buy it. There's nothing wrong with that, Senator. That's
what free trade is all about.

What bothers me is that the wood products industry is not getting the same treat-
ment from Japan. We buy Japanese pickups, consumer electronics and other manu-
factured goods because they are quality, price-competitive products. I think we
should be able to expect the same treatment from the government of ,Japan.

The Montana wood products industry appreciates the efforts of the U.S. Govern-
ment and the support of this subcommittee to ensure that we get it.

Thank you very much.

PREPARED STATEMENT OF STANLEY S. DENNISON

My name is Stan Dennison, I am chairman of the Alliance for Wood Products Ex-
ports: a broad-based special project of the National Forest Products Association with
the goal of opening the Japanese wood products market and increasing sales of U.S.
wood products to Japan.

Let me tell you right up front what we are not. We are not an inefficient industry
incapable of competing. The U.S. wood products industry is a world leader. Our
costs per unit volume are, on average, far less than Japanese costs.

We have made the required long-term marketing efforts in Japan for almost three
decades. We produce quality products which are in demand in Japan and which
could benefit the Japanese consumer and improve the housing situation in Japan.

So why are we here?

SUPER 301 AND THE 1988 TRADE AND COMPETITIVENESS ACT

Our reason for being here today starts with Congress trade policy decisions in
1988. The Omnibus Trade and Competitiveness Act was drafted to address our huge
trade deficit. You, Senator Baucus, played a crucial role in that process.

A central feature of that act was the so-called Super 301 provision: intended to
force open important foreign markets which are effectively closed to competitive
U.S. products. Japan was one of the clear targets.

Based on the competitiveness of the wood products industry and the barriers to
market access documented by the Department of Commerce, wood products market
access was designated as a Super 301 trade liberalization priority. Thus, in June,
USTR initiated an investigation of Japanese "policies and practices, including tech-
nical standards favoring Japanese producers, that restrict imports of forest products
in Japan."

USTR also initiated investigations against Japanese barriers to supercomputers
and satellites. Given market realities, however, it is clear that wood products is the
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only designated trade priority in which large export gains can actually be made
and, thus, a key to effective implementation of Congress trade policy.

Now, given Japan's response to the negotiations to date, we have serious doubts
that this process will meet Congress' intent of opening closed foreign markets. Lim-
ited success on minor technical barriers will not open the Japanese market and will
not result in the export gains which are possible. Nor would such limited success
meet Congress' trade policy objectives. Japanese tariffs and tariff escalation must be
eliminated and unnecessarily restrictive codes and standards must be modified. This
is where we need your help.

These negotiations are likely to succeed only if Japan understands not only the
technical merits of the U.S. position, which are rock solid, but Japan must also un-
derstand the political necessity of solving these problems for overall trade relations.
Japan must understand that failure to open this market, which has been listed as a
paradigm for Japanese willingness to liberalize, could be taken as an important sign
of unwillingness to address closed sectoral markets which are a crucial factor in the
trade imbalance.

Alternatively, we would hope that Japan would appreciate that opening this
market would reduce the cost and improve the availability of high-quality building
products for Japanese consumers. Opening this market would increase the consump-
tion of wood products in Japan. Opening this market would strengthen Japanese ef-
forts to maintain trade in raw materials.

We hope that you can help us in communicating these messages to Japan and in
assisting the administration to demonstrate to Japan the necessity of progress. The
political reality is that without that kind of increased political focus-in Congress
and in the administration-Japanese concessions are likely to be late, little and in-
effective.

The time for action is now. Six months from now, if negotiations are moving
toward an unsuccessful conclusion, it will be too late. The focus and attention neces-
sary to make these negotiations a success must c(,me now.

THE BENEFITS OF SUCCESS

I would also like to take a moment to discuss the possible benefits of success.
Those benefits-both for the U.S. industry and for U.S./Japan trade policy-are
enormous.

Currently, despite our efficiency, despite our marketing efforts, a web of Japanese
tariff and non-tariff barriers seriously impede the importation and use of wood prod-
ucts in Japan.

As a result, while the Commerce Department calculated that U.S. lumber mill
costs averaged from about 33-50% of Japanese costs on a per volume basis and U.S.
plywood mill costs averaged about 50% of Japanese costs, chart, Japan still imports
primarily raw materials from the United States. In 1988, over 70% of Japan's wood
products imports from the United States by value were raw materials, the opposite
of the situation in the rest of the world where 69% of the wood imports from the
United States are value added. Chart. In fact, if you compare developed regions' im-
ports from the United States, Japan's failure to import value-added materials is
even more stark. Chart.

U.S. Government and industry sources estimate that removal of barriers could in-
crease U.S. shipments of value added wood products to Japan by from $500 million
to $2 billion annually.

I would like to now ask our counsel, Mike Stein of Dewey, Ballantine, Bushby,
Palmer and Wood, to discuss the specific Japanese barriers with which we are con-
cerned. Let me note, however, that elimination of the broad group of these barriers
is necessary if we are to have true market access.
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PREPARED STATEMENT OF W. RAMSAY SMITH

The Japanese people have been endeared to the use of wood and wood products
for over 6000 years. Throughout this period forest products have comprised a major
part of their lives culturally as well as materially. Large wood shrines and temples
are found throughout the country and Japanese wood homes reflect a special care
and reverence for displaying wood's beauty.

Japan is thought of as a crowded island with very high land prices and limited
space for residential construction. What may be little recognized is that approxi-
mately 68% of this mountainous island's land area or 61.8 million acres is forested.
Over 34 million acres is natural forest and the remainder is in forest plantations.
The majority of this material, however, is too young to harvest since it was planted
after WW II, therefore only 39% of forest products consumed in 1988 was produced
domestically and over 61% imported. Plantations are projected by the Japanese
Ministry of Agriculture, Forestry and Fisheries (MAFF) to begin being harvested in-
tensively in the next 10 to 12 years. There is some question, however, whether their
timber harvest will ever reach fifty percent of their demand due to changes in forest
management labor practices, high labor costs and a favorable exchange rate allow-
ing wood imports at lower cost.

Current lifestyles and building practices, even while changing in many respects
still rely on wood construction and other forest products. In 1988 a total of over 3.76
billion cubic feet of forest products was consumed. The greatest majority of this ma-
terial (60.30%) was in the form of solid wood products, and the remaining 39.7% in
pulp, pulpwood and chips.

Total Japanese wood imports in 1988 consisted primarily of logs (46.4%), followed
by wood chips (24.6%), lumber (13.8) and pulp (13.1%) (Figure 1). Segregating the
solid wood imports from pulp and paper imports, approximately 70% was in the
form of logs which amounted to 1.05 billion cubic feet compared to less than 300
million cubic feet of lumber (20%) and 37 million cubic feet of plywood (2.5%). These
logs helped supply the 17,886 sawmills, 147 plywood mills and 49 veneer mills oper-
ating in Japan (1987) hence the desire to import as much raw material as possible.
The South Sea countries provided 39.9% of the logs, the United States' 32.0% and
Russia 19.6%. The greatest majority of lumber came from Canada, 37.6% followed
by the United States, 30.9% and the South Sea countries, 18.0%. Almost all of the
plywood came from the South Sea countries.

Most of the material from the United States was supplied by the Pacific North-
west. In 1988 Washington and Oregon received 63.2% or $1.987 billion of the $3.145
billion United States total sales in forest products to Japan. The majority of this
was shipped from Washington State, $1.458 billion.

The value breakdown of forest products going to Japan in 1988 from Washington
and Oregon are shown in Figures 2 and 3. The greatest majority is softwood logs
followed by softwood lumber in Washington and pulpwood and chips in Oregon.

Most indications are that Japan's wood products imports will continue to remain
high. Since most of the wood consumed in Japan is in construction, (Figure 4), hous-
ing starts would be a good indicator. Japanese housing starts have been increasing
for the past five years to an estimated 1.7 million starts in 1988 (Figure 5). Although
some reduction may occur, starts are expected to continue at the 1.2-1.6 million
level well into the 1990s due to: (1) replacement of existing, dilapidated housing
stock and (2) the Japanese Government's desire to increase the housing stock. In
addition, the government, in an attempt to draw more people from the large cities,
has begun a program designed to establish more industry in rural areas. This will
also create a need for more housing in these areas. Land subsidies to retain farm-
land from housing developers, however, have kept land prices astronomically high,
especially in urban areas.

Housing starts alone are not a complete measure of forest products consumption,
however. The number of wood structures has declined from 65% to less than 43% of
all housing starts in the last ten years. This is due to an increase in multi-family
housing which has brought with it the increased use of non-wood structures due pri-
marily to fire and structural code regulations. The cost of traditional wood housing
has also caused an increase in prefabricated houses, which are primarily concrete
and steel. Since wood structures are primarily single-family residences, however,
total wood structure floor space still comprised 54% of all housing floor space con-
structed in 1988 (Figure 6).

The majority of these single-family residences are constructed through traditional
methods. Of the almost 698,000 wood structures built in 1988, over 655,000 were tra-
ditional post and beam and 43,000 were platform frame construction. The approxi-
mate 988,000 non-wood structures built in 1988, comprised primarily of multi-family
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residences, are concrete and steel buildings (75%) and concrete and steel prefabri-
cated structures (25%)

Prefabricated housing was introduced in the early 1970's and steadily increased
its share of the housing market to 251,000 units or 15% in 1988. A large number of
computer designs exist for these houses. A customer can sit down with a representa-
tive of the company, and custom design their house within a couple of hours. This
design is then sent to a factory which cuts all components and ships by truck to the
site. Erection time is, therefore, very short.

The great success of this housing type is attributable to its cost competitiveness
and very short construction time. Prefabricated concrete and steel construction,
however, has been noted to lack an even greater share of the housing market since
it does not provide the "natural feeling" that wood offers.

Platform frame 2x4 wood houses began appearing in Japan in 1974 and increased
to more than 43,000 in 1988, or about 3% of total housing starts. Platform frame
wood housing resulted through initial Canadian marketing efforts of North Ameri-
can softwood dimension lumber, designed to replace the Japanese sized posts and
beams. North American products, however, are not being used exclusively in these
structures. Approximately 95% are built using a modified Japanese version based
on their traditional post-and-beam construction. This technique uses a single con-
struction crew from foundation through framing and finishing; only plumbing and
wiring may be subcontracted ou.t. This still results in relatively long construction
times and high labor costs.

In addition, it uses a building module based on the size of a tatami mat. This
module is approximately 3 by 6 feet which means studs are placed on 18- or 36-inch
centers, reducing the use of 4x8 panels and other dimensions common to U.S. pro-
ducers. This technique also does not appear to offer significant cost savings over
Japanese prefabricated homes; so there is little incentive for this technique on the
part of either the home buyer or the builder other than style.

In addition to the traditional wood housing market and the existing "2x4"
market, a third housing market is emerging. This is also a "2x4" platform frame
construction but using the United States construction system which encompasses a
4x8 construction module. Several studies suggest that this U.S. method of construc-
tion, which uses specialized crews for different construction phases, is much less ex-
pensive than either traditional Japanese construction or their modified 2x4 con-
struction technique. If these studies are confirmed, U.S. lumber grades are accepted
and building codes can be adapted, there is potential for quickly increasing U.S. di-
mension forest products exports to Japan to the benefit of both countries.

The United States could benefit in a number of ways by increasing the size of this
particular market. Traditional Japanese construction requires an appearance grade
lumber which our old growth timber provides. Through promotion of the United
States 2x4 housing construction system, more abundant second and third growth
material can be more readily used. In addition, trade exports to Japan in the form
of "valued added" products will be substantially increased, including doors, win-
dows, hardware and fixtures.

Since the cost of land in Japan is extremely high, cost savings are important to
the homeowner. U.S. 2x4 platform frame construction system has been shown to
have lower construction costs and be erected in one-third the time as traditional
housing and still maintain high quality. In addition to the cost-saving features, plat-
form frame house construction, which offers heating and cooling advantages over
traditional Japanese construction, is becoming well accepted by the Japanese con-
sumer. It is also expected that these homes will meet the cost and quality criteria of
the Japanese Government, thereby making them eligible for low interest rates. Fi-
nally, as profit margins increase, builders will also benefit by using this system.

Even though the 2x4 housing market in Japan has potential, the traditional hous-
ing market is vastly larger. It is also more difficult for U.S. producers to manufac-
ture for. It requires a large and long term commitment since "new" products will be
produced or products not being manufactured for the domestic market. A mill will
also have to learn how to produce the metric dimensions and Japanese grades which
will be acceptable as well as determine what to do with the downfall or odd sizes not
meeting Japanese specifications. This is especially true for metric lengths which are
not acceptable in the U.S. market and, therefore, accumulate at the mill site. This
market can certainly be supplied successfully by United States producers, however,
proven by the current success of a relatively small number of mills. These mills
report that up to five years were required to establish their Japanese markets, but
now they have more business than they could ever hope to supply.

Traditional Japanese housing is constructed so that it is open and the size of the
rooms can be changed with the opening or closing of soji screens. This construction
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method has been a problem with respect to fires. When a fire occurs it can quickly
flash through this type of structure consuming the very flammable interior compo-
nents and cause fatalities much quicker than in platform frame construction. Since
these have been considered as "fire traps," very restrictive codes have been devel-
oped for all types of wood construction. In addition, since these codes are regulated
by the Ministry of Construction, little change has occurred since officials have tech-
nical backgrounds in concrete and steel and are not well versed in wood construc-
tion. Also, since prescriptive codes are used and wood is considered only as a materi-
al, not as a component in a system, it is relatively simple to discriminate against
wood. Prejudice against wood therefore exists especially with respect to multi-story,
multi-family housing, the largest market segment.

Japanese building codes require "non-combustible" horizontal fire separations in
multi-family dwellings. This effectively eliminates wood construction since through
their prescriptive codes wood burns therefore can not be used. This has been shown
not to be a problem in the U.S. since fire can be contained in an area of the struc-
ture. It is not even allowed with proper sprinkling systems.

Even multi-story, single family residences are limited by these codes. Three story
buildings were allowed with code changes in 1987, however height allowances were
not amended which effectively nullifies this change. Wood residential buildings still
have an eve requirement of not over 9 meters (29.25 feet) in height and a maximum
roof peak height of 13 meters (42.25 feet). This is the same as prior to the three
story code change.

Lumber grade requirements are also a limiting factor for platform frame con-
struction. Japanese lumber grades are based on appearance of the piece, not
strength as are U.S. grades, therefore are not directly comparable. Since U.S. wood
construction materials are required to obtain JAS certification, they are being made
to fit into categories which they were not intended. A JAS certification stamp can
either be obtained by regrading all material exported to Japan in Japan or a mill
must obtain JAS approval and be certified to apply the stamp. Both are very expen-
sive. This procedure appears to be arbitrary since U.S. dimension lumber, plywood,
and laminated products are being force fitted into grades that do not really apply
when used in platform frame construction.

Since building codes are administered through the Ministry of Construction and
lumber grades are administered through the Ministry of Agriculture, Forestry and
Fisheries, two different agencies have to be satisfied. Also, since these organizations
are vertically organized there is no communications between them. Trying to obtain
a unified decision on platform frame construction can be extremely difficult, if pos-
sible at all. The "run around" or delay tactics are real.

The U.S. Government should therefore press to obtain recognition and acceptance
in Japan of U.S. structural lumber and plywood grades when wood platform frame
and other U.S. construction techniques are employed. There is over 200 years of
background data supporting the quality and safety of these methods as well as a
recent "proving ground" with the San Francisco earthquake. Plans should empha-
size the complete U.S. construction system, which can lower construction costs,
maintain or increase construction quality, as well as increase the exports of U.S.
construction materials on a value-added basis.

Since changes in Japanese building codes and product specifications can only be
done by Japanese officials and they rely almost entirely on results from their own
laboratories; cooperative research between U.S. researchers and Japanese research-
ers and government officials in Japan should take place. Universities and govern-
ment laboratories in this country would have the greatest chance of success in this
endeavor due to their acceptance in these circles. This will require funding which
must come from both industry and government in all countries involved.

The total potential Japanese wood market increase when U.S. building codes and
structural lumber grades are adapted is tremendous. The Government Housing
Loan Corporation (1988) has shown that the average single family structure costs
16.77 million yen to build (excluding land) and has a floor area of 125.6 square
meters. They have also determined that wood products in this average home com-
prise 30% of its total construction costs. If an exchange rate of 140 yen per dollar is
assumed, $35,935 is the wholesale cost of wood products (excluding labor) per unit
built. This would amount to a $23.8 billion forest products market in 1988. With
building code and structural lumber changes allowing multi-family wood structures,
the 1975 level of wood structures could be realized. This was 65% of the total hous-
ing starts or 1,095,000 wood units amounting to a $38.8 billion market. This is a
63% increase which would benefit the Japanese consumer, Japanese wood industry
and external suppliers.



49

REFERENCES

CINTRAFOR and USDOC. 1989
Center for International Trade in Forest Products and the United States Depart-

ment of Commerce international trade data tapes. College of Forest Resources,
University of Washington, Seattle, Wa.

GHLC. 1988
Housing and the Government Housing Loan Corporation. Government Housing

Loan Corporation, Tokyo, Japan.
MAFF. 1987
Timber Supply and Demand and Current Wood Industry. Forest Products Policy In-

stitute, Forest Products Division, Forestry Agency, Ministry of Agriculture, For-
estry and Fisheries, Tokyo, Japan.

Ministry of Construction. No Date Introduction to Building Standard Law. Ministry
of Construction, The Government of Japan, Tokyo, Japafi.

NMBK. 1989 Wood Supply and Demand Information Service. Nippon Mokuzai Bi-
chiku Kiko (Wood-Products Stockpile Corp., Japan) Seattle, WA.



FIGURE 1. JAPANESE WOOD
IMPORTS C1988)

VENEER LOG
7.3%

0~

PULPWOOD
0.3%

PIULP13.8%@-...." " "."O

PLYWOOD0000

WOOD CHIPS
24.6%

FROM NMBK 12/88

s ,V I I I r-.QR



FIGURE 2. MAJOR WOOD PRODUCTS
EXPORTED TO JAPAN FROM

WASHINGTON (MILLION)

SOFTWOOD LOGS
$701.1 A

PULPWOOD & CHIPS
$68.7

OTHER
$34.1

SOFTWOOD LBR
$207.8

HDWD LOGS & LBR
$42.3

FROM: CINTRAFOR & USDOC

w,
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FIGURE 4. SOLID WOOD USE
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PREPARED STATEMENT OF MICHAEL H. STEIN

My name is Michael Stein. I am a partner in the law firm of Dewey, Ballantine,
Bushby, Palmer and Wood. We represent the Alliance for Wood Products Exports.

As Stan indicated, this is a competitive industry, fully capable of competing in
Japan. The plain fact is that what is keeping us from making enormous increases in
our exports to Japan is an interlocking web of tariff and nontariff barriers. These
must be eliminated.

I would also like to echo the point that solving this problem would benefit both
the U.S. and Japanese industry, the Japanese consumer and U.S./Japan trade rela-
tions. That doesn't mean that it will be easy. In fact, Congress will have to make it
perfectly clear that dramatic progress is needed in this area, otherwise results will
be, as Stan says, little, late and ineffective.

My point is that we can succeed, if we can focus the discussion with enough con-
gressional and administration interest and we can communicate our concerns effec-
tively to Japan.

Let me now discuss the Japanese barriers.
The Japanese barriers take a number of forms:

TARIFFS

Japanese tariffs and tariff escalation seriously impede importation of U.S. wood
products. While even on a nominal basis, Japanese wood products tariffs are much
higher than U.S. tariffs, the effective rate of protection on value added products re-
sulting from Japanese tariff escalation is dramatic.

These tariffs significantly impede both wood products importation and consump-
tion in Japan.

The U.S. industry has worked for years to eliminate these tariff barriers, but
those efforts have met with only limited success.

In the Tokyo Round of multilateral trade negotiations, wood products were includ-
ed with agricultural products and tariff bindings were limited. Thus, the U.S. indus-
try is particularly reluctant to rely exclusively on the Uruguay Round for tariff re-
ductions as the Japanese have suggested. Real progress on tariffs in the Uruguay
Round is unlikely if, as is likely, wood products are classified with agricultural prod-
ucts.

While the MOSS talks did result in significant cuts in some wood products tariffs,
MOSS clearly contemplated further tariff negotiations once the effects of the agreed
to cuts were made, but Japan has refused to negotiate on tariffs.

The U.S. industry views tariff elimination as crucial to real market opening,
which is the purpose of this endeavor. Solving some technical barriers while leaving
high tariff escalation in place would not open the Japanese market.

STANDARDS/CODES

In addition to tariffs, a web of unnecessary Japanese standards and code restric-
tions inhibit the use of wood products in general and imported North American
products in particular. Generally, these code and standards provisions are prescrip-
tive, rather than requiring building materials to meet certain performance require-
ments for structural integrity and safety as is preferred under international trade
rules.

Let me be perfectly clear what we are not talking about. We are not asking that
Japan impair in any way the life-safety of Japanese consumers. Wood products are
a safe building material, in many cases safer than the alternatives. Similarly, rea-
sonable performance-based codes would fully protect life-safety and, in many cases,
would actually provide better safety for Japanese consumers.

In this regard, inaccurate and distorted reports from the Japanese Government
and press suggesting that the changes which the United States is seeking would en-
danger safety in Japan are inaccurate and counterproductive, both to this process
and to--U.S./Japan trade relations. For example, after the tragic San Francisco
earthquake, an official of the Japanese Fire Marshall's Office issued a press report
that wood buildings in San Francisco had sustained significant damage and that for
safety reasons Japan had to prevent further modifications of its code. That report
ignored the facts: in the San Francisco earthquake, as in previous earthquakes,
wood buildings constructed under modern codes performed exceptionally well, far
better than many other forms of construction (as is confirmed by actuarial data
from the California insurance board) indeed, the combined strength and flexibility
of wood makes it particularly safe in earthquakes. Japanese reports concerning
safety concerns (like reports on wet snow and short intestines which surfaced in pre-
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vious trade disputes) are counterproductive and can only serve to impede a resolu-
tion of this matter.

Let me give you a few specific examples of the types of code and standards prob-
lems which we are referring to:

-Japan's building standards law does not permit multi-level, multi-family wood
housing (such as garden apartments

-Wood commercial buildings or multiple use buildings cannot be built in Japan.
-Four story wood homes or wood buildings over underground parking garages

cannot be built in Japan.
-In addition, Japan seriously limits the ability of imported products to be certi-

fied for use in Japan. Thus, while many countries, including West Germany, tile
United Kingdom and Sweden, recognize the grade stamps of approved U.S.
agencies as certifying performance tospecified levels, Japan refuses to recognize
U.S. grade stamps. Even when U.S. agencies have gone through the consider-
able trouble and expense (and years of time) required to obtain the right to
apply the Japanese agricultural standards stamp in this country, unnecessary
restrictions limit the cost effective use of that stamp.

These restrictions not only harm the U.S. and Japanese wood products industry,
but they injure the Japanese consumer. Both for tile sake of trade relations and for
the inadequate housing conditions 11 Japan, these barriers to the safe, cost-effective
use of wood products should be removed.

CUSTOMS MISCLASSIFICATION

In clear violation of the classification requirements of the customs cooperative
council nomenclature, to which Japan subscribes, Japan has misclassified several
high-tech U.S. wood products. This customs misclassification has artificially in-
creased the tariff on structural laminated lumber products (so called glulam prod-
ucts) and laminated veneer lumber from 3.9% - to from 15-20%7,.

SUBSIDIES

Numerous Japanese subsidies result in the production of wood products which
would otherwise be uneconomic. Two types of subsidies are of particular concern in
these negotiations.

First, in response to the moss market-opening concessions, the Japanese Govern-
ment authorized a massive group of counter-liberalization subsidies, intended to
offset the effects of eliminating other trade barriers. Counter-liberalization subsidies
should not be permitted in response to future market opening.

Second, the Japanese Government has some capital and operating subsidies which
have directly contributed to wood products production which would otherwise not
have occurred. For example, some capital subsidies have obviously been used to fi-
nance modification of hardwood plywood mills (which can no longer obtain adequate
log supplies) to producers of laminated products, in which the U.S. industry excels.

Both of these types of subsidies should be prevented.

STRUCTURAL ISSUES

In addition to the specific wood products barriers, Japanese wood products con-
sumption and importation is also impeded by structural barriers. These barriers in-
clude restrictive land/housing policies, anticompetitive practices and an inefficient
distribution system.

While the U.S. industry realizes that reforms in these structural areas are only
likely to have an effect in the long term, we are supporting the administration's
efforts to address structural barriers in trade negotiations. The effect would be
lower priced wood products, and an inevitable increase in consumption.

THE NEGOTIATIONS

The United States and Japan are engaged in wood products negotiations. The ad-
ministration has agreed that those negotiations should address the breadth of the
barriers raised by the industry. Unfortunately, Japan has shown little willingness to
modify its restrictive market barriers.

Japan and the Japanese industry must be made aware of the importance of a suc-
cessful resolution of these matters:

-For trade policy perspective, the United States needs a signal in wood products
negotiations that Japan is serious about opening sectoral markets and address-
ing the trade imbalance.
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-Increased imports of high-quality, reasonably priced wood imports would benefit
Japanese consumers and improve the quality and affordability of Japanese
housing.

-With respect to trade in wood products, real progress in opening the Japanese
market to value added wood products would have an enormous beneficial
impact in this country with respect to trade policy decisions concerning logs.

-Failure to make real progress on wood products would seriously affect Japan in
terms of further implementation of the Omnibus Trade and Competitiveness
Act (including designations in 1990) and in possible future legislation.

-Removal of the barriers would not significantly injure the Japanese industry be-
cause increased consumption could more than compensate for increased im-
ports.

We hope that Congress will assist the U.S. industry in effectively communicating
the importance of a successful resolution of this problem to the Japanese Govern-
ment, Japanese industry and involved parties in the United States. Success is so im-
portant to the U.S. industry and to U.S.!Japan trade relations. We are concerned
that that success will evade us, however, if Congress is not a full participant in this
process. As I indicated earlier, the time for action is now.
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HIGH JAPANESE TARIFF ESCALATION
INHBITS U .S. WOOD PRODUCTS SPORTS
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BARRIERS RESULT IN HIGHER COSTS IN JAPAN

Wholesale Price Comparison: Similar Products
U.S. V. Japan

(December 1987)
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JAPANESE BARRIERS INHIBIT CONSUMPTION
LUMBER CONSUMPTION
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