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CARIBBEAN BASIN INITIATIVE—1983

WEDNESDAY, APRIL 13, 1983

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, D.C.

The committee met, pursuant to notice, at 9:34 a.m., in room SD-
215, Dirksen Senate Office Building, Hon. Robert Dole (chairman)
presiding.

Present: Senators Dole, Long, Bentsen, Moynihan, Mitchell,
Bradley, Matsunaga, Roth, Danforth, Symms, Chafee, and Grassley.

[The press release announcing the hearing, the prepared state-
ments of Senators Symms and Baucus, and the description of S. 544
by the Joint Committees on Taxation follow:]

— [Press Release No. 83-117)

FINANCE CoMMITTEE SETS HEARING ON CARIBBEAN BASIN INITIATIVE

—Senator Robert J. Dole (R., Kansas), chairman of the Senate Finance Committee,
announced today that the committee will hold a hearing Wednesday, April 13, 1983,
on S. 544, legislation to implement the administration’s Caribbean Basin Initiative.
Witnesses from the administration and the private sector are expected to testify.

The hearing will commence at 9:30 a.m. in room SD-215 (formerly room 2221) of
the Dirksen Senate Office Building.

Further background.—S. 544 would provide for the duty-free entry of articles from
qualifying beneficiary countries of the Caribbean Sea and Central America., This
treatment would be for 12 years only,-and it would not ap?{ly to a number of arti-
cles. The bill further provides several benefits to Puerto Rico and the Virgin Is-
lands. Finally, the bill would extend “North American convention” tax status to
beneficiary nations that agree to exchange-of-information arrangements regarding
enforcement of the tax law.

S. 544 is substantially similar to H.R. 7397, apgroved by the House of Representa-
tives and the Senate Finance Committee in the 97th Congress.

STATEMENT BY SENATOR STEVE SYMMS, SENATE FINANCE COMMITTEE, CARIBBEAN
BASIN INITIATIVE

Mr. Chairman, I am very pleased that we are again addressing the Caribbean
Basin Initiative Legislation in this committee because 1 believe it is a Erogram, al-
though substantially modified, which will help the nations of the Caribbean Basin
face the challenges threatening their economic and political survival.

Through this program, the United States will take action to fulfill its joint commit-
ment with Canada, Venezuela, Colombia, and Mexico to put into effect new mecha-
nisms for aiding this area.

e U.S. plan includes several measures proposed by the administration to pro-
mote Caribbean development through increased trade, financial aid, and private in-
vestment. This in turn will create new scurces of employment, reduce foreign ex-
change deficits, and strengthen the economic and political institutions which these
countries require in order to build democratic and prosperous nations.

The CBI is not a traditional “‘give-away” aid program. It will put into effect U.S.
Government programs to bring together the private sector resources. It is pro-
gramead on the premise of production and self-help and emphasizes economic oppor-
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tunity based on free enterprise, anticipating that the need for direct aid will eventu-
ally diminish as private investment finds a favorable climate for growth.

e CBI offers an opening for these nations to be able to build upon their demo-
cratic values and local enterprise in order to guarantee their future. It accepts the
fact that the United States, as wel, s the rest of the American Continent, has a
vital stake in a successful economic and political process in the Caribbean Basin.

I am hopeful that this committee will move expeditiously on this legislation be-
cause the long-term interest of the people of the United States-rests with our friends
and neighbors to the south.

STATEMENT BY SENATOR MAX Baucus oN S. 544, THE CARIBBEAN BASIN INITIATIVE

The United States shares special ties with the countries of the Caribbean. We
share a common history and common_economic interests. And many U.S. citizens
were born in the Caribbean or have relatives there.

These special ties make us specially concerned about the severe economic prob-
lems besetting the Caribbean—problems like deteriorating trade balances, skyrock-
eting debt-service costs, and declining growth rates. These problems have exacerbat-
ed Caribbean poverty, and that poverty creates human misery and encourages the
kind of violence that has turned the Caribbean into a political tinderbox.

Given the seriousness of the Caribbean’s economic problems, I applaud the admin-
istration for proposing the CBI. The concept underlying CBI-—of promoting develop-
ment by increasing trade —is basically sound.

However, I remain concerned about several provisions in S. 544.

First, I remain concerned zbout whether the CBI will unjustifiably eliminate U.S.
jobs. Therefore, I believe that this committee should closely examine S. 544's list of
exemptions and “escape clause” to determine whether they will be effective.

Second, I am concerned about whether the CBI will become a conduit for duty-
free imports from non-Caribbean countries. Therefore, I believe that this committee
must closely examine S. 544’s “local content” provision to determine whether it will
be effective.

Third, I am concerned about whether CBI adequately protects the rights and in-
terests of Caribbean citizens and workers. Therefore, I believe this committee should
closely examine S. 544’s two-tier eligibility system to determine whether it will ac-
complish this. ,

Mr. Chairman, I welcome this hearing. I hope it enables us to address these
issues. And I hope it helps us produce a bill that begins to provide the kind of assist-
ance the Caribbean so desperately needs.
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DESCRIPTION OF TAX PROVISIONS
OF S. 544

(THE CARIBBEAN BASIN ECONOMIC
RECOVERY ACT)

Prepared for the Use of the
COMMITTEE ON FINANCE

BY THE STAFF OF THE

JOINT COMMITTEE ON TAXATION

INTRODUCTION

The Senate Committee on Finance has scheduled a public hear-
ing on April 13, 1983, on S. 544, the Caribbean Basin Economic Re-
covery Act (introduced by Senators Dole, Baker, Percy, Danforth,
Heinz, Symms, and Wallop). This bill embodies the tax and trade
portions of the Administration’s Caribbean Basin Initiative, and
would provide economic benefits to certain Caribbean Basin coun-
tries through trade assistance (including discretionary tariff reduc-
tions) and through tax incentives for business conventions. The bill
would also transfer to Puerto Rico and the U.S. Virgin Islands the
excise tax revenues from all rum imported into the United States.
The House passed a simila - bill late in the 37th Congress.

This pamphlet, prepareu in connection with the hearing on S.
544, contains a description of the tax provisions of the bill (Title II).
This pamphlet does not describe the bill's trade assistance provi-
sions (in Title D).

The first part of this pamphlet is a summary_of the bill’s tax pro-
visions. The second part is a more detailed description of those pro-
visions, including present law, effective dates, prior congressional
consideration, and issues. The third part presents estimates of the
revenue effects of those provisions.
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1. SUMMARY OF THE LILL'S TAX PROVISIONS

Rum excise taxes

Under present law, the United States imposes an excise tax of
$10.50 per proof gallon on all distilled spirits, including rum, manu-
factured in or imported into the United States. The excise taxes
paid on rum made in Puerto Rico or the U.S. Virgin Islands and
brought into the United States are transferred to the Treasury of
the possession where the rum was made. The bill would require
that all excise taxes collected on other rum brought into the
United States (whether or not from Caribbean countries) be trans-
ferred to the Treasuries of Puerto Rico and the Virgin Islands,
under a formula to be prescribed by the Secretary of the Treasury.
This provision would apply to rum imported into the United States
after June 30, 1983.

Convention expense deductions and exchange of tax information

The Internal Revenue Code generally disallows deductions for
business expenses incurred while attending a convention held out-
side the North American area (the United States, the U.S. posses-
sions, the Trust Territory of the Pacific Islands, Canada, and
Mexico), unless the taxpayer can show that it is as reasonable to
hold the convention outside the North American area as within it.
In addition, the income tax treaty with Jamaica treats specified
business deductions incurred while attending a convention held in
Jamaica as though the convention were held in the United States.
The bill would allow business expense deductions for attending con-
ventions held in a Caribbean country that is a “beneficiary coun-
try,” as defined in section 102 of the bill (with the addition of Ber-
muda), that has in effect an agreement with the United States to
exchange tax information, and that does not discriminate against
U.S. convention sites in-its tax law. The provision would apply to
conventions beginning after June 30, 1983, in countries with which
such agreements are in effect.
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1. DESCRIPTION OF THE TAX PROVISIONS OF 8. 544

(The Caribbean Basin Economic Recovery Act)
A. Present Law

Rum excise taxes

An excise tax of $10.50 per proof gallon is imposed on distilled
spirits (including rum) produced in or imported into the United
States (Code sec. 5001). The tax is imposed on the manufacturer or
on the importer of the distilled spirits and is payable at the time
the spirits are removed for consumption or sale from the distillery,
or from customs custody in the case of imported spirits. Generally,
merchandise manufactured in Puerto Rico and brought into the
United States for consumption or sale or merchandise coming into
the United States from the U.S. Virgin Islands is subject to a tax
equal to the tax imposed in the United States upon similar mer-
chandise of domestic manufacture (sec. 7652).

All taxes collected under the Internal Revenue Code on articles
produced in Puerto Rico and transported to the United States (less
the estimated amount necessary for payment of refunds and draw-
backs), or consumed on the island, are deposited into the Treasury
of Puerto Rico. Internal revenue collections (less certain amounts
deposited to the U.S. Treasury as miscellaneous receipts) on arti-
cles produced in the Virgin Islands and transported to the United
States are paid to the Treasury of the Virgin Islands.

The Virgin Islands Government may spend the money received
under this provision during a fiscal year only for emergency relief
and essential public projects. It may carry no more than $5 million
of such receipts forward from one year to the next; the excess is
returned to the U.S. Treasury.

Business expense deduction for conventions in certain countries

A deduction is allowed for the ordinary and necessary expenses
of carrying on a trade or business or income-producing activity, in-
cluding transportation expenses and amounts expended for meals
and lodging while away from home in pursuit of a trade or busi-
ness or income-producing activity (Code sec. 162). Only such travel-
ing expenses as are reasonable and necessary in the conduct of the
taxpayer’s business and directly attributable to it may be deducted.
Fees charged for admission to a convention or other meeting gener-
ally are deductible if there is a sufficient relationship between the
taxpayer’s trade or business or income-seeking activity and attend-
ance at the convention or other meeting. Therefore, generally, a de-
duction is allowed for the costs of attending a convention or semi-
nar in pursuit of a trade or business or income-producing activity.

A special rule (Code sec. 274(h)) applies to expenses for attend-
ance at conventions, seminars, or similar meetings if held outside
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the United States, its possessions, Canada, Mexico, or the Trust
Territory of the Pacific Islands (the “North American area”). (Con-
ventions, etc., held outside the North American area commonly are
referred to as ‘“foreign conventions.”) No deduction is allowed for
the expenses of attending a foreign convention unless the taxpayer
establishes that the cost is directly related to the active conduct of
a trade or business or income-producing activity and that it is as
reasonable to hold the meeting outside the North American area as
within it (sec. 274(hX1)).! This rule applies both to the expenses
paid by individuals attending such conventions and to expenses
paid by employers of such individuals.

A deduction is allowed for up to $2,000 of the expenses of attend-
ing a business convention or similar meeting held on a U.S. flag
cruise ship if the ship calls on ports only in the United States and
the U.S. possessions (sec. 274(h)(2)).

Exchange of tax information

Under current law, the United States has difficulty in obtaining
information to enforce its tax laws when transactions occur (or
when information is located) overseas. The United States has en-
tered into income tax treaties that provide for exchanges of infor-
mation to enable the United States and its treaty partner to en-
force the tax laws which are covered by the treaty. However, the
operation of exchange of information articles in some treaties is
not satisfactory, because the other country may not disclose certain
kinds of information, such as information regarding the ownership
of bank accounts or the beneficial ownership of trusts or corpora-
tions. Moreover, the United States has treaties with few Caribbean
countries, in part because some of those countries do not generally
impose income taxes.

B. Explanation of Tax Provisions

1. Rum excise taxes

All distilled spirits excise taxes collected (under section 5001(aX1)
of the Internal Revenue Code) on rum imported into the United
States from outside the country,? whether or not from a Caribbean
Basin country, would be paid over to the treasuries of Puerto Rico
and the Virgin Islands.?

These payments; would be reduced by the estimated amount nec-
essary for payment of refunds and drawbacks. The bill would not
impose restrictions on the uses to which the Government of the
Virgin Islands or the Government of Puerto Rico put the revenues
they received under this provision.

1 Under the United States-Jamaican income tax treaty, deductions are permitted for certain
expenses of attending a convention in Jamaica {(Art. 25(7)). This treaty does not provide for re-
ciprocal treatment by Jamaica of U.S. conventions. As part of the agreement granting favorable
convention trea‘ment to Jamaica, Jamaica made substantial concessions on the issues of treaty
use by third<ountry persons and exchanges of tax information.

2No ion other than the Virgin Islands and Puerto Rico now produces rum for sale in
the United States. The bill would treat rum produced by other possessions like rum produced by
foreign countries.

3 Jamaica accounted for over 64 percent of all rum imported for consumption in the United
States in 1982 from foreign countries; Barbados for over 11 percent. No other country accounted
for as much as 6 percent of imports. U.S. Department of Commerce, U.S. General Imports and
Imports for Consumption December 1982, 2-26 (issued March 1983).
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The Secretary of the Treasury would prescribe by regulation a
formula for the division of tax collections between Puerto Rico and
the Virgin Islands. The Secretary could change this formula from
time to time.

Rum would be defined by reference to the Tariff Schedules of the
United States, 19 U.S.C. 1201, so as to include cana paraguaya.

Effective date.—This provision would apply to rum imported into
the United States after June 30, 1983.

2. Convention deductions and exchange of tax information

The bill would allow deductions for the ordinary and necessary
expenses (in pursuit of a trade or business or income-producing ac-
tivity) of attending conventions and similar meetings in those coun-
tries among the Caribbean Basin countries and Bermuda that meet
three criteria discussed below. The taxpayer would not have to es-
tablish that holding a convention in a country meeting these crite-
ria was as reasonable as holding it in another location.

First, the only countries that could qualify for this convention
treatment would be beneficiary countries, as defined in section
102(aX1XA) of Title I of the bill, and Bermuda. Beneficiary coun-
‘tries are those among certain enumerated countries and territo-
ries,? including Guyana, Surinam, and countries located in the Ca-
ribbean and Central America, that the President designates as
beneficiaries of the bill.

In determining whether to designate any country a beneficiary
country under this Act, the President is to take into account a vari-
ety of factors, including an expression by the country of its desire
to be so designated, the economic conditions in the country, the
living standards of its inhabitants and other economic factors that
he deems appropriate, and the degree to which the country follows
certain accepted rules of international trade. No one of these fac-
tors alone, however, is sufficient to require or to prevent designa-
tion. Before the President designates any country as a beneficiary
country for purposes of the bill, he must notify the House of Repre-
sentatives and the Senate of his intention to make the designation,
together with the considerations entering into his decision.

Notwithstanding these factors, the bill provides six kinds of coun-
tries that the President generally cannot designate as beneficiary
countries: Communist countries, countries that seize property of
U.S. persons, countries that refuse to honor certain international
arbitral awards, countries that favor products of other developed
countries over U.S. products, countries that violate U.S. copyrights,
and countries that are not parties to a treaty regarding the extra-
dition of U.S. citizens.

The President may terminate designation of a country as a bene-
ficiary country, but only if at least sixty days before such termina-
tion, he has notified the House of Representatives and the Senate

4 The conuntries and territories are: Anguilla, Antigua and Barbuda, the Bahamas, Barbados,
Belize, Costa Rica, Cuba, Dominica, the Dominican Republic, El Salvador, Grenada, Guatemala,
Guyana, Haiti, Honduras, Jamaica, Nicaragua, Panama, Saint Lucia, Saint Vincent and the
Grenadines, Surinam, Trinidad and Tobago, the Cayman Islands, Montserrat, the Netherlands
Antilles, Saint Christopher-Nevis. Turks and Caicos Islands, and the British Virgin Islands. The
bill defines country to include overseas dependent territories and possessions. Successor political
entities of the enumerated countries and territories would be eligible for the benefits of the bill.
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and has notified such country of his intention to terminate such
designation, together with the considerations entering into such de-
cision. The President must terminate an existing designation (after
complying with the notification requirements above) if he deter-
mines that, because of changed circumstances, a country is no
longer eligible for beneficiary country status.

Second, deductions would be available only for expenses of at-
tending conventions held in countries with which an agreement
with the United States to exchange tax information was in force at
the time the convention began. The bill would authorize the Secre-
tary of the Treasury to negotiate and conclude such agreements,
which may be bilateral or multilateral. Such an agreement would
provide, on a reciprocal basis, for information relating to U.S. tax
matters to be made available to persons or authorities (including
courts and administrative bodies) involved in the administration of
U.S. taxes (including assessment and collection of taxes and en-
forcement and prosecution in respect of taxes) or oversight of the
administration of such taxes (a role of the Senate Committee on
Finance, the House Committee on Ways and Means, the Joint Com-
mittee on Taxation, and the General Accounting Office), or in the
determination of afppeals in respect of such taxes.

The exchange of information agreement would have to apply to
and include provisions relating to both civil and criminal tax mat-
ters within the U.S. meaning of those concepts. While the bill -
would accord the Secretary discretion regarding what kinds of in-
formation would be included within the scope of the exchange of
information provisions, it would provide certain standards for such
agreements. The agreement would have to apply to information
relevant to tax matters of the United States or of the beneficiary
country whether or not that information concerned nationals or
residents of the United States or the beneficiary country.

The bill would mandate that the agreement require production
of information notwithstanding local rules requiring secrecy about
such information as the ownership of bank accounts, trusts or
bearer shares. In this respect, the agreements contemplated by the
bill may go beyond the exchange of information articles of some
U.S. tax treaties, which may defer to local secrecy laws. The agree-
ment would impose on the officials of each country a duty not to
disclose this information to persons other than those involved in its
tax administration. The provision would make it clear that ex-
change of information agreements would be treated as income tax
conventions for the purpose of the Code rule that allows U.S. tax
officials to disclose tax information to foreign tax officials pursuant
to such conventions (sec. 6103(kX4)).

The information to be exchanged under the agreement would not
be limited to information about any particular class of transac-
tions. The bill would require the exchange of such information as
inay be necessary or appropriate to carry out U.S. or foreign tax
aws.

The exchange of information agreements would generally become
effective on signature. The text of the agreements would have to be
transmitted to Congress no later than sixty days after the agree-
ment had been signed, in accordance with the Case Act (1 U.S.C.
section 112b).
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Any exchange of information agreements would be terminable b
pither country on reasonable notice. No deductions would be al-
lowed for business expenses of conventions or similar meetings
begun in a country after termination of the exchange of informa-
tion agreement. Termination should occur if, for example, the
other country were not abiding by its obligations under the agree-
ment to supply information or to maintain confidentiality. Termi-
nation would occur in the manner set forth in the agreement.

Third, deductions would not be available for conventions in any -
country that began after publication in the Federal Register of a
finding by the Secretary that that country discriminated in its tax
laws against conventions and similar meetings held in the United
States or the U.S. possessions. The Secretary could withdraw such
a finding by a subsequent announcement in the Federal Register.

Effective date.—This provision would apply to conventions begin-
ning after June 30, 1983, but only if an exchange of information agree-
ment were in effect on the day the convention began.

C. Prior Congressional Consideration

S. 544 generally embodies tax provisions that (together with
nontax portions of the Caribbean Basin Initiative) passed the
House of Representatives on December 17, 1982, as H.R. 7397.5 The
Senate Committee on Finance ordered that bill reported on Decem-
ber 20, 1982,6 with modifications to certain nontax provisions of
the bill but without modifications to the tax provisions, by a vote of
11 to 5. The Senate did not consider the reported bill before ad-
journment sine die of the 97th Congress.

S. 544 differs from the tax portion of H.R. 7397 only as to effec-
tive dates: under H.R. 7397, excise taxes collected on all rum im-
ported into the United States on or after January 1, 1983 would
have been transferred to Puerto Rico and the Virgin Islands. The
corresponding date in S. 544 is June 30, 1983. Under H.R. 7397,
convention deductions would have been available for conventions
beginning after December 31, 1982. The corresponding date in S.-
544 is June 30, 1983.

D. Issues

_ The tax provisions of the bill (Title II) present the following
issues:

(1) Should revenues attributable to excise taxes on rum from all
countries be paid to Puerto Rico and the Virgin Islands?

(2) If excise tax revenues on all imported rum are paid to Puerto
Rico and the Virgin Islands, should Congress prescribe the formula
for division of revenues between Puerto Rico and the Virgin Is-
lanc‘i)s or delegate division of revenues to the Secretary of the Treas-
ury?

(3) Should Congress allow deductions for conventions in certain
countries that have agreed to exchange tax information with
United States?

8 See also report of the Committee on Ways and Means (H. Rep. No. 97-958, December 10, 1982;
House Calendar 602). .

¢ The bill was reported on December 21, 1982; however, no written report was filed by the
Committee on Finance (see Senate Calendar 1031).
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II1. REVENUE EFFECT

It is estimated that the provision transferring rum exise tax rev-
enues to Puerto Rico and the Virgin Islands would reduce fiscal
year receipts by $2 million in 1983, and by about $10 million annu-
ally during the period 1984-88. This estimate does not take into ac-
count behavorial change that may result because of enactment of
the proposal. Consequently, it should be regarded as a minimum es-

imate. A . .
b It is estimated that the provision allowing deductions for certain.
business conventions and similar meetings in Caribbean countries
and Bermuda would reduce fiscal year receipts by less than $5 mil-

lion per year.

The CHAIRMAN. There will be other Senators here. I know every-
body has a busy schedule, so we will start almost on time. I have a
statement which I would like to be made a part of the record. I
would also like to introduce a number of distinguished guests. Am-
bassador Lake, Ambassador of Antigua and Barbuda. Is Ambassa-
dor Lake here?

Ambassador LAKE. Yes.

. The CHAIRMAN. Ambassador of Barbados, Ambassador Skeete;
Ambassador of Guatemala, Ambassador Zelaya; Ambassador of
Guyana, Ambassador Grant; Ambassador of Haiti, Ambassador
Cineas. Either I missed the pronunciation or he is not here yet.
Ambassador of Honduras, Ambassador Ewing; Ambassador of Ja-
maica, Ambassador Johnson; Ambassador of Panama, Ambassador
Boyd; Ambassador Lewis of Trinidad and Tobago; and Ambassador
Despradel from the Dominican Republic.

We are very happy to have the Ambassadors present this morn-
ing to indicate their interest. In addition I have a letter from the
Ambassadors which I would like to make a part of the record at
this time. It's an indication of strong support for the Caribbean
Basin Initiative. They say:

It represents a significant opportunity for our nations to promote domestic as well
as foreign investment, principally through private initiatives, supplementing the
traditional forms of aid which, though necessary in the short run, cannot by them-
selves promote long-term development.

They also address a point which I think will be of interest and be
touched on later today. -

We are aware the Congress of the United States has a responsibility to represent
the concerns of U.S. workers. Labor unions in your country have argued the Carib-
bean Basin Initiative would be very costly in terms of lost job opportunities. On the
contrary, we are of the conviction that the economic activity that we expect will be
generated as a result of the passage of the CBI legislation will benefit the United

tates both directly and indirectly, and enhance the prospects for your own stability
and economic growth in the future, in which we as your neighbors have the most
profound interest.

They urge that we move quickly on this legislation, and I am
hopeful that we can. I will make the entire letter a part of the
record, as well as my statement.
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[The opening statement of Senator Bob Dole and a letter from
Ambassadors Lake, Skeete, Zelaya, Grant, Cineas, Ewing, Johnson,
Boyd, Lewis, and Despradel follow:]

STATEMENT OF SENATOR BoB DOLE ON THE CARIBBEAN BASIN INITIATIVE

Before we begin, I wish to recognize several distinguished ambassadors from Ca-
ribbean countries who are visiting us today they are:

Edmund Hawkins Lake, Ambassador of Antigua and Barbuda; Charles A. T.
Skeete, Ambassador of Barbados; Jorge L. Zelaya, Ambassador of Guatemala; Dr.
Cedric Hilbur Grant, Ambassador of Guyana; Fritz Cineas, Ambassador of Haiti;
Juan Agurcia Ewing, Ambassador of Honduras; Keith Johnson, Ambassador of Ja-
maica; Aquilino E. Boyd, Ambassador of Panama; James O’Neil Lewis, Ambassador
of !')Il‘g'inidad and Tobago; and Carlos Despradel, Ambassador of the Dominican Re-
public.

I would like also to introduce for the record a letter from the ambassadors in
which they eloquently and persuasively make the case for supporting the CBI. In
essence, they tell us a little incentive will go a long, long way.

Our distinguished witnesses here today will tell us whether this is so, as the com-
mittee renews its consideration of the President’s Caribbean Basin Initiative. Last
year the CBI passed the House of Representatives and this committee, but we were
unable to complete action on the program. I introduced S. 544 on behalf of the
President this year, with several of my colleagues, because I continue to believe that
the CBI represents an important program, but only for its beneficiary countries, but
also for advancing important U.S. interests.

The United States indeed has a profound stake in the Caribbean Basin. The area
forms our southern border, and straddles sealanes through which a substantial por-
tion of U.S. trade must transit. The recent leftist takeovers in Nicaragua and Gren-
ada, following the Cuban example, undeniably pose a threat to our national security
if repeated throughout the region. It is the President’s hope, as it is mine, that eco-
nomic growth fostered by the CBI will contribute to political stability in these demo-
cratically fragile nations.

Security interests aside, it is important to note that the CBI is first and foremost
a development program for a region offering major potential markets for U.S. prod-
ucts and with which we have strong social ties. The United States is the chie s&? :
plier of agricultural and manufactured products to the beneficiary countires. We
export significant amounts of textiles, apparel, electrical products, automobiles, ma-
chines, and agricultural commodities to them. The region is an important source of
strategic muterials for us, and the United States offers the best chance for these
small countries to develop other exports. Only through economic development can
these struggling, friendly governments offer some hope of employment for their
massive numbers of unemployed citizens. Over 200,000 immigrants come to the
United States each year from the Carribbean Basin seeking political and economic
emancipation. We must offer them some way to retain hope of remaining at home
and providing for themselves and their families.

The Caribbean Basin initiative appears unlikely to have any significant adverse
effect on U.S. industries. On the contrary, given the U.S. position as the largest sup-
plier to these countires, the CBI stands to create jobs for Americans through the
greater exports we can expect as these countries develop. The bill excludes from its
duty-free provisions those import-sensitive industries that were concerned last year
about possible injurious competition from the beneficiary nations. With this protec-
tion for our workers, and the opportunities that will open for our firms because of
the bill, it seems to me that the sole remaining issue is whether we in the Congress
can rise to the challenge before us. I believe that we can. ‘

WasHINGTON, D.C. April 7, 1985.
Hon. RoBERT J. DoLE,
Chairman, Senate Finance Committee,
U.S. Congress, Washington, D.C.

DeARr SENATOR DoLE: The undersigned representatives of Central American and
Caribbean nations to the United States of America wish to reriterate for you and

Kgur distinguished colleagues the great importance attached to the pro Carib-
an Basin Economic Recovery Act by the goverments and peoples of our region.
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The Caribbean Basin Initiative (CBI) represents a significant opportunity for our
nations to promote domestic as well as foreign investment, principally through pri-
vate initiative, supplementing the traditional forms of aid which, though necessary
in the short run, cannot by themselves promote long-term development.

We are therefore, convinced that the economic activity which may be promoted by
this act would constitute a significant impetus to our ecomomies at a time when this
is urgently required. However, we recognize that this in itself will not represent a
solutionto all the serious economic problems that beset the region, since the solu-
tions to most of these problems must be based on our own efforts and on our deter-
mination to overcome the obstacles to our development.

It should be noted that we represent nations with relatively limited domestic mar-
kets, both in terms of population and of purchasing power, and therefore our eco-
nomic development must_increasingly depend on the foreign markets for our pro-
duction of goods and services, and more specifically upon the expanded concept of
economic interdependence that many outstanding leaders regard as the future of in-
ternational economic relations.

Based on these considerations, our governments have been promoting closer com-

merical ties with all the countries of the world. However, it is a reality that the
United Statets is our natural trading partner, by virtue of its proximity, its ad-
vanced economic development and its traditional commerical ties with the Caribbe-
an Basin region. Therefore there is a genuine desire in our countries to further in-
crease economic relations with the United States, and in this regard the provisions
included in the CBI represent a viable foundation for these mutually desirable and
necessary relations.
- Historically, the commerical links between the Caribbean Basin countries and the
United States have been of considerable magnitude. In effect around 51 percent of
all exports from Caribbean Basin nations are destined for the United States. These
exports are mostly strategic minerals, basic raw materials and semifinished goods
for U.S. industry, as well as agricultural commodities not produced in the United
States, such as coffee and cocoa.

At the same time, U.S. exports to Caribbean Basin nations amount to approxi-
mately $6.5 billion annually, contributing to the creation of jobs in your country. To
the extent that our economies are able to develop and, through our own export ac-
tivity, generate the necessary foreign exchange, the region will be in a position to
buy even more commodities from the United States. In this way, the positive effects
on employment promise to extend to both sides.

In addition, the economic prosperity which may derive from the CBI, and the po-
litical stability that this could bring, would create an incentive for young people to
" remain in our countries instead of searching for opportunities in more developed na-
tionséd with all the negative consequences that this situation implies for all con-
cerned. -

We are aware that the Congress of the United States has a responsibility to repre-
sent the concerns of U.S. workers. Labor unions in your country have argued that
the Caribbean Basin Initiative would be very costly in terms of lost job opportuni-
ties. On the contrary, we are of the conviction that the economic activity that we
expect will be generated as a result of the passage of the CBI legislation will benefit
the United States both directly and indirectly, and enhance the prospects for your
own stability and economic growth in the future, in which we as your neighbors
‘have the most profound interest.

We are certain that the U.S. industries which for many years have been facing
strong competition from imports originating in the Far East will, through the incen.
tives prescribed in the CBI, find new opportunities to develop production sharing
with Caribbean Basin countries, and this can only have a positive effect on employ-
ment in the United States. This would certainly contribute to the establishment of a
true partnership between the United States and the nations of the Caribbean

ion, with much potential for mutual benefits.

t should be empﬁgsized that the influence of the Initiative cannot be analyzed or
measured solely in numerical terms, and that its symbolic element should also be
taken into consideration, since very often attitudes and motivations are as impor-
tant as any tangible benefits. In this sense, the CBI has created heightened expecta-
tions in the private sectors of our respective countries and these expectations con-
tribute to the motivation of investment in our region. On the other hand, we are
acutely aware of the possible implications for further investment should the CBI
legislation not be enacted. Indeed this might produce an opposite reaction, with the
creation of uncertainty in our private sectors as to the ways by which we will arrive
at solutions to our problems.
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It is recognized that the United States has a legitimate interest in the economic
prosperity and stability of the region, if only because of the implications for the
future of U.S. trade into and through the region. For example, 50 percent of U.S. oil
imports passes through Central America and the Caribbean. Consequently, any per-
ceived cost to the United States which might be incurred by the passage of the CBI
must be measured against all these considerations. While we are concerned that the
original concept of the Legislation has been modified and others matters not strictly
relevant to it have been included we, nevertheless, remain resolute in our support.

Therefore we urge you and the honorable members of your Committee to sujport
the Caribbean Basin Initiative, based not only on the legitimate arguments we have
set forth, but also in the spirit of cooperation between neighbours, in the assurance
that this promising initiative will serve to further strenfthen the economic and poli-
citical ties between the United States and the nations of the Caribbean region.

Sincerely yours,

Edmund Hawkins Lake, Ambassador of Antigua and Barbuda; Charles -A.
T. Skeete, Ambassador of Barbados; Robert Anthony Leslie, Chargé
d’Affaires of Belize; Fernando Soto Harrison, Ambassador of Costa
Rica; Carlos Despradel, Ambassador of the Dominican Republic; Er-
nesto Rivas-Gallont, Ambassador of El Salvador; Jorge L. Zeiaya,
Ambassador of Guatemala; Dr. Cedric Hilburn Grant, Ambassador of
Guyana; Fritz Cineas, Ambassador of Haiti; Juan Agurcia Ewing,
Ambassador of Honduras; Keith Johnson, Ambassador of Jamaica;
Aquilino E. Boyd, Ambassador of Panama; and James O’Neil Lewis,
Ambassador of Trinidad and Tobago.

The CHAIRMAN. I believe that we should move quickly on the CBI
legislation this year. Last year it was passed by the House. The
Senate failed to act. It's my hope that by moving early in this session
that if there are concerns in the Senate they can be addressed and
we can move very quickly on the legislation. =~

The Caribbean Basin Initiative ;()ipears unlikely to have any sig-
nificant adverse effects on U.S. industry. On the contrary, given
the U.S. position as the largest supplier to these countries, the CBI
should create jobs for Americans through the greater exports we
can expect as these countries develop.

The bill excludes from its duty-free provisions those import-sensi-
tive industries that were concerned last year about possible injuri-
ous competition from the beneficiary nations. With this protection
for our workers and the opportunities it will open for our firms be-
cause of the bill, it seems to me that the sole remaining issue is
whether we in the Congress can rise to the challenge before us. As
I have indicated, I believe that we can. .

We have a number of distinguished witnesses today. So without
any further delay, I will make my full statement a part of the record.
I assume other Senators will want to make their statements part of
the record when they arrive.

Senator Chiles was to be here with the first panel, along with
Congressmen Corrada from Puerto Rico, Ron de Lugo from the
Virgin Islands, and Juan Luis, Governor of the Virgin Islands.

Ron, do you want to start off?

Mr: pE Luco. I will be happy to, Mr. Chairman.

STATEMENT OF HON. RON de LUGO, A U.S. REPRESENTATIVE
FROM THE U.S. VIRGIN ISLANDS

Mr. pE Lugo. Mr. Chairman, I want to thank you very much for
this opportunity to appear before your committee this morning. We
are very sensitive to the time constraints.

Mr. Chairman, S. 544, the Caribbean Basin Initiative, as submit-
ted in the 98th Congress, includes, as introduced, certain very im-

21-491 O0—83—— 2
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portant provisions that we were able to, first, have adopted as
amendments supported by the administration in the Subcommittee
on Trade last year. Those provisions include an increase in the
head note 3(a) ceiling on Virgia Islands products, and a regulatory
easement for one of our most important industries.

Last week I testified before Senator Chafee in hearings of his
subcommittee explaining in detail the need for this easement, and
addressing the jurisdictional concerns that he raised last year.
That detailed statement is submitted at this time along with a de-
tailed statement on support of the CBI and addressing our concerns
regarding certain provisions of the CBI, and I would ask unani-
mous consent that it be included in the record.

The CHAIRMAN. It will be included in the record.

Mr. pE Luco. Thank you very much, Mr. Chairman.

[The prepared statements from Hon. Ron de Lugo follow:]
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STATEMENT BY THE HONORABLE RON DE LUGO
BEFORE THE

SENATE FINANCE COMMITTEE HEARING'ON C.B.1.

MR. CHAIRMAN:
SINCE THE SPRI  OF 1981, WHEN PLANS FOR THE DEVELOPMENT OF A
NEw CARIBBEAN BASIN NITIATIVE WERE FIRST ANNOUNCED, THE U.S. VIRGIN
ISLANDS HAS CONSISTENTLY COMAENDED THE PRESIDENT FOR ADDRESSING THE
LONG-NEGLECTED PROBLEMS OF THIS AREA OF THE WORLD., HOWEVER, THE
U.S. VIRGIN ISLANDS HAS ALSO CONSISTENTLY EXPRESSED ITS CONCERN
AS TO THE IMPACT OF THE CBI ON THE INSULAR POSSESSIONS., SPECIFICALLY
THOSE CONCERNS FALL INTO TWO CATEGORIES.
FIRST, WE ARE CONCERNED THAT ANY TRADE AND TAX BENEFITS EXTENDED
TO FOREIGN COUNTRIES UNDER CBI NOT ERODE THE DELICATE ECONOMIC BASE
THAT THE CONGRESS OF THE UNITED STATES HAS CAREFULLY CONSTRUCTED OVER
THREE DECADES TO STABLIZE THE INSULAR POSSESSIONS ECONOMICALLY AND
POLITICALLY,
SECOND, WE EXPRESSED OUR CONCERN THAT THE INSULAR POSSESSIONS
IN THE CARIBBEAN NOT BE EXCLUDED FROM PLAYING AN ACTIVE ROLE IN THE
IMPLEMENTATION OF THE CARIBBEAN BASIN INITIATIVE,
THESE ISLANDS IN THE EASTERN CARIBBEAN ARE CLOSELY TIED TO THE
U.S. VIRGIN ISLANDS, WE SHARE A COMMON HISTORY AND CULTURE., FuLLy
"HALF OF THE ENTIRE POPULATION OF THE U.S. VIRGIN ISLANDS IS FROM THIS
AREA. HALF OF OUR STUDENTS ARE CHILDREN OF NON-U.S. cITIZENS. Our
_ SCHOOL POPULATION NOW IS EQUIVALENT TO OUR ENTIRE POPULATION OF TWO
DECADES AGO.

_ A VERY LARGE PERCENTAGE OF OUR WORKFORCE IS FROM DOWN-ISLAND,
AND MONIES SENT "BACK HOME" FROM EMPLOYMENT IN OUR ISLANDS REPRESENT
MAJOR REVENUES TO OUR NEIGHBORS AND PROVIDE, EVEN NOW, A STABILITY
THAT WOULD NOT UTHERWISE EXIST,
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- OUR MEDIA REACHES ALL THE WAY DOWN IN THE ISLAND CHAIN, AND WITH
FAMILIES AND BUSINESSES SO INTERWOVEN, TELEPHONE COMMUNICATION 1S
CONSTANT., THE COLLEGE OF THE VIRGIN ISLANDS, WHICH WE ESTABLISHED
FIFTEEN YEARS AGO, 1S A CENTER FOR HIGHER EDUCATION AND THE EXCHANGE
OF IDEAS IN THE REGION, AND NEARLY FORTY PERCENT OF ITS STUDENTS ARE
FROM OUR NEIGHBORING ISLANDS.

ALL OF THIS PLACES A SIGNIFICANT FINANCIAL BURDEN ON THE
TERRITORY, WHICH WE HAVE WILLINGLY AND PROUDLY SHOULDERED. FOR OUR
NEIGHBORING 1SLANDS, THE U.S. VIRGIN [sLANDS 1s THE UNITED STATES,
AND U.S., POLICIES ARE PERCEIVED THROUGH US. IT IS IN THE VERY BEST
INTERESTS OF THE UNITED STATES THAT THE U.S. VIRGIN ISLANDS REMAIN
THE HEALTHY, DEVELOPING ISLANDS THEY ARE TODAY,

IN RESPONDING TO OUR CONCERNS ON JANUARY 25, 1982, THE PRESIDENT
STATED THAT “,.THE INITIATIVE SHOULD BE STRUCTURED SO AS TO REINFORCE
AND CONTINUE THE IMPRESSIVE ECONOMIC GAINS ACHIEVED BY THE VIRGIN
IsLanDs AND PuerTo Rico.” AND oN March 17, 1982, IN HIS TRANSMITTAL
STATEMENT TO THE CONGRESS ON CBI, THE PReESIDENT sTATED: “PuerTo Rico
AND THE VIRGIN ISLANDS HAVE A LONGSTANDING SPECIAL RELATIONSHIP WITH
THE UNITED STATES. THEIR DEVELOPMENT MUST BE ENHANCED BY OUR POLICY TO
THE REST OF THE REGION,”

MR. CHAIRMAN; RATHER THAN "ENHANCE”, THE LEGISLATION ON CBI as
INTRODUCED LAST YEAR WOULD HAVE SERIOUSLY IMPAIRED OUR ECONOMIES.

WE WERE ABLE TO HAVE ADOTED IN THE TRADE SUBCOMMITTEE LAST YEAR
CERTAIN AMENDMENTS WHICH WOULD HAVE GIVEN US SOME OF THE SAFEGUARDS
WE NEEDED, WE ARE PLEASED THAT TWO OF THOSE HAVE BEEN INCLUDED IN
S.54Y4 AND WOULD URGE THE COMMITTEE THAT THESE BE MAINTAINED.
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ONE OF THESE PROVISIONS INCREASES THE CEILING UNDER HEADNOTE
3A oN VIRGIN IsLANDS PRODUCTS FROM THE CURRENT 50% 10 70%, THIs

' ’______._..__-—J
IS AN EQUITABLE COUNTERBALANCE TO THE ENTRY BENEFITS EXTENDED TO
ELIGIBLE COUNTRIES UNDER (Bl WHICH WILL ENABLE US TO REMAIN COMPETITIVE
FOR NEW INDUSTRY. WE WERE PLEASED THAT THE ADMINISTRATION SUPPORTED
THIS PROVISION LAST YEAR, AND THAT IT HAS INCLUDED IT IN ITS PROPOSED
LEGISLATION THIS YEAR, WE URGE THE COMMITTEE TO RETAIN THIS
IMPORTANT PROVISION IN S. 5S4,

S. 544 ALSO CONTAINS A PROVISION THAT WOULD ALLOW THE GOVERNOR
OF THE VIRGIN ISLANDS TO MAKE REGULATORY DETERMINATIONS ON THE
EFFLUENT INVOLVED IN RUM PRODUCTION, THE ADMINISTRATION SUPPORTED THIS
PROVISION WHEN 1T WAS OFFERED AS AN AMENDMENT LAST YEAR, AND THEY
CONTINUE TO SUPPORT THIS PROVISION HAVING INCLUDED IT IN THEIR PROPOSAL
THIS YEAR, | RECOGNIZE THAT JURISDICTIONAL CONCERNS WERE RAISED
WITH THIS PROVISION LAST YEAR., HOWEVER, | WOULD LIKE TO POINT OUT
THAT JURISDICTION WAS WAIVED IN THE HousE BY THE CHAIRMEN, AND RANKING
MEMBERS OF BOTH PARTIES ON THE PuBLIC WORKS COMMITTEE AND THE WATER
RESOURCES SUBCOMMITTEE BOTH OF WHIC.i | SERVE ON, I ALSO TESTIFIED
BEFORE SENATOR CHAFEE’S SUBCOMMITTEE ON WATER POLLUTION ON THIS ISSUE

LAST WEEK, My TESTIMONY, WHICH COVERS THE MERITS OF OUR CASE AND

ALSO ADDRESSES THE JURISDICTIONAL MATTER, IS ATTACHED. WE URGE THE
COMMITTEE THAT BOTH THESE CRUCIAL PROVISIONS BE MAINTAINED.

WHILE WE WERE PLEASED THAT THOSE PROVISIONS HAVE BEEN INCLUDED,
MR.CHAIRMAN, WE ARE GREATLY CONCERNED WITH TWO OTHER MATTERS WHICH,
IF UNRESOLVED, WILL MAKE CBI EXTREMELY DETRIMENTAL TO TH® FUTURE
ECONOMIC, SOCIAL AND POLITICAL STABILITY OF THE U.S, VIRGIN IsLANDS.
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THe ecoNoMy oF THE U.S. VIRGIN ISLANDS 1S BASED ON TWO MAIN
SUPPORTS: THE REBATED EXCISE TAXES COLLECTED ON OUR RUM EXPORTS TO
THE MAINLAND; AND TOURISM, S,544 WOULD UNDERMINE BOTH THOSE. SUPPORTS.

I WILL SPEAK FIRST ON THE ISSUE OF RUM.

In 1954, THE CONGRESS, WHICH HAS FULL PLENARY AUTHORITY OVER THE
TERRITORIES, SOUGHT TO PROVIDE A MECHANISM THAT WOULD BRING DEVELOPMENT
AND STABILITY TO PuerTo Rico AND THE U.S. VIRGIN IsLANDS. PROVISIONS
WERE ADOPTED THAT REBATED TO THOSE TWO POSSESSIONS THE EXCISE TAXES
COLLECTED ON THEIR RESPECTIVE RUM IMPORTS INTO THE UNITED STATES., IN
1954, THIS MEANT ABOUT ONE MILLION DOLLARS TO THE VIRGIN ISLANDS, AND
OVER THE YEARS THIS FUND HAS GROWN TO A HIGH OF NEARLY $40 MILLION,

WE CALL THESE MONIES OUR MATCHING FUND. IT IS, IN ESSENCE OUR
ONLY CAPITAL IMPROVEMENTS BUDGET AND IT HAS BEEN USED TO MATCH FEDERAL
FUNDS FOR SCHOOLS, ROADS, INFRASTRUCTURE, ALL THE APPERTENANCES WE
NEEDED TO MOVE FROM THE VERY POOR, UNDERDEVELOPED, ECONOMICALLY SHAKY
TERRITORY WE WERE IN 1954, INTO THE THRIVING AND STABLE SOCIETY
WE ARE TODAY, THE UNITED STATES SHOULD BE RIGHTLY PROUD, AS WE ARE,
OF THIS ACCOMPLISHMENT,

CLEARLY IT WAS THE RUM EXCISE TAX FUND THAT DID IT. THAT FUND
REPRESENTS NOW NEARLY 20% OF OUR TOTAL OPERATING BUDGET, AND ANYTHING
THAT THREATENS THAT FUND THREATENS OUR VERY EXISTENCE, LET ALONE OUR
FUTURE,

THE RUM PRODUCT OF THE U.S., VIRGIN ISLANDS 1S BASICALLY A
COMMODITY., IT IS BULK RUM: UNLABELLED RUM SHIPTED TO THE UNITED STATES
IN CONTAINERS OF /4 GALLON OR MORE, WHICH RUM IS USED IN PRE-MIXED
PACKAGED DRINKS, OR RE-PACKAGED FOR HOUSE LABELS. IT 1S AT THE
CHEAP END OF THE RUM LINE, AND IT IS EXTREMELY PRICE SENSITIVE,
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RemovaL OF THE $1.60 PER GALLON TARIFF ON FOREIGN BULK RUM, WILL
RENDER US UNABLE TO COMPETE IN THIS MARKET WHERE PENNIES MAKE A
DIFFERENCE, PRODUCTION COSTS ARE FAR LOWER IN THESE OTHER RUM-
PRODUCING ISLANDS, MOST OF WHICH GROW THEIR OWN SUGAR, THE BASE OF
RUM, WHICH WE MUST IMPORT. WAGES ARE SUBSTANTIALLY LOWER, AS THE
ATTACHED FACT SHEET CLEARLY DEMONSTRATES. AND FOREIGN PRODUCERS
ARE NOT SUBJECT TO THE MINIMUM WAGE, EPA, OSHA, OR OTHER COSTLY
FEDERAL CONTROLS.

A LARGE PERCENTAGE OF FOREIGN RUM PRODUCTION IN THE CARIBBEAN
IS OWNED BY MULTI-NATIONAL CORPORATIONS, AND ALL RUM-PRODUCING COUNTRIES
SUBSIDIZE THEIR INDUSTRIES IN SOME FORM OR ANOTHER. MOST OF THESE
FIRMS ENJOY DUTY-FREE ACCESS TO CANADA AND COUNTRIES OF THE
EEC, wHeEreas U.S. VIRGIN ISLANDS RUM IMPORTS ARE SUBJECT TO
TARIFFS OF $1.50 PER PROOF GALLON IN CANADA, AND APPROXIMATELY $1.73
PER PROOF GALLON IN THE EEC,

4 ADDITIONA;LY; IT 1S INTERESTING TO NOTE THAT ELIGIBLE CBI COUNTRIES
WHICH PRODUCE RUM HAVE EXTREMELY HIGH IMPORT TARIFFS, AND IN SOME
CASES, PROHIBITIONS, ON THE IMPORT OF U.S. VIRGIN ISLANDS RUM.

In JaMAICA, TARIFFS ARE $59 (U.S.) PER GALLON ON 80 PROOF OR LESS

RUM, AND $71 PER GALLON ON HIGHER PROOFS, WITH THE ADDED RESTRICTION
THAT NO PRODUCT CAN BE IMPORTED 1F THERE 1S SUFFICIENT LOCAL PRODUCTION,
THe DoMINICAN REPUBLIC HAS A DUTY OF $4,92 (U.S.) PER GALLON FOR RUM
IMPORTS .OF OVER 65 PROOF, WITH A SURCHARGE OF 50 To 2003,

THERE 1S, MR. CHAIRMAN, NOTHING SACRED ABOUT RUM, [T IS A
COMMODITY LIKE ANY OTHER COMMODITY. NOR IS IT ANY MORE SACRED TO ONE
COUNTRY OR ANOTHER THAN IT IS T0O US. WE HAVE BEEN PRODUCING RUM
SINCE THE AMERICAN REVOLUTION, AND EVEN BEFORE THAT, WHEN THE UNITED
STATES WAS ITSELF A TERRITORY OF ANOTHER NATION.
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OUR CURRENT SHARE OF THE U.S. MARKET, WHICH IS VIRTUALLY OUR
ONLY MARKET, IS NOW APPROXIMATELY 10%, AND FuLLY 97% OF OUR EXPORTS
FALL INTO THE CATEGORY OF BULK RUM, CLEARLY, THE ADMINISTRATION 1§
COGNIZANT OF THE DAMAGE THAT LIFTING 1HE DUTY ON FOREIGN RUM WILL DO
~ TO OUR INDUSTRY. WHY ELSE WOULD THE ADMINISTRATION HAVE INCLUDED IN
17s CB! PACKAGE ‘A PROVISION TO REBATE To PuerTo Rico anp THe U.S.
VIRGIN ISLANDS THE EXCISE TAXES COLLECTED ON FOREIGN RUMS? THIS
IS OBVIOUSLY AN INJURY PAYMENT.

MR, CHAIRMAN, THERE IS SIMPLY NO WAY THAT ;:t U.S. VIRGI: ISLANDS
CAN WITHSTAND THE LOSS OR EVEN A REDUCTION IN OUR CURRENT LEVEL OF
RUM EXCISE TAX REBATES. IT IS OUR SECOND LARGEST REVENUE SOURCE,
AFTER INCOME TAXES, WHILE OUR RUM INDUSTRY HAS APPROXIMATELY 100
DIRECT EMPLOYEES, LOSS OF THE EXCISE TAX REBATES WOULD TRANSLATE
INTO THE LOSS OF THOUSANDS OF JOBS, AN INJURY PAYMENT THAT COULD
BE RESCINDED AT ANY TIME IS NO SECURITY AT ALL, OUR ECONOMY IS
PARTIALLY GROUNDED ON THE INTEGRAL RELATIONSHIP BETWEEN GOVERNMENT
AND OUR RUM INDUSTRY, AND THIS RELATIONSHIP, WHICH HAS PROVEN VERY
SUCCESSFUL FOR THE PAST THIRTY YEARS, HAS BEEN THE KEY FACTOR IN
THE DEVELOPMENT OF THE U.S, VIRGIN ISLANDS, FAR PREFERABLE TO THE
PROPOSED INJURY PAYMENTS, MR. CHAIRMAN, WOULD BE MAINTENANCE OF
THE INDUSTRY,

THe U.S, VIrRGIN IsLANDS AND PUERTO RICO HAVE BEEN STUDYING THIS
RUM ISSUE FOR A LONG TIME, AND WE HAVE A PLAN WHICH WILL NOT ONLY
ALLOW US TO REMAIN COMPETITIVE, BUT WILL MAKE THE CBI A FAR MORE
EFFECTIVE AND SUCCESSFUL FOREIGN POLICY TOOL THAN IT IS NOW. A DETAILED
ANALYSIS OF THE PROPOSAL 1S ATTACHED TO THIS STATEMENT. IN BRIEF,
THE PROPOSAL WOULD KEEP THE DUTY ON BULK RUM, THE PRICE SENSITIVE
END OF THE BUSINESS, AND OUR MAJOR PRODUCT. THE DUTY ON BOTTLED RUM
HOWEVER, WOULD BE LIFTED COMPLETELY,
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We DO NOT BELIEVE THAT EXPANSION OF BULK RUM PRODUCTION WOULD
RESOLVE THE ECONOMIC PROBLEMS OF THE AREA. IT IS BOTTLED RUM THAT
IS THE LABOR INTENSIVE END OF THE INDUSTRY. FURTHERMORE, WE ESTIMATE
THAT EVEN IF THE ENTIRE BULK RUM MARKET OF THE U,S. VIRGIN IsLaNDS
IS TAKEN OVER BY OUR FOREIGN COMPETITORS, THE TOTAL AMOUNT OF INCOME
TAXES THAT COULD BE GENERATED ON THAT INCREASED PRODUCTION WOULD BE
LESS THAN ONE MILLION DOLLARS. AND THIS WOULD ONLY BE REALIZED IF
THE FuLLt U.S. CORPORATE RATE WERE APPLIED, WHICH HISTORICALLY HAS NOT
BEEN THE CASE. THIS MIGHT BE OF SUBSTANTIAL BENEFIT TO THE MULTI-
NATIONALS WHICH OWN MUCH OF THE FOREIGN RUM PRODUCTION, BUT OF LITTLE
DISCERNIBLE BENEFIT TO THE PEOPLE OF THOSE ISLANDS.

IT 15.THE SAME 1SLANDS OF THE EASTERN CARIBBEAN CHAIN, EXCLUDING
JAMAICA, HAITI AND T4E DOMINICAN REPUBLIC, WHICH STAND TO BENEFIT
THE LEAST UNDER CBI APPROPRIATIONS. OF THE FY 1983 APPROPRIATIONS OF
$350 MILLION, THE MAJOR PART WENT TO CENTRAL AMERICA, $10 MILLION TO
HaiTi, $40 miLLioN To THE DoMINICAN RepuBLIC, AND $50 MILLION TO
JAMAICA. THE REMAINING TWELVE ELIGIBLE ISLANDS OF THE EASTERN
CARIBBEAN CHAIN SHARED A TOTAL OF ONLY $20 MILLION, THESE ARE THE
ISLANDS WHICH ARE VERY FRIENDLY TO THE UNITED STATES, AND WHICH ARE
EQUALLY IN NEED OF ASSISTANCE FOR SCHOOLS, HEALTH CARE FACILITIES
AND INFRASTRUCTURE,

CONSEQUENTLY, IF THE DUTY IS MAINTAINED ON FOREIGN BULK RUM
SHIPMENTS, WE PROPOSE ESTABLISHING WITH THE EXCISE TAXES COLLECTED
ON FOREIGN RUM SHIPMENTS A SPECIAL CARIBBEAN ReGIONAL DEVELOPMENT
FUND FOR BOTH THE RUM AND NON-RUM PRODUCING ISLANDS. THE FUND WOULD
BE EARMARKED FOR THOSE CRITICALLY NEEDED ITEMS., THE DETAILS OF THE
DISTRIBUTION AND THE CAP ON THE FUND ARE CONTAINED IN THE ATTACHED
ANALYSIS, BUT | WOULD LIKE TO EMPHASIZE HERE THAT THE FUND WOULD
NEITHER SUBSTITUTE FOR OTHER FOREIGN AID APPROPRIATIONS, NOR WOULD
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IT CONSTITUE ANY INCREASE IN COST UNDER THE CBI PROPOSAL AS 1T Now
STANDS., RATHER, THE FUND WOULD OFFER TO OUR NEIGHBORS THE SAME
RELIABLE REVENUE SOURCE THAT ENABLED PuerTo Rico anp THE U.S. VIRGIN
ISLANDS TO DEVELOP INTO ECONOMICALLY AND POLITICALLY STABLE SOCIETIES,

Our OTHER CONCERN, MR. CHAIRMAN, IS THE IMPACT OF THAT PROVISION
OF THE CBI WHICH EXTENDS THE CONVENTION TAX BENEFITS TO ELIGIBLE
COUNTRIES ON OUR TOURISM INDUSTRY, TOURISM IS OUR SINGLE LARGEST
INDUSTRY AND REPRESENTS APPROXIMATELY 40% OF OUR GROSS TERRITORIAL
PRODUCT. TOURISM ACCOUNTS FOR ONE-THIRD OF ALL EMPLOYMENT IN THE
VIRGIN ISLANDS AND ONE-HALF OF ALL PRIVATE SECTOR EMPLOYMENT. OuR
ENTIRE ECONOMY 1S GEARED TO TOURISM, AND WE HAVE ALREADY WITHSTOOD
SUBSTANTIAL DECREASES OVER THE PAST THREE YEARS DUE TO THE MAINLAND
RECESSION,

THE NEIGHBORING ISLANDS OF THE EASTERN CARIBBEAN REPRESENT OUR
DIRECT COMPETITION IN TOURISM, THESE ISLANDS ARE EXTREMELY PRICE-
COMPETITIVE DUE TO THEIR LOWER WAGE STRUCTURES AND ABSENCE OF COSTLY
FEDERAL REGULATIONS ON INDUSTRY COMPONENTS.  MANY ALREADY ENJOY
AN AIRFARE PRICE ADVANTAGE OVER THE U.S. VIRGIN ISLANDS DUE TO
THE INADEQUACIES OF OUR RUNWAY LENGTHS WHICH DO NOT ENABLE US TO
BRING IN LARGER, FUEL-EFFICIENT AIRCRAFT, AND WHICH PREVENT US FROM
TAPPING THE LUCRATIVE EUROPEAN MARKET, ONLY THREE OF OUR SMALLEST
NEIGHBORING ISLANDS HAVE A RUNWAY AS SHORT AS THE ONE ON ST. THOMAS,
OUR PRIMARY TOURIST DESTINATION, ‘

EXTENSION OF THE CONVENTION TAX BENEFIT TO OUR TOURISM
COMPETITION UNDOUBTEDLY woOULD PLACE THE U.S. VIRGIN ISLANDS AT AN
ADDED DISADVANTAGE IN THAT CRUCIAL INDUSTRY, AT THE SAME TIME, THE
(Bl EXTENDS TRADE BENEFITS TG THESE ISLANDS THAT WILL RESTRICT
OUR ABILITY TO ATTRACT NEW INDUSTRY AND DIVERSIFY OUR
TOURISM-BASED ECONOMY,
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We ARE PARTICULARLY DISTURBED THAT THESE CONVENTION TAX CREDITS
HAVE BEEN INCLUDED IN THE CBI, SINCE IN SEPTEMBER oF 1981, WHEN THAT
BENEFIT WAS EXTENDED TO JAMAICA BY TAX TREATY, COMMITMENTS WERE MADE
BY THE ADMINISTRATION BEFORE THE SENATE COMMITTEE ON FOREIGN
RELATIONS THAT NO FURTHER EXTENSION OF THE CREDIT WOULD BE SOUGHT.

BasicALLY, MR, CHAIRMAN, IT IS EVIDENT THAT PUERTO RICO AND THE
U.S. VIRGIN ISLANDS ARE BEING ASKED TO SHOULDER THE FINANCIAL BURDEN
of THE CBI. WE HAVE TWO MAJOR ECONOMIC SUPPORTS: TOURISM AND RUM
EXCISE TAX REBATES, AND BOTH OF THEM WILL BE SERIOUSLY ERODED BY THE
CBI. No OTHER JURISDICTION UNDER THE AMERICAN FLAG STANDS TO BE SO
UNIQUELY AND NEGATIVELY IMPACTED.

Our SECRETARY OF STATE, GEORGE SCHULZ, IN A RECENT ADDRESS BEFORE
THE SOUTHERN CENTER SOR INTERNATIONAL STUDIES IN ATLANTA ON FEBRUARY
24, 1983 sa1D THAT THE CBI witL cOST EACH CITIZEN IN THE UNITED STATE
$3.84, MR. CHAIRMAN, WE CONTEND THAT IT WILL COST THE AMERICAN
C1T1zENs OF THE U.S. TERRITORIES IN THE CARIBBEAN FAR, FAR MORE,
AND WILL IN FACT THREATEN OUR VERY ECONOMIC EXISTENCE.

WE MUST, AT THE VERY LEAST, HAVE THE PROTECTIONS WE SEEK FOR
THAT CRUCIAL COMPONENT OF OUR ECONOMY: OUR RUM EXCISE TAXES, THE
PROPOSAL WE HAVE DEVELOPED WILL NOT ONLY ACCOMPLISH THAT GOAL, BUT WILL
MAKE THE CBI A FAR MORE EFFECTIVE FOREIGN POLICY VEHICLE. UNDER OUR
PROPOSAL, THE SMALL ISLANDS OF THE EASTERN CARIBBEAN WILL HAVE MUCH
GREATER OPPORTUNITIES TO DEVELOP, AND TO DEVELOP IN SUCH A WAY THAT
EVERY MAN, WOMAN AND CHILD IN THOSE ISLANDS WILL BENEFIT,

EXPECTATIONS IN THOSE ISLANDS ARE RUNNING HIGH, MR, CHAIRMAN,
I kNow BECAUSE I LIVE RIGHT DOWN THERE. UNLESs THE CBI CAN EFFECTIVELY
IMPROVE THE QUALITY OF LIFE AND BENEFIT, NOT A HANDFUL OF MULTI-
NATIONAL COMPANIES, BUT THE PEOPLE OF THOSE ISLANDS, IT WILL NOT SUCCEED.
FOR IT IS THE PEOPLE THE BODY POLITIC, WHO ARE THE FINAL ARBITERS,

| URGE THIS COMMITTEE TO ADOPT OUR PROPQSAL.
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PUZRTO RICO/VIRGIN ISLANDS PROPOSAL
EFOR_DEVELOPMENT OF CARIBBEAN ISLANDS

EXECUTIVE SUMMARY

As an alternative to granting blanket duty-free treatment
to foreign Caribbean rum pursuant to the Caribbean Basin
Initiative (CLI), Puerto Rico and the Virgin Islands proposec
the establishment of an Eastern Caribbean Regionai Development
fund, to be administered by the United States Agency for
International Development. Duty-free treatment would be granted
to foreign Caribbean bottled rum. However, the existing tariff
on bulk rum produced in beneficiary countries would be retained
and these tariff revenues, along with excise taxes coilacted on
all rum imported into the U.S. from beneficiary countries,
would be devoted to the Fund up to certain pre-~determined
levels. Disbursements from the Fund would be made for the
development of infrastructure in island beneficiary countries,
with a specified portion of the Fund earmarked for the use of
rum producing islands.

This proposal would provide essential safeqguards for the
more price-sensitive segments of the U.S. Territories' rum
industry, while granting tl.e governments ol designated bene-
ficiary countries additionai revenue to be used for local
development. The program would cost the United States Trcasury
less than the blanket duty-free treatment proposal. Thc Puerto
Rico/Virgin Islands propesal furthers the goals of the CBI
without jeopardizing the future economic and fiscal health of
Puerto Rico and the Virgin Islands..
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A PROPOSAL BY PUERTO RICO AND THE UNITED STATES VIRGIN
ISLANDS FOR PROMOTING THE DEVELOPMENT OF
CARIBBEAN ISLAND' NATIONS UNDER THE CARIBBEAN BASIN INITIATIVE

On February 24, 1982, Prosident Rcagan outlinoed a major new
program for the economic developmant of the Caribbean Basin,
known as the Caribbean Basin Initiative (CBI). The people of
Puerto Rico and the Virgin Islands realize that their economic
and domestic security, as well as that of the United States,
are enhanced by political stability and economic progress in
Caribbean Basin countries. The development of the island
nations and territories of the Caribbean with which they are
linked through ethnic, c¢ultural, familial and economic ties is
of particular interest to the citizens of our Flag Territories.
Puerto Rico and the Virgin Islands therefors support the major
objectives of the CBI in the hope the program will lead to an
casing of the economic difficulties historically confronting
those island communities.

DUTY-FREE _TREATMENT FOR_RUrM WILL NOT ACHIEVE CBI OBJECTIVES

One component of the CBI as it was proposed in 1982 was to
allow rum produced in CBI beneficiary couatries unlimited duty-
froe entry into the United States. It was argued that rum was
a product .of great symbolic significance in the Caribbean and
that increased production of rum in beneficiary countries would
generate additional employment and industrial development. It
was urged, moreover, that duty-frce treatment for foreign
Caribbean rum would allow beneficiary countries to share in the
growth of the U.S. rum market without harming the rum industry
presently in place in Puerto Rico and the Virgin Islands.

A closer examination of this matter, however, reveals
sevoeral serious deficiencies in the proposal to grant blanket
duty=-£frae treatment to foreign Caribbean rum. First, the
proposal would do littlo to stimulate development in smalloer
beneficiary countries which currently export little or no rum
and where, for a variety of reasons, rum production in compe~
tition with existing producers would not be commercially viable.
Second, in beneficiary countries that now export significant
quantities of rum to the U.S,, distilleries are operating sig-
nificantly below their productive capacity. An increase in rum
production in these beneficiary countries would require little,
if any, additional capital investment and would generate few
additional jcbs. The economic benefits to the countries and
people involved of simply increasing rum production would,
therefore, be marginal. Third, there is no guarantee that rum
distillers in beneficiary countries, a number of whom are (or
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are owned by) large, multinational corporations, would use the
incrcased revenues resulting from duty-free treatment of their
foreign rum in a manner that would cnhance local economic du-
velopmont. Indeed, experience in similar situations teaches
exactly the contrary =-=- private wealth generated from Less-
Developed Country ("LDC") sales tends to be invested in devel- ,
opad countries rather than being used to build up the local
infrastructure.

L)

These are some of the reasons duty-free treatment of foreign
Caribbean rum will do little to further the real goals of the
CBI. 1In addition, the people and governments of Puerto Rico
and the Virgin Islands are seriously concerned that granting
duty=-free treatment to rum produced in beneficiary countries
will undermine the rum industry in Puerto Rico and the Virgin
Islands, one of the few industries that has historically been
sustained in those Territories and one which now generatgs
nearly twenty percent of che revenues available to the Virgin
Islands and ten percent of the revenues available to the
Coverment of Puerto Rico. Unlike rum producers in Puerto Rico,
Virgin Islands rum producers ship most of their rum to the
United States unaged and in bulk, while Puerto Rico ships most
of their rum in bulk and aged. Unaged rum is in the nature of
a commodity, as it is generally marketed under private labels
or incorporated into pre-mixed cocktails. It is therefore ex-
tremely sensitive to price competition. Since foreign Caribbean
rum producers == most of whom have preferred access to EEC and
Canadian rum markets =-- do not have to comply with United States
minimum wage, environmental, or occupational health and safety
standards, have access to local molasses supplies and have
lower transportation costs, these producers could easily dis-
till and market unaged, bulk rum at prices below those charged
by Virgin Islands rum producers and cause serious, if not fatal
damage to the Virgin Islands rum industry. Puerto Rico's rum
industry could be similarly damaged.

THE PUERTO RICO/VIRGIN ISLANDS PROPOSAL

Puerto Rico and the Virgin Islands would like to propose an
alternative to across-the-board duty-free treatment for rum
produced in beneficiary countries, an alternative that would
further the goals of the CBI without jeopardizing the economic
stability of Puerto Rico and the Virgin Islands. One of the
major impediments common to the development of most of the
island nations and territories of the Caribbean is the lack of
an adeguate physical and educational infrastructure. Transpor-
tation facilities, utility services and ether physical prere-
quisites of development must be put in place or improved, while
the skills and basic abilities of the local work force are
enhanced. Creation and improvement of this infrastructure,
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essential to the development needs of these island communities,
requires a continued flow of capital specifically targeted to
descrving development projects. Accordingly, Puerto Rico and
the Virgin Islands propose that an Eastern Caribbean Regional
Development Fund ("the Fund") be established within the context
of the CBI for the purpose of financing specific physical in-
frastructure development, manpower training and basic educa~
tional institutions in designated island beneficiary countries.
The Fund would be administered by the United States Agency for
International Development (AID) and would bes funded by revenues_
generated from excise taxes collected on both bulk and bottled

rum, as well as duties levied on bulk rum from CBI beneficiary
countries.

A. Private Sector Incentives

Under the Puerto Rico/Virgin Islands proposal, all bottled
rum produced in beneficiary countries would enter the United
States duty-free. This is a substantial liberalization of the
status quo, in which all foreigm rum, wheither bulk or bdbottled,
18 subject to a duty in 1983 of $1.57 per proof gallon. Duty-
free treatment for bottled rum will encourage local bottling
operations., which would create two to thrue times more jobs
(since bottling is the most labox intensive aspect of rum pro-
duction) than would even a large increase in bulk gallonage
shipped to the U.S.

While bottled rum produced in beneficiary countries would
enter the United States duty-free under the Puerto Rico/Virgin
l1slands proposal, the existing tariff on bulk rum from foraeign
Caribbean producers would be retained. This would encourage
the development of name brand foreign rums by allowing pro-
ducers substantial price flexibility for bottled rums, thereby
freeing up funds for advertising. At the same time, it would
help ensure that the U.S. Territories' rum industry is not
damagod by dramatically increased shipments to the U.S., of un-
aged, bulk rum from beneficiary countries. This limited duty-
free treatment of foreign Caribbean rum responds to the per-
ccaved symbolic importance of rum production in the Caribbean

while providing adequate safeguards for the U.S. Territories'
rum industry.

B. Source of the Fund

Federal excise taxes collected on bulk and bottled rum and
duties levied on bulk rum from CBI beneficiary countries would
gq,;nnn_zhe Fund. In 1980, 1,077,932 proof gallons of rum from
countries and terrxitories eligible for designation as CBI bene-
ficiary countries entered United States trade channels, 109,297
proof gallons of which were bottled. This importation level
and mix of bottled and bulk rum would generate $11,318,286 in
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excise tax collections (at $10.50 per proof gallon) and
$1,520,757 in duties (at $1.57 per proof gallon of bulk rum),

or a total of $12,839,043. sSimilarly, in 1981, the importation
level and mix of bottled and bulk rum would have generated
$9,243,822 in excise tax collections and $1,205,203 in duties,
or a total of $10,449,025 for the [und. While figurces for 1982
are not yet available, judging by fagures for the first ten
months of the year, it is fair to say that the 1982 importation
level and mix of bottled and bulk rum from potential benceficiary
countries would generate at least $7,000,000.

It will be noted, of course, that the amount of rum from .+
potential beneficiary countries entering trade channels in ths
United States has dropped since 1980. There are two points to
be made in this regard. First, a large amount of foreign
Caribbean rum is currently in storage in bonded warehouses in
the United States. Once this rum is withdrawn from warehouses
for consumption and the applicable excise taxes and tariffs (if
any) are paid, these moneys will be available for the Fund.
Second, those arguing in favor of blanket duty-free treatment
for foreign Caribbean rum have asserted that the historical
growth in rum consumption in the United States will continue.
In this event, shipments of foreign Caribbean rum will incurcase
(especially if duty-free treatment is granted to bottled rum),
as will moneys available for the Fund.

Puerto Rico and the Virgin Islands recognize that it is
prudent for budgetary reasons to impose some limit on the amount

of money that can flow to the Fund in a given ?iar.*lt is
therofore proposcd that an annual cap be placed on the amount
of excise tax and tariff payments that can go into the Fund.
this cap would be $10 million in the first year of the progranm,
and would increase by $1 million per year for five years to a
final cap of $15 million per year. Thus, if the sum of excise
tax and tariff payments on rum imported from beneficiary coun-
tries exceeds $10 million in the first yesar of the program, any
excess would be covered over into the Treasuries of the Virgin
‘Islands and Puerto Rico. Once the cap reached $15 million, it
would stay at that level for the duration of the CBI program
unless the federal excise tax on distilled spirits is
increased, in which case the cap would rise proportionately.

*The existence of such a limitation would also ensure that
the existence ¢f the Fund does not encourage subsidization of
rum production in beneficiary countries.
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C. Projects Financed by the Fund

The Fund's resources would be allocated for use by desige-
nated beneficiary countries in accordance with a formula to be
established by AID. Only island beneficiary countries would be

eligible for assistance from the Fund.*While at lcast 30% of
the moncys disbursed by the Fund would be earmarked for rum-
producang beneficiary countries, there would be no direct link
between rum production and Fund payments. Instead, development
projects proposed by island governments would be cevaluated on
the basis of local need, with projects of major significance to
an island or to a large number of people receiving first priocs-
ity.

ADVANTAGES OF THE PROPOSAL

The Puerto Rico/Virgin Islands proposal has several signi-
ficant advantages. First, the proposal would allow unlimited
duty~-£frae entry to all bottled rum produced in beneficiary
countries, encouraging real employment opportunities through
the stimulation of bottling operations. Second, the Fund would
benefit both rum and non=-rum producing beneficiary countrics.
Third, Fund moneys would go directly to the governmcnts of the
designated islands for the benefit of their people. Governments
would not have to depend upon the investment decisions of multi-
national or local rum Jdistillers in ouder to benefit from the
trade provisions of the CBI. Fourth, the Fund represents a
continuing source of foreign aid capital which will not be sub-
ject to the uncertainties of the appropriation process. Excise
taxes and tariff payments automatically will be devoted to the
Fund (up to the level of the cap), and island governments can
depend upon the availability of these moneys.

- .
More specifically, the following countries and territories
would be eligible for Fund assistance once they are designated
by the President to be "beneficiary countries" under the CBI;

Anguilla Jamaica

Antigua and Barbuda Saint Lucia

The Bahamas St. Vincent and the Grenadines
Barbados Trinidad and Tobago

Cuba Cayman Islands

Dominica Montserrat

Dominican Republic Netherlands Antilles

Grenada Saint Christopher=-Nevis

Haiti Turks and Caicos Islands

British Virgin Islands

21-491 O—83——3
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Puerto Rico and the Virgin Islands also benefit from the
Fund program, although indirectly. The program, with its
retention of the present tariff on foreign shipments of bulk
rum, would provade a basic safeguard for the U.S. Territories'
rum industry. In addition, Puerto Rico and the Virgin Islands
would benefit from infrastructure development in the region as
& whole as overall economic activity increases.

The Pucrto Rico/Virgin Islands proposal also features beneo=
fits for the United States Treasury when compared with the pro=-
posal to grant blanket duty-free treatment to foreign Caribbean
rum. Under the original CBI propcsal, the Treasury would have
retained none of the excise taxes collected on foreign rum,
wherever produced. Under the Puerto Rico/Virgin Islands pro-
posal, all excise taxes collected on rum produced in countries
that are not CBI beneficiasies would be retained by the
Treasury. Since under the original CBI proposal the Treasury
would have paid excise tax payments on all foreign rum, both
Caribbean and non-Caribbean, to Puerto Rico and the Virgin
Islands, and the existing tariff on all rum produced in benc-
ficiary countries would have been removed, the Puerto Rico/
Virgin Islands proposal would cost the United States Treasury
less than the original CBI proposal, while providing tangible
assitance to beneficiary countries. Puerto Rico and tne Virgin
Islands would receive a smaller federal tax rebate than under
the original Administration proposal, but their rum industries
would remain reasonably protected.

The Puerto Rico/Virgin Islands proposal is in some respects
a form of revenue sharing, with federal revenues going to cer-
tain CBI beneficiary countries instead of to states and local
governments. Puerto Rico and the Virgin Islands provide a
dramatic example of how sharing revenues can benefit an island
community: historically, the Territories have been using funds
so generated to finance local development. There is no rcason
‘why neighboring Caribbean islands cannot use the share of the
Fund for similar ends. In order to enhance the economic and
political stability of these islands, the people of Puerto Rice
and the Virgin Islands are willing to forego their share of the
excise taxes collected on foreign rum that would have gone to
the two U.S. Territories under the original CBIl proposal. The
development needs of our Caribbean neighbors are that important
to us. The Puerto Rico/Virgin Islands proposal will protect
the legitimate interests of United States c¢itizens living in
the Caribkean while enhancing the economic future of all
Caribbean people.
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Mr. pE Luco. However, I am greatly disappointed that S. 544 still
fails to provide a logical resolution to the rum issue for the U.S.
territories in the Caribbean. And at this point, let me say, Mr.
Chairman, that after the CBI failed to get through the last Con-
gress, the Governor and I sat down and we worked on an amend-
ment that would address our concerns, but at the same time, in our
judgment, actually improve the CBI package as presented by the
administration in that it would, first of all, protect the industries
in the U.S. territories of Puerto Rico and the Virgin Islands, but
that it would also give larger benefits to the Caribbean nations,
and that it would at the same time have no additional economic
impact on the Treasury of the United States beyond that already
contained in the President’s package.

Now that sounds like quite a trick, and it is. But let me tell you
that this is a good amendment.. I am a child of the Caribbean. I
have lived all my life in the Caribbean. My family has been in the
Caribbean since the 1800’s. We are of the Caribbean. These are our
neighbors that we speak of. And for many the United States in the
Caribbean is the Virgin Islands and Puerto Rico. More than half of
our population in the Virgin Islands comes from these islands.
More than half of our college students come from these islands.
And we are in constant communication by telephone and through
other means. : )

In the interest of time, I am going to yield my time to the Gover-
nor of the Virgin Islands so that he can explain to you this provi-
sion because I think it is of such importance to the Caribbean
Basin Initiative.

The CHAIRMAN. Senator Chiles is here, and I know he has a
Budget Committee meeting. I wonder if we might recognize Sena-
tor Chiles. Is that all right, Lawton?

Senator CHILES. Yes.

The CHAIRMAN. Lawton, why don’t you go ahead. I know you
?a:g another committee meeting. We want you to get the budget
ixed up.

STATEMENT OF HON. LAWTON CHILES, A U.S. SENATOR FROM
THE STATE OF FLORIDA

Senator CHiLes. Mr. Chairman, thank you. Your fellow chair-
man, Mr. Domenici, only gave me a 3-minute excuse so I appreciate
this very much. And, Governor, thank you for letting me go ahead
of you here.

I listened with interest that the Virgin Islands more than any
other place has a real interest in the health and prosperity of the
Caribbean. That’s my statement—that Florida has the same inter-
est. So I guess many of us feel that.

But certainly our geographic location makes a closé association
and interaction with the region mandatory, and injects Florida into
most of the social, political, and economic realities of the area. And
{’rom our standpoint, this is both a blessing, and it is also a prob-

em.

Florida, today, benefits greatly from the trading activity and po-
sition and is a major supplier of the Basin. We are also fortunate to
have a rich cultural association. We are proud to count among our



32

most prominent citizens thousands of individuals and families
whose roots trace directly to these countries. On the other hand,
we are affected greatly by the Basin’s problems.

The Caribbean Basin is an area groping for economic and politi-
cal stability. And the economic and political conditions that cur-
rently exist are just the type that provide the fertile field for the
kind of destabilizing actions that are now being spread by Castro’s
Cuba. Unquestionably, we have a responsibility to do what we can
to prevent that sort of action. It's both in cur national security and
economic interest to see that the Basin becomes stable. Until then,
I'm afraid we will continue to see a flood of illegal aliens coming to
our shores looking for that better life, and we will continue to ex-
ggrience trade and business associations far below what they could

And toward that goal of regional security and economic vitality,
I wholeheartedly support the legislation. We are greatly concerned
that unless carefully crafted, the legislation could pose serious
problems for our agricultural interest. Qur previous experience
with the Mexicans—{fresh fruit and vegetables—is certainly enough
for us to recommend caution. And while many improvements have
been made in the bill, there still exists a great cause for concern
over potential market disruptions due to the importation of fresh
and especially processed citrus products.

For this reason I would urge the committee to seriously consider
exemption of all citrus products from the bill. You may be aware
that citrus and especially the processed product is extremely sensi-
tive to import competition. Any substantial movement of imported
products into the domestic market could have a drastic effect on
our producers. Citrus is a $2.6 million concern to Florida. And the
health of our State’s economy is just irrevocably tied to that. I
don’t believe, therefore, we can afford to risk permanent damage to
any industry so vital to Florida's economic health.

ailing this, I believe it’s essential for the committee to provide
processed citrus products the same kind of fast track safeguard pro-
visions that are now available to the perishable product.

Importation of processed citrus products has been and will con-
tinue to be of great concern to Florida’s producers. Part of our con-
cern, as you know, is that the product will be transshipped, proc-
essed or something into the Caribbean and then come in—Brazilian
fruit or a product coming from even outside of the region. And
what that would do would be a disastrous effect to us.

I believe for this legislation to be fair and equitable, we should
provide to domestic producers of processed products the same kind
of relief mechanisms that are going to protect the perishable prod-
uct from sudden market disruption.

I am greatly concerned the legislation leaves open the possibility
at a future date that Cuba can be entitled to benefits under the
bill. I understand the current bill gives the President discretionary
authority to so include Cuba. I don't believe that in legislation de-
signed to help secure economic and political stability to the Carib-
bean area it is proper to give that kind of discretion without Con-

ess being able to look at that, and being able to determine, you

ow, has there been some real change or is there a reason for
doing that. I'm not exactly thinking that this President would do
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that, but this legislation is going to go beyond that, and it would
seem like to me that that would be something better to not have in
and allow Congress to be able to speak to that.

Finally, the question of transshipment of citrus products through
the Caribbean, which I mentioned earlier, remains of tremendous
concern to many interests. I think improvements have been made
in this regard, but I would urge the committee to continue its
awareness of this issue. I believe that we need to know exactly how
we are going to monitor the rules of origin and other provisions re-
garding import regulations.

Mr. Chairman, I especially appreciate your courtesy in allowing
me to appear, and allowing representatives from the citrus indus-
try to be before you. And I want to thank you again for allowing
me to slip in here.

The CHAIRMAN. Thank you, Senator Chiles.

[The prepared statement of Senator Chiles follows:]
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Thank you, Mr. Chairman. I apbreciate the opportunity to
appear before the Committee today to very briefly outline my views
on the Caribbean Basin Initiative.

Probably more than any other state, Florida has a very real
interest in the health and prosperity of the Caribbean area. Ow -
geographic location makes close association and interaction with
the region mandatory and injects Florida into most of the social,
political and economic realities of the area. From our standpoint,
this is both a blessing and a problem. Florida today benefits
greatly from jts trading activity and position as a major supplier

of the Basin. We also are fortup?te to have a rich culgqfél asso-"

ciation. We are proud to count among our host prominent citizens,

thousands of individuals and families whose roots trace directly

to these countries. On the other hand, we are affected by many

of the Basin's problems. The Caribbean Basin is an area groping

for economic and political stability. Economic and political

conditions that currently exist are just the type that provide . ‘.
(,fertile field for the kind of destablizing action now being spreaé

by Castro's Cuba. Unquestionably we have a responsibility to do

what we can to prevent this Qort of action. It is in both our

national security and economic interest to see that the Caribbean

Basin becomes stable. Until then, I'm afraid we will continue

to sée a f;ood of illegal aliens coming to our shores looking for

a better life and we will continue to experience trade and business

associations far below what they could be. Toward this goal of

regional security and economic vitality, I wholeheartedly support

this legislation.
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I am, however, concerned that unless carefully crafted, this
legislation could pose serious problems for Florid;'a agricutlfﬁal
interests. Our previous experience with Mexican fresh fruit and
vegetable importsris enough to recommend caution.__While many
improvements have been made in thisbill, there still exists cause
for concern over potential market disruptions due to the importation
of fresh and especially processed citrus product. For this reason
I would urge the Committee to seriously consider exemption of all
citrus products from the bill. You may be aware that citrus and
especially the processed product is extremely sensitive to import
competiton. Any substantial movement of imported éroduct,égto
the domesﬁic market could have a disasterous effect on our producers.
Citrus is a $2.6 billion concern in Florida and the health of our
State's economy is closely tied to this industry. I do not believe,
therefore, we can afford to risk permanent damage tc an industry
so vital to Florida's economic health.

Failing this, I believe it is absolutely essential for thiS‘_
Committee to provide processed citrus product the same'kind_of
fast-track safeguard provisions now available to pefishable product.
importation of processed citrus product has been and will continue
to be of great concern to Florida's producers. 1I believe for this
legislation to be fair and equitable, we should provide to domestic
producers of processed product the same relief mechanisms that will
protect perishable product from sudden market disruptions.

Also, I am greatly concerned that this legislation leaves open
the possibility that at some future datg, Cuba could be included
among the nations eligible for benefits under this bill. I understand
that the current bill gives the President the discretionary authority

to so include Cuba. I do not believe that in legislation deisgned to
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help secure the economic and political stability of the Caribbean
region, it is proper to potentially hold open the door of econo;ic
opportunity to the very country that is sworn and determined to
undermine its neighbors. I think this is an outrageous provision
and I would urge the Committee to delete it during the markup process.

Finally, the question of trans-shipment of citrus product
through the Caribbéan Basin remains of concern to many Florida
interests. 1 realize that improvements have been made in this
regard but I would urge the Committee to continue its awareness
of this issue. I believe we need to know exactly how we ;rs going
to monitor the rule of origin and.other provisions regardihg import
regulations.

Mr. Chairman, I appreciate.the opportunity to appear before
the Committee today. I look forward to working with you to help
address the very real concerns Florida's citrus industry has with

the bill as drafted.

STATEMENT OF HON. JUAN LUIS, GOVERNOR, U.S. VIRGIN
ISLANDS

The CHAIRMAN. Governor.

Mr. Luis. Mr. Chairman, distinguished members of the commit-
tee, thank you for this opportunity to present the views of the U.S.
Virgin Islands regarding the President’s proposed Carlbbean Basin
Initiative.

Last year I urged this committee to adopt certain é’ihendments to
the CBI which would maintain and improve the ability of the
Virgin Islands to continue to develop its economy in the context of
the far-reaching, free-trade provisions. Primary among these
amendments was a provision that would have limited the amount
-of duty-free rum that could enter the United States from the non-
U.S. Caribbean.

I am here today to present a new rum proposal which we believe
offers substantially greater benefits to the Caribbean region than
the administration proposal, while providing legitimate protection
for the Virgin Islands bulk-rum industry, the most price-sensitive
and import-sensitive segment of the US. rum market. Our new
proposal will generate more jobs and more government revenues
for the foreign Caribbean than the administration proposal. It de-
serves the serious attention of this committee.

Protection of the Virgin Islands bulk-rum industry is essential to
the long-term financial stability of the Virgin Islands Government,
as well as the long-term survival of the territory’s rum industry.
Because for 30 years Congress has returned to the Virgin Islands
the excise taxes on Virgin Islands rum sold in the United States,
the rum industry provides the territory with approximately $35



38

million per year, about 15 percent of the Virgin Islands annual
budget. These funds are used to finance the construction of sorely
needed capital projects which provide jobs and improve infrastruc-
ture such as reliable supplies of water and power, improved roads
and schools, et cetera. These in turn are urgently needed to attract
new private investment and more jobs.

About 97 percent of the rum produced in the Virgin Islands and
sold in the U.S. markets is shipped in bulk. Bulk rum is a price-
sensitive and import-sensitive commodity. It is used in premixed
cocktails and food preparation and is bottled under various private
labels. Purchasers of bulk rum are most interested in obtaining the
least expensive product available. Bottled rum, on the other hand,
is sold as a name brand product and, thus, is not as sensitive to
competition from lower cost products.

The administration’s CBI bill recognizes that the Virgin Islands
and Puerto Rico stands to lose rum sales to low priced foreign Ca-
ribbean nations once the tariff is removed due to the very low wage
rates, and to the lack of environmental and occupational regula-
tions in these countries. Under the administration’s CBI, the
Virgin Islands and Puerto Rico would receive, in addition to the
excise taxes imposed on their rums, the excise taxes imposed on
foreign rums as well. While this provision provides some immedi-
ate protection against loss of revenue due to displacement of Virgin
Islands and Puerto Rico’s domestic rum by rum manufactured in
the foreign Caribbean, it does nothing to protect the industries
themselves in the long run.

Under the administration’s CBI bill, the Virgin Islands bulk rum
industry would soon disappear and the excise tax-revenues re-
turned to the Virgin Islands for capital projects, then no longer
bearing any relation to rum production in the territory, would be
placed in jeopardy.

Thne Virgin Islands and Puerto Rico have developed an alterna-
tive which would not only protect our domestic bulk rum indus-
tries, but would also provide duty-free access to the United States
for bottled rum produced in CBI countries. However, unlike the
previous proposed amendment, our present alternative takes the
foreign rum excise taxes that would have been returned to the
Virgin Islands and Puerto Rico under the administration plan and
deposit them into a special Caribbean regional development fund.
This fund would be used to finance planned infrastructure develop-
ment of island beneficiary countries in the Caribbean.

Under our proposal, the eastern Caribbean countries would re-
ceive an additional $50 million, and the Caribbean island nations
as a whole, an additional $165 million over the 12 years of the CBI.
These funds would be provided at no additional cost to the Treas-
ury than under the administration’s plan.

In comparison, we have shared our proposal with the Caribbean
island nations. The Organization of Eastern Caribbean States
[OECS] has prepared an economic report on the Virgin Islands-
Puerto Rico proposal, which we understand reaches a positive con-
clusion about the relative economic benefits of the proposal as com-
pared to the administration bill. Qur proposal is being actively con-
sidered by the OECS member states, and we understand that the
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report and the proposal is now being reviewed by the ministers of
these states.

The U.S. Commerce Department sponsored Puerto Rico-Virgin Is-
lands District Export Council, a group representing the private
sector, is expected to endorse the Virgin Islands-Puerto Rico rum
proposal in the near future.

The Virgin Islands has consistently supported the concept of the
CBI as a recognition by the U.S. Government of the importance of
our region. But, clearly, the legislation implementing CBI must be
structured to avoid damage to the already strained economy of the
U.S. Virgin Islands, now bearing the severe impact of Federal
budget and tax cuts and recent industrial lay-offs, together with in-
sufficient infrastructure and limited capital resources.

The proposal developed by the Virgin Islands and Puerto Rico
would not only accomplish this objective, but it will also provide
additional benefits to the foreign countries in the region without
additional Federal expenditure. I strongly urge this committee’s
support. ‘

Thank you very much.

The CHairMAN. Thank you.

[The prepared statement of Governor Juan Luis follows:]
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Mr. Chairman, distinguished Members of the Committee, thank
you for this opportunity to present the views of the United States
vVirgin Islands regarding the President's proposed Caribbean Basin
Initiative (CBI).

Last year I urged‘ihis Committee to adopt certain amendments
to the CBI which would maintain and improve the ability of the
Virgin Islands to continue to develop its economy in the context
of the far-reaching free trade provisions which form the “center-
piece" of the CBI plan. Primary among these amendments was a
provision that would have limited the amount of duty-free rum that
could enter the United States from the non-U.S. Caribbean.

I am here today to present a new rum proposal which we believe
offers substantially greater benefits to the Caribbean region than
the Administration proposal, while providing legitimate protection
for the Virgin I?Iands bulk rum industry -- the most price sensi-
tive and import sgnsitive segment of the U.S. rum market. Wwe
believe that our new proposal, which will generate more jobs and
more government revenues for the foreign Caribbean than the Adminis-
tration proposal, deserves the serious attention of this Committee.
- Some protection of the Virgin Islands bulk rum industry is
es;ential to the long-term financial stability of the Virgin Islands
Government, as well as the long-temrm survival of the Territory's
rum industry. Because of the 30-year-old Congressional policy of
returning to the Virgin Islands Treasury the excise taxes on Virgin
Islands rum sold in the United States, the rum industry provides

the Territory with approximately 35 million dollars per year,
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which is about 15% of the Virgin Islands annual budget. These
funds are primarily used to finance the construction of sorely-
needed capital projects which provide jobs and improved infra-
structure such as reliable\supplies of water and power, improved
roads and schools, etc. These in turn are urgently needed to
attract new private investment and more jobs.

About 97% of the rum produced in the Virgin Islands and sold
in the U.Ss. market is shipped in bulk. Bulk rum is sold and marketed
as a commodity. It is price-sensitive and import-sensitive. It
is used in pre-mixed cocktails and food preparation and is bottled
under various private labels. Purchasers of bulk rum are mqft
interested in obtaining the least expensive product available.

Bottled rum on the other hand is sold as a name brand product
and thus is not as sensitive to competition from lower cost products.

The Administration CBI bill recognizes that the Virgin Islands
and Querto Rico stand to lose rum sales to low-priced foreign Carib-
bean nations once the tariff is removed, due to the very low wage
rates and to the lack of environmental and occupational safety
and health regulations in these countries. Under the Administra-
tion CBI, the Virgin Islands and Puerto Rico would receive, in
addition to the excise taxes imposed on their own rums, the excise
taxes imposed on foreign rums as well. While this provision would
provide some immediate protection against loss of revenue due to
displacement of V.I. and Puerto Rico domestic rum by rum of foreign
manufacture, it does nothing to protect the industries themselves

in the long run. Under the Administration CBI bill, the Virgin
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Islands bulk rum industry would soon disappear an& the excise tax
revenues returned to the Virgin Islands for capital projects, then
no longer bearing any relation to rum production in the Territory,
would be put in jeopardy.

The Virgin Islands and Puerto Rico have developed an alternative
which would not only protect our domestic bulk rum industriés,
but would also provide duty-free access to the United States for
bottled rum produced in CBI countries. However, unlike the previous
proposed amendment narrowly defeated on the floor of the House in
the 97th Congress, our present alternative takes the foreign rum
excise taxes that would have been returned to the V.I. and Puerto
Rico under the Administration's plan and deposits them into a special
Caribbean Regional Development Fund. This fund would be used to
finance planned infrastructure development of island beneficiary
countries in the Caribbean. Under the original CBI only $20 million
was provided to the small countries in the Eastern Caribbean; under
our proposal the Eastern Caribbean countries would receive about
$50 million dollars and the Caribbean island-nations as a whole
$165 million dollars over the l2-years of the CBI. These funds
are not intended as a substitute for other foreign aid appropria-
tions and they would be provided at no additional cost to the
Treasury than under the Administration's plan.

our proposal, by eliminating the duty on bottled rum, also
provides an incentive for Caribbean countries to bottle their own
rum. Because bottling is the labor intensive part of the rum

industry our proposal would thus encourage job creation in the
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regionm. In addition to jobs in bottling, thg expenditures from
the regional development fund would be used for capital proijects,
and through their multiplier effects, would benefit directly the
island governments and people.

In comparison, the Adminigstration proposal would only create
an insignificant number of jobs in the buik rum industry. It is
important to note that many of the multi-national companies that
own the larger rum distilleries in the non-U.S. Caribbean presently
have unused capacity at these distilleries, so additional bulk
rum production will not necessarily result in additional jobs.

What it will result in is increased profits for multinational
companies-at the expense of the well being of the U.S. Territories
in the region. Interestingly, it will also not result in any sig-
nificant increase in revenues to Caribbean governments, whereas

the V.I./Puerto Rico proposal provides these governments with about
$10-15 million dollars per year in direct revenues.

We have shared our proposal with the Caribbean island-nations.
The Organization of Eastern Caribbean States (OECS) has prepared
an economic report on the V.I./Puerto Rico proposal which we under-
stand reaches a positive conclusion about the relative economic
benefits of the proposal as compared to the Administration bill.
Our proposal is being actively considered by the OECS member-states
and we understand that the report on the proposal is now being
reviewed by the ministers of these states.

We have aléo shared our proposal with the U.S. Commerce

Department-sponsored Puerto Rico-Virgin Islands District Export



45

Council, a group representing the private seqtor. The Council,
which supports the CBI in general, is expected to endorse the V.I.-
Puerto Rico rum proposal in the near future.

I wish to comment briefly on two other sections of the CBI
legislation. First, the House of Representatives last year adopted
a provision to exempt the existing Virgin Islands rum distillery
from EPA discharge requirements provided the Governor*of the Virgin’
Islands determines that the exemption will not adversely affect
water quality. The Administration has included this exemption in
this year's version of the CBI. I wish to express my appreciation
to the House Ways and Means Committee and the Administration for
adding this provision which is quite justified in light of the
Virgin Islands offshore location amid strong ocean currents that

_ quickly disperse discharges. It will be of significant assistance
to our local rum industry should the industry be allowed to continue
to prosper under an amended CBI. The provision degserves this Com-
mittee's support.

Second, the House and the Administration have added a new
provision to the CBI legislation to permit U.S. taxpayers to deduct
the cost of attendance at foreign conventions in CBI countries.

The Virgin Islands opposes this additional tax benefit because of
the adverse impact it will have on tourism to the Virgin Islands
and Puerto Rico. Visitor air arrivals to the Virgin Islands have
declined by about 25% from 1979 to 1982. A provision such as this
can only servevfo impede progress toward recovery of the Virgin

Islands tourism industry. Tourism, of course, is the one industry

.. 21-491 O0—83——4
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which has the greatest effect on our depressed Territorial economy.
I urge this Committee to delete this provision from the CBI legisla-~
tion.

In the nearly two years since its inception, the Virgin Islands
has consistently taken the position of supporting the cocncept of
the CBI. We welcome and favor the CBI as a recognition by the
U.S. Government of the importance of our region. But clearly,
the legislation implementing CBI must be structured to avoid damage
to the already strained economy of the U.S. Virgin Islands, now
bearing the severe impact of federal budget and tax cuts and recent
industrial layoffs, together with insufficient infrastructure and
limited capital resources. The proposal developed by the Virgin
Islands and Puerto Rico will not only accomplish this objective
but it will also provide additiocnal benefits to the foreign countries

in the region without additional federal expenditures. I strongly

urge this Committee's support. Thank you.

STATEMENT OF HON. BALTASAR CORRADA, U.S.
REPRESENTATIVE FROM PUERTO RICO

The CHAIRMAN. Congressman Corrada.

Mr. CorrADA. Thank you, Mr. Chairman.

I am pleased to appear again before this committee to testify in
support of the Caribbean Basin Initiative. During the extensive de-
bates and consideration by Congress of the CBI last year, ample
evidence and testimony was presented about the need for this ini-
tiative in the region, and at the same time, the importance of in-
suring the continued economic vitality of the domestic areas of the
United States, including its important possessions in the Caribbe-
an.
Those two objectives remain the driving force behind the consid-
eration of this legislation. At this time I do not wish to go over the
various arguments that were made in support of the CBI. It is im-
portant, however, that we again take notice of the raised expecta-
tions of the countries in the region toward this program. That in-
terest has not been diminished by the passage of time since Presi-
dent Reagan first announced the idea early last year. If anything,
the countries are anxious to have the tools provided in this bill to
" allow them to carry on their own economie development program.

Puerto Rico, Mr. Chairman, stands ready, willing, and prepared
to engage in close collaboration with the countries in the Caribbe-
an Basin. We have already started some of those contacts; particu-
larly, with Jamaica and the Dominican Republic. We wish to
extend those contacts with others.

Not only, Mr. Chairman, under the specific provisions of the CBI
legislation, but also in all kinds of government to government tech-
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nical assistance and cooperation, as well as people to people con-
tacts and businessmen and entrepreneurs from Puerto Rico engag-
ing in contacts with their counterparts in the countries of Central
America and the Caribbean.

The legislation introduced this year includes a provision to retain
duties for imports on canned tuna products. This protection for the
U.S. tuna industry is vital to Puerto Rico, California, Hawaii, and
American Samoa. We fought hard during consideration of the legis-
lation last year in the Ways and Means Committee for protection
of the domestic tuna canning industry. I would like to urge this
committee to make sure that the tuna retention already contained
in the bill as introduced by Senator Dole this year remains in the
bill throughout its congressional consideration. The retention of
that provision in the bill, and I am pleased that you saw fit to in-
corporate it in the bill as introduced, is vital to Puerto Rico.

In connection with rum, I would like to point out that Puerto
Rico has been in consultation with the U.S. Virgin Islands. Our
Governors, Governor Romero and Governor Juan Luis, have dis-
cussed this matter. I have discussed the matter also with Governor
Juan Luis and my colleague in the House, Ron de Lugo, and, of
course, Puerto Rico is supportive of the proposal that Governor
Juan Luis described a short while ago.

However, I am encouraged by the provision of section 104(c),
which I also believe is vital for you to retain, which gives the Presi-
dent the authority to withdraw duty-free treatment on rum if the
sum of the amount of taxes covered to the treasuries of Puerto Rico
or the U.S. Virgin Islands is reduced below the amount that would
have been covered if the imported rum had been produced in
Puerto Rico or the U.S. Virgin Islands. _

The importance of this provision must be underscored; particu-
larly, the need to be on the alert for any indication of detrimental
effects on our rum industry. In this regard, Mr. Chairman, I would
appreciate the committee’s assistance in urging the Office of the
Special Trade Representative to negotiate with foreign countries
the elimination of barriers and tariffs to imports of Puerto Rico
and Virgin Islands rum. Particularly, to Europe, Canada, and the
Caribbean Basin area. It is only fair that at a time when we are
removing their barriers to entry of rum into the United States we
also seek to expand sales of our domestic rum into other markets.

Furthermore, the production of rum in Puerto Rico is very much
dependent on the importation of molasses, mainly from the Domi-
nican Republic. It is important, therefore, that we insure that a re-
liable source of supplies be maintained to enable us to continue
producing rum. Since our primary sources of molasses are in the
Caribbean, it would be appropriate for the USTR to assist us in se-
curing our access to these molasses.

The third and final point of concern is the need to protect our
agricultural products. The bill has detailed language regarding an
accelerated section 201 petition which is very important to prevent
injury to our agricultural industry.

Again, I would like to stress the importance of closely monitoring
our domestic agricultural production, and avoiding an invasion of
foreign farm products in our market to prevent injury to our farm-
ers and workers.

(
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In closing, Mr. Chairman and members of the committee, I want
to restate the support and commitment of both Governor Romero-
Barcelo and myself toward the approval and successful implemen-
tation of the Caribbean Basin Initiative. I urge all of you to take
prompt action toward that end, and I look forward to a strengthen-
ing of the ties of friendship and economic development that bind
our country to our neighbors in the Caribbean Basin.

Thank you, Mr. Chairman.

[The prepared statement of Hon. Baltasar Corrada follows:]
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TESTIMONY OF THE HON. BALTASAR CORRADA

ON S.544
THE CARIBBEAN BASIN ECONOMIC RECOVERY ACT

BEFORE THE SENATE COMMITTEE ON FINANCE

APRIL 13, 1983

Mr. Chairman, Members of the Committee.

I am pleased to appear again before this Committee to
testify in support of the Caribbean Basin Initiative. During the
extensive debate and consideration by the Congress of the CBI
last year, ample evidence and testimony was presented about the
need for this initiativg in the region and at the same time the
importance of ensuring the continued economic vitality of the
domestic areas of the United States, including its important
possessions in the Caribbean. Those two objectivés remain the
driving force behind the consideration of this legislation.

At this time, I do not wish to go over the various arguments
that were made in support of the CBI. It is important, however,
that we again take notice of therraised expectations of the
countries in the region toward this program. That interest has
not been diminished by the passage of time since President Reagan
first enunciated the idea early last year. If anything, the
countries are anxious to have the tools provided in this bill

to allow them to carry on their own economic develophent

programs.
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The legislation introduced this year includes the retention
of.duties for imports of canned tuna products. This protection
for the U.S. tuna industry is vital to Puerto Rico, California,
Hawaii and American Samoa. We fought hard during consideration
of the legislation last year in the Ways and Means Committee for
protection of the domestic tuna canning industry. In Pﬁerto Rico
alcne, our production accounts for 40 percent of the tuna
consumed in the United States, and is responsible for 13,000
direct and indirect jobs. Tuna canning is a highly mobile
industry that would be susceptible to relocation in Caribbean
Basin countries if duties were removed. The inclusion of canned
tuna products under the exemption provision of the Title I
duty-free treatment of S. 544 is extremely important to Puerto
Rico and the other tuna canning areas of our country and I urge
you not to delete that important feature from your bill.

The protection of the rum industry of Puerto Rico and the
U.S. Virgin Islands also continues to be of concern to us. As it
stands, the legislatioh does include some protection for rum,
although less than we would have wished.

For 1981, the collection of excise taxes on rum produced in
Puerto Rico, which are then rebated to the Treasury of Puerto
Rico, accounted for $250 million which is about 11 percent of the
Island's operating budget. Although the legislation also
provides for the rebate to Puerto Rico and the Virgin Islands of
ghe excise taxes collected on imports of foreign rum, we remain

concerned about the future impact on our rum industry of the
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removal of tariffs because the bill, as drafted, protects the
revenue but not the industry. I am encouraged, however, by the
provision of Sec. 104(c) which gives the President the authority
to withdraw duty-free treatment on rum "if the sum of the amounts
of taxes covered ‘.~ the treasuries of Puerto Rico or the United
States ... is reduced below the amount that wouid have been
covered over if the imported rum had been produced in Puerto Rico
or the U.S. Virgin Islands...” The importance of this provision
must be underscored, ‘particularly the need to be on the alert for
any indication of detrimental effects on our rum industry.

In this regard, I would appreciate the Committee's
assistance in urging the Office of the Speciaf Trade -
Representative to negotiate with foreign countries the
elimination of barriers to imports of Puerto Rican and Virgin
Islands rum into Europe, Canada and the Caribbean Basin area. It
is only fair that at a time when we are removing barriers to
entry of rum into the United States, we also seck to expand sales
of our domestic rum into other markets.

Furthermore, the production of rum in Puerto Rico is very
much dependent on the importation of molasses. It is important,
therefore, that we ensure that a reliable source of supplies be
maintained to enable us to continue producing rum. Since our
primary sources of molasses are in the Caribbean, it is

appropriate for the STR to assist us in securing our access to

these molasses.
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A third, and final point of concern is the need to protect
our agricultural products. The bill has detailed language
regarding an accelerated Sec. 201 petition which is very
important to prevent injury to our agricultural industry. Again,
I would like to stress the importance of closely monitoring our
domestic agricultural production and avoiding an inundation of
foreign farm products in our market to prevent injury to our
farmers and workers.

In closing, I want to restate the support and commitment of
both Governor-Romero-Barcelé and myself toward the approval and
successful implementation of the Caribbean Basin Initiative, I
urge all of you to take prompt action toward that end and I look
forward to a strengthening of the ties of friendship and economic
development that bind our country to cur neighbors in the

Caribbean Basin.

The CHAIRMAN. Senator Danforth.

Senator DANFORTH. No questions.

The CHAIRMAN. Senator Long.

Senator LoNG. No questions.

The CHAIRMAN. Well, I want to thank the panel very much. I
think you have addressed the primary concerns, and we will be
asking the Secretary and Mr. Brock if they support the so-called
rum provision that you referred to in your testxmony, the Virgin
Islands-Puerto Rico provision.

And I assume as we proceed on this legislation you will be avail-
able to counsel and otherwise assist us.

Mr. CorrADA. At all times.

The CHAIRMAN. Thank you very much.

Mr. pE Luco. Thank you.

Mr. Luis. Thank you.

Mr. CorrADA. Thank you.

The CHAIRMAN. As I understand, Mr. Secretary, you and Ambas-
sador Brock will proceed, to be followed by Secretary Chapoton.

We are pleased to have you before our committee, Mr. Secretary.
We don’t have this privilege very often, and we will try to stick to
the issue at hand. That is the Caribbean Basin Initiative. There
may be a few wild shots fired.

You may proceed in any way you wish. Your entire statements
will be made a part of the record. We are happy to have you here
this morning.

Do you want to go first, Mr. Secretary?

STATEMENT O¥F HON. GEOR(iE P. SHULTZ, SECRETARY OF STATE
Secretary SHuLTz. Thank you, Mr. Chairman.
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I appreciate the opportunity to appear again before this commit-
tee. It is sort of old home week for me, having been here so many
times. And I especially appreciate the chance to testify on this sub-
ject because I think it is inherently very important in and of itself.
And I think it is important for all sorts of other things it is con-
nected to, having to do with the interest of the United States.

I welcome this opportunity to continue our dialog on the Caribbe-

an region, and specifically, the Caribbean Basin Economic Recovery
Act. The legislation we have proposed is a far-sighted response to a
deepening economic and social crisis troubling some of our closest
neighbors. It deserves to become law this year—the sooner this
_ year, the better.
" Let me begin by reviewing our own vital interest in the Caribbe-
an Basin. The Caribbean is an unfenced neighborhood that we
share with 27 island and coastal nations. Their security and eco-
nomic well-being have a direct impact on our own strategic and
economic interests.

We do not have to go to Miami to come in daily contact with
people born in the Caribbean region or to appreciate the rapid
impact of turmoil there on our own society. In fact, our country
has become a safe haven for thousands upon thousands of Caribbe-
an citizens who pin their hopes for a better life on a dangerous, un-
certain, and clandestine migration to this country. As a result, the
Basin area is now the second largest source of illegal immigration
to the United States. This situation will not improve until the na-
tions of the Caribbean Basin are better able to offer their people
opportunities to build secure, productive lives at home.

Economically, the Caribbean Basin region is a vital strategic and
commercial artery for the United States. Nearly half our trade,
three-quarters of our imported oil, and over half of our imported
strategic minerals pass through the Panama Canal or the Gulf of
Mexico. If this region should become prey to social and economic
upheaval, and dominated by regimes hostile to us, the conse-
quences for our security would be immediate and far-reaching.

The health of the Caribbean economies also affects our economy.
The area is now a $7 billion market for U.S. exports. Thousands of
American jobs were lost when our exports to the region fell $150
million last year as income in the region declined. A large portion
of the debt of Caribbean countries is owed to banks in this country.
At the end of 1981, U.S. direct investment in the region was ap-
proximately $8 billion.

The Caribbean Basin Economic Recovery Act is the cornerstone
of our effort to come to grips with these issues. This legislation rec-
ognizes the critical relationship between economic development
and political stability. It is designed to promote self-sustaining eco-
nomic growth, to enable countries in the region to strengthen
democratic institutions and to implement political, social, and eco-
nomic reforms. Ultimately, its purpose is to help restore the faith
of people in the region in their countries ability to offer them hope
for a better future.

The societies of the Caribbean Basin republics are undergoing in-
evitable change that puts them under considerable stress. Declin-
ing employment in iculture, high birth rates, and slow creation
of urban jobs have diminished hopes for combating poverty, and



b4

caused appalling rates of unemployment, especially among the

young. Youth unemployment in Jamaica, for example, is estimated

to be about half. Without dramatic increases in investment to im-

prove living standards and to create jobs, rising crime and urban

instability will create a downward spiral of social disintegration.

And because the Caribbean economies are so small, new invest-

ment, domestic as well as foreign, will not take place without as-

sured-access to outside markets. This is a very important point, Mr.

Chairman, that I don’t think has been fullK understood. The de-

pendence of a small country on outside markets and foreign trade

that comes from the need for economies of scale that determine ef-
ficiency in production.

- The diminutive size of individual Caribbean markets, averaging

just 1% million people, with 16 countries under half a million,
makes them uniquely dependent on the outside world in ways we
can only dimly imagine. The national incomes for most Caribbean

Basin countries are less than that of a U.S. metropolitan area of
300,000 people, such as Omaha, Nebr., or Charlotte, N.C. Dominica,
for example, with a population of only 80,000 is the least developed
country in the eastern Caribbean. It is also one of the most demo-
cratic and prowestern. If small, vulnerable economies like Domini-
ca are to be at all viable, they must have access to bigger markets.
In Central America where the economies tend to be a bit larger,
the .disruptions in recent years of the Central American Common
Market have made economies such as Costa Rica much more de-
pendent on markets outside its region. As long as they are limited
to production for their small-and poor domestic markets, the small
economies of the Caribbean Basin cannot diversify their economies.

Norcan-they develop the expertise and efficiency needed to become
prosperous international traders.

We recognize, Mr. Chairman, that the Caribbean Basin econo-
mies will always be dependent to some degree on markets outside
the region. But developments of the past few years have had a dev-
astating impact. Prices of the nonoil commodities the Caribbean
Basin republics export—sugar, coffee, bananas, bauxite—have
fallen drastically. And this is at a time when they are still strug-
gling to cope with the massive increases of the 1970’s in the price
. of their most basic import—oil. Recession in the United States has
caused a steep drop in revenue from tourism. Foreign debt has
mounted to increasingly burdensome levels. The withering of gov-
ernment revenues has stopped or delayed developmenti projects.
Real per capita incomes have declined throughout most of the
Basin region.

All this adds up to a massive problem. The governments of the
Caribbean Basin republics must find ways to assure socio-political
stability and revive economic growth while also accommodating
rapid internal change. Their success or failure in meeting this chal-
lenge will greatly affect the environment in which we live.

_ The United States thus has a vital stake in helping its Caribbean
Basin neighbors pursue their goal of open societies and growing
economies through productive exchange with us and the rest of the
world. The administration has approached this task with full recog-
nition that we have great assets and advantages when it comes to
supporting democratic government.



66

—

This becomes most clear when we look at the alternatives.

One alternative is the closed solution. The society which; while
not a viable economy, turns in on itself and enforces by fiat the dis-
tribution of the limited economic benefits a small economy can gen-
erate itself or receive in aid.

This is a recipe for totalitarian force, because people will not
take it willingly, and economic stagnation. It is the Cuban solution.
It poses continuing threats to our interests in this hemisphere
which we have had to counter for the last 20 years.

A second alternative is decline of the population to the level
which a small economy can support on its own. With the young
populations and high birth rates of these countries, this alternative
entails massive emigration from the Caribbean Basin region. Our
country is inevitably the preferred destination. As much as we wel-
come the rich contribution of the region’s irnmigrants to our own
life, massive immigration is not what we want. Nor is it what the
countries of the region want. That is not at issue. Nor is it the only
reason we care.

The President’s proposed legislation supports a third alterna-
tive—democratic development. This is the only alternative that
meets our vital self interests and our Nation’s long tradition as a
source of progress and hope in the world. Politically, the people of
these societies have shown they want a voice in their own fate, and
they reject totalitarian formulas. Two-thirds of the governments of
the region have democratically elected governments. Significant
progress toward democracy is occurring in others as well, despite
the obstacles. Democracy represents a set of values that virtually
all the peoples of the region see as sympathetic to their own aspira-
tions. The Cuban and now Nicaraguan models stand as clear dem-
onstrations of both political repression and economic failure.

Economically, we have the assets that can be ultimately decisive
in the orientation of Caribbean Basin development. We represent a
market economy that works, a natural market for Caribbean Basin
exports, the major source of private investment in the region and
the management and technology that come with it.

The Caribbean Basin Initiative of the administration is an imagi-
native and comprehensive approach to bringing these assets to
bear on the problems of our Caribbean Basin neighbors. It is a for-
ward looking effort to boost both development and stability. Be-
cause it builds on l[1)rivat,e resources and enterprise, it has the po-
_tential to deal with their deep economic plight in a fundamental

way. Because it can help to ease delicate social and political transi-
tions before they create security problems of an international di-
mension, it is a program to get ahead of history, instead of just
countering its unwelcome effects.

Our program is part of a major multilateral effort. Other higher
income countries of the refion are also increasing their efforts sig-
nificantly. I think this is also a very important point here.

Canada has embarked on a 5-year program for the area provid-
ing over $500 million. Canada currently provides duty-free treat-
ment or preferential access for 98 percent of its imports from the
Caribbean Basin. Mexico and Venezuela, despite their own finan-
cial difficulties, are continuing concessional credits to the region
through their oil facility. Venezuelan financial support has been
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over $2.5 billion in the last 5years. Colombia is initiating technical
assistance of up to $50 million, new credit lines of $10 million per
country, and additional balance-of-payments financing and a trust
fund for the less developed countries of the eastern Caribbean.

The collective efforts of these democracies are a strong encour-
agement to open societies and democratic development in the
region. But success will be imperiled without us. Our full participa-
tion is vitally needed.

The U.S. contribution integrates three types of mutually rein-
forcing economic measures—trade opportunities, tax incentives,
and aid. The program has been developed in continuing consulta-
tion with the governments and the private sectors of the regions. It
reflects their own priorities and assessment of their needs.

As you know, we were able to make a start on our Caribbean
Basin economic initiatives last summer, when the Congress ap-
proved an emergency supplemental aid package of $350 million, a
key element in the President’s original Caribbean Basin program.
Our aid requests for both fiscal 1983 and fiscal 1984 reflect the new
higher priority we have given to the Caribbean Basin area in the
allocation of our scarce economic assistance resources. As a per-
centage of our overall economic assistance budget, assistance to the
Caribbean Basin region will double in fiscal 1983 and 1984 over
fiscal 1980, from 6.6 percent authorized ir: 1980, to 13.6 percent pro-
posed in fiscal 1984.

Most of the $350 million appropriated last year has been obligat-
ed for use by the private sector in those countries with the most
serious financial problems. This assistance has helped many estab-
lished, productive private firms continue to obtain needed raw ma-
terials and equipment from the United States. In addition, it has
provided critical support for balance of payments problems and in-
frastructure projects in the small, least developed countries.

We have also been able to use a portion of these funds to support
training and scholarship opportunities for individuals in the Carib-
bean Basin region with leadership potential. These opportunities
support our goal of transferring knowledge and skills, enhancing
economic cooperation among nations of the region and strengthen-
ing political ties between recipient countries and the United States.
We are currently offering 1,300 scholarships each year. As new
money is available, the number of scholarship recipients will con--
tinue to increase. These programs have high development, econom-
ic and political impact, and are a key element in our assistance to
the Caribbean Basin region.

But as the President said when he requested that emergency CBI
appropriation, financial assistance is only a short-term remedy.
Indeed, financial assistance and development projects will be
wasted if the development process is not a broad-based and inte-
grated process. We believe that such development can only be
achieved through a strategy-which encourages private initiative
and investment.

The key to new production and empioyment in the Caribbean
Basin is assured access to its natural market in this country. Sup-
pliers in the Caribbean Basin need help to get started in the com-
petition with larger, more experienced, and established producers
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elsewhere. That suggests a bold solution that reinforces the natural
pole of attraction of the U.S. market.

The President’s proposal to grant duty-free entry to Caribbean
Basin products for a 12-year period is the centerpiece of the Carib-
bean Basin Initiative. It can provide a decisive boost to Caribbean
Basin development. The proposal is dramatic and simple. It offers
the long-term economic benefits of free trade and the immediate
impact of a major political commitment to the region. By assuring
duty-free access to the vast U.S. market, this measure will provide
strong and continuing incentives for investment, innovation and
risk-taking in Caribbean Basin countries.

As I have pointed out, Mr. Chairman, the domestic economies of
most Caribbean Basin nations are simply too small to permit the
diversification essential for noninflationary growth. An opening of
the U.S. market to the nontraditional products of these countries
will provide important opportunities to develop new production,
and an incentive to produce more efficiently. Increased and diversi-
fied proluction will mean higher wages, a strengthened middle
class, more resources available for education and health, and more
demand for raw materials, equipment and finished goods from the
United States.

I recognize, Mr. Chairman, that these are difficult economic
times in our own country. Understandably, there is concern over
the impact this legislation will have on workers in the United
States. I am convinced that the impact on our economy will be

sitive. Because the Caribbean Basin countries are so closel
inked to our economy, our sales to them will grow apace wit
their economies. It’s worth remembering that if you exclude petro-
leum trade, we have a $2 billion trade surplus with the Caribbean
Bhasin, and are already the major trade partner of most countries
there.

A stronger Caribbean Basin will be an even better and more reli-
able customer for U.S. products. As countries in this region pro-
duce more, they will import more. American workers will share in
the fruits of that growth. :

The Caribbean Basin economies are equal to only 2 percent of
our GNP. Take them all together—2 percent. And our imports
from the region are less than 4 percent of our total imports. Im-
ports not already entering duty-free are an even smaller percent-
age. Therefore, even a significant increase in Caribbean Basin pro-
duction and exports will not have a significant negative impact on
our economy. And if American industries are injured by Caribbean
Basin imports, they have the remedy of seekinﬁ relief under the
safeguard provisions of the 1974 Trade Act, which I well remember
discussing with this committee many times at the time.

The United States is the world’s most open major market. A
large share of the Caribbean Basin’s exports to the United States
already enter duty-free. Petroleum accounts for almost 60 percent
of our imports from the region. In 1982, 70 percent of our nonpetro-
leum imports from the Caribbean Basin entered duty-free and 16
percent of these nonpetroleum imports entered under the GSP. But
the GSP is due to expire next year. While the administration -
strongly supports the extension of GSP, it contains competitive
need restrictions and product exclusions which limit its usefulness
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as a stimulus to broad-based recovery by the small Caribbean Basin
countries. The products that would be extended duty-free entry as
a result of the proposed CBI legislation comprised only one-quarter
of 1 percent of U.S. imports in 1982—0.26 percent. Yet these prod-
ucts represent an important area of potential new production for
the Caribbean Basin countries.

I would like to mention briefly, Mr. Chairman, a section of this
bill that was not included when I addressed this committee last
August on this legislation. I refer to the convention tax deduction.
This provision recognizes the vital importance of tourism and
travel to the economies of many Caribbean Basin nations. I should
emphasize that this provision would simply grant Caribbean Basin
conventions tax status equal to that presently enjoyed by Mexico,
Canada, and Jamaica. In our consultations with Caribbean Basin
business and Government leaders, they have frequently cited the
disadvantageous present tax .reatment of Caribbean Basin conven-
tions as being an obstacle to the recovery of their travel industries.
We should also keep in mind that many American travel dollars
spent in the Caribbean Basin come back via U.S.-owned airlines,
hotels, and recreation facilities.

Let me reiterate, Mr. Chairman, the important role that Puerto
Rico and the U.S. Virgin Islands have in the Caribbean Basin Ini-
tiative. Since the early days of this administration, we have con-
sulted closely with the governments of Puerto Rico and the U.S.
Virgin Islands to fashion the initiative in a way that would foster
the development of the U.S. Caribbean. The legislation reflects that
in several ways. It liberalizes duty-free imports into the United
States from insular possessions. It explicitly permits industries in
Puerto Rico and the U.S. territories to petition for relief under the
safeguard provisions of U.S. trade law. It also modifies environmen-
tal restrictions on the U.S. Virgin Kklands rum industry, and con-
structs the rules of origin requirements to encourage the use of
products of Puerto Rico and the U.S. Virgin Islands. That’s in the
local origin percentage provision. An important provision would
transfer excise taxes on all imported rum to the treasuries of
Puerto Rico and the U.S. Virgin Islands. In sum, the facilities,
skills, and people of Puerto Rico and the U.S. Virgin Islands are a
major component of our development cooperation efforts elsewhere
in the Caribbean Basin.

The political dimension of Caribbean Basin progress is of great
and ultimate importance to us. We do not seek clients, Mr. Chair-
man. Our goal is a region of independent countries in which people
can choose their leaders and their own path to economic and social
progress. We are confident that will produce societies and regimes
which are not hostile to us. That same belief underlies the strong
commitment of the other democracies in the region to the Caribbe-
an Basin Initiative. Together with Mexico, Venezuela, Colombia,
Canada, and the region’s other democratic governments, we seek to
encourage economic and social reforms which address the real
grievances of various sectors of the population of Central America
and the Caribbean countries.

Stability in societies based on free association rather than coer-
cion must depend on addressing people’s right to own their own
land. They must be able to organize in cooperatives and unions to
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promote their economic interests. And they must be able to exer-
cise their political rights, free of intimidation. That is the course
we encourage through our support in the Caribbean Basin region.
That is also the course which the peoples in the region seek—as
they have shown repeatedly in their political life.

The Caribbean Basin Initiative is solidly grounded in the tradi-
tions and values of both this country and the Caribbean Basin
region. It is a strong and multilateral effort in which the U.S. Gov-
ernment has cooperated and consulted with the Governments of
Canada, Venezuela, Mexico, and Colombia, with the other donor
countries, and with the international financial institutions. The
proposals before this committee are the result of extensive discus-
sions with business and government leaders in the Caribbean Basin
region about the obstacles to their own economic revival. The focus
of our efforts is on the private sector, which must be the engine of
a lasting economic growth.

The nations of the Caribbean Basin are counting on us. It is now
over a year since President Reagan outlined his Caribbean Basin
Initiative proposals before the OAS. Those proposals were warmly,
even enthusiastically received by most government, labor, and pri-
vate sector leaders in the region. For those in the Caribbean Basin
countries who believe in cooperation with the United States, in plu-
ralistic democracy and private enterprise, the announcement of the
initiative demonstrated that the United States realizes the impor-
tance -of urgent and far-reaching action to promote the region’s
prosperity. They were bitterly disappointed that this legislation did
not reach the Senate floor during the last Congress. If we fail to
act now, our inaction will be interpreted as lack of interest and a
broken promise. It would undercut moderate leaders in the region
who have geared their policies to cooperation with the United
States, and to serious efforts for economic development and democ-
racy. It would extinguish the hopes that have been raised in the
region that the United States is willing to give significant help to
foster economic and social progress in the Caribbean Basin.

I am confident, Mr. Chairman, that after careful examination,
this committee and the Senate will recognize that this legislation is
important to the interests of the Uni‘ed States and the Caribbean
Basin countries. I strongly urge favorable action.

I thank you, Mr. Chairman, for hearing me out. I appreciate it
very much.

The Chairman. Thank you, Mr. Secretary.

[The prepared statement of Hon. George P. Shultz follows:]
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Thank you Mr. Chairman.

~
I welcome this opportunity to continue our dialogue on the

Caribbean region and specifically the Caribbean Basin Econonic
Recovery Act. The legislation we have proposed is a far-sighted
response to a deepening economic and social crisis troubling
some of our closest neighbors. It deserves to become law this

year -- the sooner this year, the better.

Our Vital Interests

Let me begin by reviewing our own vital interests in the
Caribbean Basin. The Caribbean is an unfenced neighborhood that
we share with 27 island and coastal nations. Their security and
economic well-being have a direct.impact on our own strategic

and economic interests.

We do not have to go to Miami to come in daily contact
with people born in the Caribbean region or to appreciate the
rapid impacec of turmoil there on our own society. In fact, our
country has become a safehaven for thousands upon thousands of
Caribbean citizens who pin their hopes for a better life on a
dangerous, uncertain and clandestine migration to this country.
As a result, the Basin area is now the second largest source of

illegal immigration to the United States.

21-491 0—83——5
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This situation will not improve until the nations of the
Caribbean Basin are better able to offer their people

opportunities to build secure, productive lives at home.

Economically, the Caribbean Basin region is a vital
strategic and commercial artery for the United States. Nearly
half our trade, three quérters of our imported oil, and over
half our imported strategic minerals pass through the Panama
Canal or the Gulf of Mexico. If this region should become prey
to social and economic upheaval, and dominated by regimes
hostile to us, the consequences for-our security would be

immediate and far-reaching.

The heaith of the Caribbean economies also affects our
economy. The area is now a $7 billion market for U.S. exports.
Thousands of American jobs were lost when our exports to the
region fell $150 million last year as income in the region
declined. A large portion of the debt of Caribbean countries is
owed to banks in this country. At the end of 1981, U.S. direct

investment in the region was approximately $8 billion.

The Caribbean Basin Economic Recovery Act is the cornerstone
of our effort to come to grips with these issues. This
legislation recognizes the critical relationship between

economic development and political stability.
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It is designed to promote self-sustaining economic growth, to
enable countries in the region to strengthen democratic
institutions and to implement political, social and economic
reforms. Ultimately, its purpose is to help restore the faith
of people of the region in their countries' ability to offer

them hope for a better future.

Economic Problems

The societies of the Caribbean Basin republics are
undergoing inevitable change that puts them under considerable
stress. Declining employment in agriculture, high birth rates
and slow creation of urban jobs have diminished hopes for
combatting poverty and caused appalling rates of unemployment,
especially among the young. Youth unemployment in Jamaica, for
example, is estimated to be 50%. Without dramatic increases in
investment to improve living standards and to create jobs,
riging crime and urban instability will create a downward spiral
of social disintegration. And because the Caribbean economies
are so small, new investment, domestic as well as foreign, will

not take place without assured access to outside markets.

The diminutive size of individual Caribbean markets --
averaging just one and a half million people, with 16 countries

under a half million -~ makes them uniquely'dependent on the

outside world in ways we can only dimly imagine.
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The national incomes of most Caribbean Basin countries are less
than that of a U.S. metropolitan ;rea of 300,000 people, such as
Omaha, Nebraska or Charlotte, North Carolina. Dominica, for
example, with a population of only 80,000, is the least
developed country in the Eastern Caribbean. It is also one of
the most democratic and pro-Western. If small, vulnerable
economies like Dominica are to be at all viable, they must have
access to bigger markets. In Central America where the
economies tendrto be a bit larger, the disruptions in recent
years of the Central American common market have made econonies
such as Costa Rica much more dependent on markets outside its
region. As long as they are limited to production for their
small and poor domestic markets, the small economies of the
Caribbean Basin cannot diversify their economies. Nbr can they
develop the expertise and efficiency needed to become prosperous

international traders.

We recognize, Mr. Chairman, that the Caribbean Basin
economies will always be dependeht to some degree on markets
outside the region. But developments of the past few years have
had a devastating impact. Prices of the non-oil commodities the
Cazibbean.regublics export =-- sugar, coffee, bananas, bauxite -~
have fallen drastically. And this is at a time when they are
still struggling to cope with the massive increases of the 1970s
in the price of their most basic import: oil. Recession in the

United States has caused a steep drop in revenue from tourism.
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Foreign debt has mounted to increasingly burdensome levels. The
withering of government revenues has stopped or delayed
development projects. Real per capita incomes have declined

throughout most of the Basin region.

All this adds up to a massive problem: the governments of
the Caribbean republics must.find ways to assure socio-political
stability and revive economic growth while also accommodating
rapid internal change. Their success or failure in meeting this

challenge will greatly affect the environment in which we live,

The Challenge/The Alternatives

The United States thus has a vital stake in helping its
Caribbean neighbors pursue their goal of open societies and
growing economies through productive exchange with us and the
rest of the world. The Administration has approached this task
with full recognition that we have great assets and advantages

when it comes to supporting democratic development.
J
This becomes most clear when we look at the alternatives.

One alternative is the closed solution: the society which,
" while not a viable economy, turns in on itself and enforces by
fiat the distribution of the limited economic benefits a small

economy can generate itself or receive in aid.
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This is a recipe for totalitarian force ~- because people will
not t;ke it willingly -~ and economic stagnation. It is the
Cuban solution. It poses continuing threats to our interests in
this hemisphere which we have had to counter for the last 20

years.

A second alternative is dec;ine of the population to the
level which a small economy can support on its own. With the
young populations and high birthrates of these countries, this
alternative entails massive emigration from the Caribbean Basin
region. Our country is inevitably the preferred destination.
As much as we welcome the rich contribution of the regiori's
immigrants to our own life, massive immigration is not what we
want. Nor is it what the countries of the region want. That is

not at issue. Nor is it the only reason we care.

The President's proposed legislation supports a third
alternative, democratic development. This is the only
alternative that meets our vital self interests and our natioﬂfs
long tradition as a source of étogtess and hope—in the world.
Politically, the people of these societies have shown they want
a voice in their own fate and that they reject totalitarian
formulas. Two-thirds of the governments of the region have
democratically elected governments. Significant progress toward

democracy is occurring in others as well, despite the obstacles.
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Democracy represents.a set of values that virtually all the
peoples of the region see as sympathetic to their own
aspirations. The Cuban and now Nicaraguan models stand as
clear demonstraticns of both political repression and economic

failure. ..

Economicaliy we have the assets that can be ultimately
decisive in the orientation of Caribbean development. We
represent a market economy that works, a natural market for
Caribbean exports,.the major source of private investment in

the region and the management and technology that come with it.

The Caribbean initiative of the Administration is an
imaginative and comprehensive approach to bringing these assets
to bear on the probléms of our Caribbean neighbors. It is a
forward-looking effort to boost both development and stability.
Because it builds oniprivate resources and enterprise, it has
the potential to deal wiéh their deep economic plight in a
fundamental way. Because it can help to ease delicate social.
and political transitions before they create security problems
of an international dimension. it is a program to get ahead of

history, instead of just countering its unwelcome effects.

The Caribbean Basin Program

Our program is part of a major multilateral effort. Other
higher income countries of the region are also increasing their

efforts significantly.
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Canada has embarked on a 5-year program for the area providing
— . over 5500 million. Canada currently provides duty-free

treatment or preferential access for 98 per cent of its imports

from the Caribbean Basin. Mexico and Venezuela, despite their

own financial difficulties, are continuing concessional credits
go therfegion through their §i1 facility. Venezuelan financial
support has been over $2.5 billion in the last 5 years.
Colombia is initiating technical assistance of up to $50
million, new credit lines of $10 million per country and

additional balance of payments financing and a trust fund for

less developed countries of the Eastern Caribbean.

The collective efforts of these democracies are a strong
encouragement to open societies and democratic development in

the region. But success would be imperiled without us. Our

full participation is vitally needed.

The U.S. contribution integrates three types of mutually
reinforcing economic measures -- trade opportunities, tax
incentives and aid. The program has been developed in
continuing consultation with the governments and the private

sectors of the regions. It reflects their own priorities and

assessment of their needs.
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As you know, we were able to make a start on our Caribbean
e;onomic initiatives last summer, when the Congress approved an
emergency supplemental aid package of $350 million -- a key
element in the President's original CariSbean Basin program.
Our aid requests for both FY 83 and FY 84 reflect the new
higher priority we have given to the Caribbean Basin area in
the allocation of our scarce economic assistance resources. As
a percentage of c¢ur overall economic assistance budget,
assistance to the Caribbean region will double in FY 83 and 84,

over FY 80, from 6.6% authorized in 1980, to 13.6% proposed in

FY 84.

Most of the $350 million appropriated last year has been
obligated for use bf the private sector in those countries with
the most serious financial problems. This assistance has
helped many established, productive private firms continue to
obtain needed raw materials and equipment from the United
States. In addition, it has provided critical support for

balance of payments problems and infrastructure projects in the

small, least developed countries.
We have also been able to use a portion of these funds to
support training and scholarship opportunities for individuals

from the Caribbean region with leadership potential.
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These opportunities support our goal of transferring‘knowledge
and skills, enhancing economic cooperation among nations of the
region and strengthening political ties between recipient
countries and the United States. We are currently offering
1300 scholarships each year. As new money 's available, the
number of scholarship recipients will continue to increase.
These programs have high development, economic and political
impact and are a key elemént in our assistance to the Caribbean

Basin region.

But as the President said when he requested that emergency
CBI appropriation, financial assistance-is only a short-term
remedy. Indeed, financial assistance and devgiopment projects
will be wasted if the development process is not a broad-based
and integrated process. We believe that such development can
only be achieved through a strategy which encourages private
initiative and investment.

The U.S. Market

The key to new production and employment in the Caribbean
is assured access to its natural market in this country.
Suppliers in the Caribbean need help to get started in the
competition with larger more experienced and =2stablished
producers elsewhere. That suggests a bold solution that

reinforces the natural pole of attraction of the U.S. market.
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The President's proposal to grant duty-free entry to
Caribbean Basin products for a 12-year period is the center
piece of the Caribbean Basin Initiative. It can provide a
decisive boost to Caribbean development. The proposal is
dramatic and simple. It offers long-term economic benefits of
free trade and the immediate impact of a major political
commitment to the region. By assuring duty-free access to the
vast U.S. market, this measure will provide strong and
continuing incentives for investment, innovation and

risk-taking in Caribbean countries.

As I have pointed out, Mr. Chairman, the domestic economies
of most Caribbean Basin nations are simply too small to permit
the diversification essential for non-inflationary growth. An
opening of the U.S. market to the non-traditional products of
these countries will provide import;nt opportunities to develop
new production and an incentive to produce more efficiently.
Increased and diversified production will mean higher wages, a
'§frengthened.middle class, more resources available for

education and health -~ and more demand for raw materials,

equipment and finished goods from the United States.

I recognize, Mr. Chairman, that these are difficult
economic times in our own country. Understandably, there is
concern over the impact this legislation will have on workers

in the United States.



—

72

I am convinced that the impact on our economy will be positive.

Because the Caribbean countries are so closely linked to our

economy, our sales to them will grow apace with their economies.
— .

Excluding petroloum trade, we have a $2 billion t:ade surplus

with the Caribbean Basin, and are already the major trade partner

of most countries there. A stronger Caribbean Basin will be an

even better and more reliable customer for U.S. products. As

__countries in the region produce more, they will import more.

American workers will share in the fruits of that growth.

The Caribbean Basin economies are equal to only 2 percent of
our GNP, and our imports from the region are less than 4 percent
of our total imports. Imporrs not already entering duéy-free are
an even smaller percentage. Therefore, even a significant
increase in Caribbean Basin production and exports will not have
a significant negative impact on our economy. And if American
industries are injured by Caribbean imports, they have the remedy
of seeking relief under the safeguard provisions of the 1974

Trade Act.

The United States is the world's most open major market.
A large share of the Caribbean Basin's exports to the U.S.
already enter duty-free. Petroleum accounts for almost 60
percent of our imports from the region. 1In 1982, 70 percent of
our non-petroleum imports from the Caribbean Basin entered

duty-free.
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Sixteen percent of these non-petroleum imports entered under
GSP. . But GSP is due to expire next year. While the
Administration strongly supports the extension of GSP, it
contains competitive need restrictions, and product exclusions
which limit its usefulness as a stimulus to broad-based
recovery by the small paribbean Basin countries. The products
that would be extended duty-free entry as a result of the
proposed CBI legislation comprised only one-quarter of one
percent of U.S. imports in 1982. Yet these products represent

an impdrtant area of potential new procduction for the Caribbean

Basin countries.

I would like to mention briefly, Mr. Chairman, a section of
this bill that was not included when I addressed this Committee
last August on this legislation. I refer to the convention tax
deduction. This provision recognizes the vital importance of
tourism and travel to tﬁe economies of many Caribbean nations.
I should emphasize that this provision would simply grant
Caribbean Basin conventions tax status equal to that presently
enjoyed by Mexico, Canada, and Jamaica. In our consultations
with Caribbean Basin business and government leaders, they hLave
frequently cited the disadvantageous present tax treatment o!
Caribbean conventions as being an obstacle to the recovexry ot
their travel industries. We should also keep in mind that many

American travel dollars spent in the Caribbean come back via

U.S.-owned airlines, hotels and recreation facilities. .
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Let me reiterate, Mr. Chairman, the important role that
Puerto Rico and the U.S. Virgin Islands have in the Caribbean
Basin Initiative. Since the e;rliest days of this
Administration, we have consulted closely with the governments
of Puerto Rico and the\U.S. Virgin Islands to fashion the
Initiative in a way that would foster the development oé the
U.S. Caribbean. The legislation reflects that in several
ways. It liberalizes duty-free imports into the United States
from insular possessions. It explicitly permits industries in
Puerto Rico and United States territories to petition for
relief under the safeguard provisions of United States trade
law. It also modifies environmental restrictions on the U.S.
Virgin Islands rum industry and constructs the rules-of-origin
requirementgﬁto encourage thé use of products of Puerto Rico
and the U.S. Virgin Islands. An important provision would
transfer éxcise taxes on all imported rum to the treasuries of
Puerto Rico and the U.S. Virgin Islands. In sum, the
facilities, skills, and people of Puefgo Rico and the U.S. -
Virgin Islands are a major component of our development

cooperation efforts elsewhere in the Caribbean.

The Political Dimension
The political dimension of Caribbean progress is of great
and ultimate importance to us. We do not seek clients, Mr.

Chairman.
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Our goal is a region of independent countries in which people
can choose their leaders and their own path to economic and
social progress. We are confident that will produce societies
and regimes which are not hostile to us. That same belief
underlies the strong commitment of the other democracies in the
region to the Caribbean Initiative. Together with Mexico,
Venezuela, Colombia and the region's other democratic
governments, we seek to encourage economic and social reforms
which address the real grievances of various sectors of the

Fopulation of Central America and Caribbean countries.

Stability in societies based on free association rather
than coercion must depend on addressing people's right to own
their own land. They must be able to organize in cooperatives
and unions to promote their economic interests. And they must
be able to exercise their political rights, free of
intimidation. That is the course we encourage through our
support in the Caribbean Basin region. That is also the course
which the peoples of the region seek -- as they have shown

repeatedly in thei. own political life.

Conclusion
The Caribbean Basin Initiative is solidly grounded in the

tradition and values of both this country and the Caribbean

region.
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It is a strong and multilateral effort in which the United
States government has cooperated and consulted with the
governments of Canada, Venezuela. Mexico, and Colombia, with
other donor countries and with the international financial
institutions. The proposals before this Committee are the
result of extensive discussions with business and government
leaders in the Caribbean Basin region about the obstacles to
their economic revival. The focus of our efforts is on the

private sector, which must be the engine of a lasting economic

growth.

The nations of the Caribbean Basin are counting on us. It
is now over a year since President Reagan outlined his
Caribbean Basin Initiative proposals before the 0.A.S. Those
proposals were warmly, even enthusiastically received by most
government, labor, and private sector leaders in the region.
For those in the Caribbean Basin countries who believe in
cooperation with the United States, in pluralistic democracy
and private enterprise, the announcement of the Initiative
demonstrated that the United States realizes the importance
of urgent and far-reaching action to promote the region's
prosperity. They were bitterly disappointed that this
legislation did not reach the Senate floor during the last
Congress. If we fail to act now, our inaction will be

interpreted as lack of interest and a broken promise.
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It would undercut moderate leaders in the region who have
geared their policies to cooperation with the United States and
to serious efforts for economic development and democracy. It
would extinguish the hopes that have been raised in the region4
that the United States is willing to give significant help to

foster economic and social progress in the Caribbean Basgin.

I am confident, Mr. Chairman, that after careful
examination, this Committee and the Senate will recognize that
this legislation is important to the interests of the United
States and the Caribbean Basin countries. I strongly urge

favorable action.

The CHAIRMAN. If it is satisfactory, Mr. Secretary, we would like
to hear from Ambassador Brock and Secretary Chapoton, if you
have that much time.

Secretary SHULTZ. Fine.

The CHAIRMAN. Ambassador Brock.

STATEMENT OF AMBASSADOR WILLIAM E. BROCK, U.S. TRADE
REPRESENTATIVE

Ambassador BrRock. Thank you, Mr. Chairman.

I first of all appreciate the interest of this committee on the sub-
ject, and the willingness to provide this kind of consideration. Per-
haps I speak from a biased point of view, but I don’t believe there
is a more thoughtful committee in the Congress than this one, and
one that is more economically well-rooted. And that's the essence
of our message on this particular initiative.

I also am grateful for the chance to reiterate the Department’s
commitment to fostering development in a region which has experi-
enced more than its share of economic distress and hardship in the
past decade. I think it’s important to notice that the consideration
of the Congress in this matter has been most helpful because it has
allowed it to put our concern for the economic and political turmoil
we are all observing in the Caribbean into clear focus.

Mr. Chairman, today and in the days immediately following this
hearing, I hope that we will be able to complete our work on this
legislation, and that you will join with us in implementing the Ca-
ribbean Basin Economic Recovery Act.

You will recall that my office presented testimony on the Carib-
bean Basin Initiative last August. I appeared again before this com-
mittee last November and again in December during the special
session. Our presentations always return to the question of how the
Caribbean Basin Initiative would advance our own national inter-
ests as well as the interests of the potential beneficiaries.

2]-491 O—83—6
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We began our testimony last August by saying that the Caribbe-
an Basin Initiative wou{d help to alleviate the root causes of
human misery, the kind of misery which has stimulated a major -
and sustained flow of people from the Caribbean Basin into the
United States. We recalled the importance of the initiative as the
most effective means of promoting long-term self-sustaining eco-
nomic growth, growth which would reduce the need for future as-
sistance from the United States, and which would let us expand
our sales of U.S. manufactured and agricultural products in a
region hungry for the goods and services of their industrial neigh-
bors; primarily, the United States.

The initiative was still a promise during the year of 1982, a year
in which 3 to 6 million people living in the Caribbean Basin were
living on family incomes at or below the level we would call ‘“mini-
mum subsistence’’; a year in which regional economic activity con-
tinued to decline, so much so that we believe there was a net disin-
vestment in manufacturing enterprises among the 28 potential
beneficiaries; a year in which the region’s most important export
earning commodities faired poorly in world markets, leaving many
of our Caribbean neighbors with staggering rates of rural unem-
plc’?'ment and an all but moribund agribusiness sector.

he administration had estimated a balance of payment shortfall
for this region of $800 million in 1982. The actual shortfall was $1
billion. For 1983, we are estimating a shortfall of $1.2 billion. The
debt-ridden of this group was $22 billion at the end of 1982, with
debt-service amounting to $2.5 billion annually or more than 25
percent of their total export earnings.

Because of the accelerating decline in business activity in the Ca-
ribbean Basin during 1982, marked as it was by the staggering de-
cline in sales to the United States of $700 million, U.S. exports to
the region dropped by $155 million. Mr. Chairman, this is a most
disturbing statistic because the Caribbean Basin has demonstrated
preference for U.S. goods. But scarce foreign exchange can nullify
the benefits of favorable access no matter how competitive are
one’s industries.

Let me conclude this profile of Caribbean economic performance
by noting that we estimate that illegal immigration from the Ca-
ribbean within the last 3 years imposed a financial and structural
burden on the U.S. economy, which, if quantified, would amount to
well in excess of $1 billion

The economic situation, then, continues to deteriorate in the
area. And this cannot but have a measurable negative effect on the
economic performance of this Nation, our own Nation, during the
next 12 months and into the 1980’s. While recovery in our own
country is underway, I am concerned that there remain global
drags on the pace of recovery. Business investment in the Americas
should be viewed in this country with the same seriousness as our
European {riends view investment in the Mediterranean Basin, or
the Japanese view their investment in the Pacific rim. It should
not be forgotten that the future economic dynamism of the United
States is and must be a part of a global dynamism. Slow or nega-
tive growth in a region which is in so many respects tied to our
economic, social and political environment will prevent us from
reaching our maximum potential.
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As the committee is aware, the CBI grew out of a multilateral
commitment to give special attention to the problems of this
region. At this time, I cannot emphasize enough the importance of
the CBI to the process of strengthening and expanding regional co-
ogeration. The CBI was constructed with particular attention on
the principle and positive practical and political effect of multilat-
eral burden sharing among our fellow regional donor countries of
Mexico, Canada, Venezuela, and Colombia, and among the devel-
oped major donors which include the European community and
Japan. The realities of burden sharing sometimes involve difficult
political and economic decisions. Mexico and Venezuela, for exam-
gle, continue, despite their own adversity, to provide the Caribbean

_Basin with very attractive concessional financing under their San
Jose oil facility, at the same time that they are implementing stiff
austerity measures at home.

Mr. Chairman, we have lost valuable time in the implementation
of the CBI It has been estimated that investment decisions
amounting to the equivalent of $40 to $50 billion were made bX
firms with headquarters in one of the OECD countries last year.
quarter of this total has been earmarked for investment in one or
another of the developing countries. The capital-starved nations of
the Caribbean are acutely aware that their opportunity to compete
for this investment is closely linked to perceptions of how serious is
our national commitment to an improved economic partnership
with them.

The opportunities offered by the CBI to many different t of
investors have naturally broadened the scope of commercial inter-
est in the region. The Commerce Department estimates that at
least 50 percent of business inquiries received since the establish-
ment of the Caribbean Basin Information Center are from poten-
tial investors who became interested in the region because of the
unmistakable priority which the President of the United States has
attached to building a more substantial long-term economic part-
nership with these nations. If the interest that has been generated
over the past 12-months is to be translated into firm commitments
for investment in the region, it is essential that Congressional con-
cern for this region and its problems be translated into legislative
action. We have achieved part of our purpose—a more serious com-
mercial attention to the opportunities in the Caribbean. Now we
must catalyze capital flow to the Caribbean region by implement-
ing the trade and tax elements of the initiative on the basis of bi-
partisan action and approval by the Congress. The 12 year term of
the CBI's trade benefits were selected because it conforms to the
average payback period for the types of investments which can be
implemented in these small economies. .

e first signs of revitalized economic activity in the region will
be new orders for machinery and other producer goods, which must
be imported into the region to put new or e:;?andilr\xdg enterprises
into an internationally competitive position. Now, Mr. Chairman
(eimd en:;gmen, those are going to be by and large American pro-

uced goods.

Annual U.S. shipments of capital goods to the Caribbean region
have run as high as $2.5 billion in recent years. On a per capita
basis, the Caribbean Basin nations import more machinery and
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capital goods from the United States than does any other develop-
ing country region. This brings me back to the point I made earlier
about the relationship between economic activity in this country
and the health of the Caribbean Basin countries. The under-cap-
italized, structurally primitive economies of the Caribbean look
northward for the tools of economic revitalization, and we will rob
ourselves of vital new export orders if our approach to the Caribbe-
an Basin is bereft of any recognition for our immediate commercial
stake in their economic recovery.

Increased duty-free treatment will provide tangible benefits for
products engineered and produced by our high technology indus-
tries. These industries have had a successful experience in the Ca-
ribbean, which has yielded benefits to all those who depend upon
their earning power in this country. The CBI rules of origin pro-
posed by the House Ways and Means Committee and incorporated
in the present proposal, offer benefits to our high technology indus-
tries and the beneficiaries, since it recognizes that the high-value
material inputs sources in the United States make it difficult for
the Caribbean to meet a 35-percent direct processing requirement.
Under the new rule, U.S. inputs can be counted toward meeting
the requirement, but only up to 15 percent of the value criteria.
We believe this is a simple but direct means of advancing a syner-
gistic relationship between the private sectors of the beneficiaries
and the United States.

The integrated measures of the Caribbean Basin Initiative are di-
rected toward what both donors and beneficiaries mutually believe
to be the medium- and long-term needs of the Caribbean. They are
measures which will facilitate the basin playing a broader role in
the inter-American trading system. They are measures which pro-
mote a self-help outlook for a region that repeatedly has made it
known that it seeks to build its way back to a brighter future on
the basis of a meaningful economic partnership with its neighbors
in the Americas, and in particular, with the United States.

Thank you.

The CHAIRMAN. Ambassador Brock, thank you.

: [Tlie prepared statement of Ambassador William E. Brock fol-
OWS:
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STATEMENT OF AMBASSADOR WILLIAM E. BROCK
UNITED STATES TRADE REPRESENTATIVE
BEFORE THE
SENATE COMMITTEE ON FINANCE

- APRIL 13, 1983

CHAIRMAN DoLE AND MeMBERS OF THE COMMITTEE:

ON BEHALF OF THE PRESIDENT, WHO HAS SOUGHT YOUR SUPPORT FOR A
PROGRAM OF SUBSTANTIVE, FUTURE-ORIENTED MEASURES, | WISH TO
THANK YOU FOR THIS OPPORTUNITY TO REINFORCE THE ADMINISTRA-
TION'S DEDICATION TO ALLEVIATING THE PROBLEMS OF ECONOMIC
DEVELOPMENT IN A REGION WHICH HAS EXPERIENCED MORE THAN ITS
SHARE OF ECONOMIC DISTRESS FOR MORE THAN A DECADE, CONGRES-
SIONAL CONSIDERATION HAS BEEN MOST USEFUL BECAUSE IT HAS
ALLOWED US TO PUT OUR CONCERN FOR THE ECONOMIC AND POLITICAL
TURMOIL THAT WE ARE ALL OBSERVING IN THE CARIBBEAN INTO
CLEARER FOCUS. MR. CHATRMAN, TODAY AND IN THE DAYS IMMEDIATELY
FOLLOWING THIS HEARING, | HOPE THAT WE WILL BE ABLE TO CONCLUDE
OUR WORK ON THIS LEGISLATION, AND THAT YOU WILL JOIN WITH US

IN IMPLEMENTING THE CARIBBEAN BAsin Economic Recovery AcT.
You WILL RECALL THAT MY OFFICE PRESENTED TESTIMONY ON THE
CARIBBEAN BasIN Economic Recovery AcT LAST AugusT 2 AND 1
APPEARED BEFORE THIS COMMITTEE ON THIS LEGISLATION LAST
NOVEMBER, AND AGAIN IN DECEMBER, DURING THE SPECIAL SESSION.
OUR PRESENTATIONS ALWAYS RETURN TO THE QUESTION OF HOW THE
CARIBBEAN BASIN INITIATIVE WOULD ADVANCE QUR NATIONAL INTERESTS
AND THE INTERESTS OF THE POTENTIAL BENEFICIARIES. _
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We BEGAN OUR TESTIMONY LAST AUGUST BY SAYING THAT THE CARIBBEAN
BASIN INITIATIVE WOULD HELP TO ALLEVIATE THE ROOT CAUSES OF
HUMAN MISERY - THE KIND OF MISERY WHICH HAS STIMULATED A
MAJOR AND SUSTAINED FLOW OF PEOPLE FROM THE CARIBBEAN BAsIN
INTO THE UNITED STATES, WE RECALLED THE IMPORTANCE OF THE
INITIATIVE AS THE MOST EFFECTIVE MEANS OF PROMOTING LONG-TERM
SELF-SUSTAINING ECONOMIC GROWTH: GROWTH WHICH WOULD REDUCE
THE NEED FOR FUTURE ASSISTANCE FROM THE UNITED STATES; AND
WHICH WOULD LET US EXPAND OUR SALES OF U.S. MANUFACTURED AND
AGRICULTURAL PRODUCTS IN A REGION HUNGRY FOR THE GOODS AND
SERVICES OF THEIR INDUSTRIAL NEIGHBORS,

THE INITIATIVE WAS STILL A PROMISE DURING THE YEAR OF 1982, A
YEAR IN WHICH THREE TO SIX MILLION PEOPLE LIVING IN THE
CARIBBEAN BASIN WERE LIVING ON FAMILY INCOMES AT OR BELOW THE
LEVEL WE WOULD CALL “MINIMUM SUBSISTENCE;” A YEAR IN WHICH
REGIONAL ECONOMIC ACTIVITY CONTINUED TO DECLINE, SO MUCH SO
THAT "WE BELIEVE THERE WAS A NET DISINVESTMENT IN MANUFACTURING
ENTERPRISES AMONG THE 28 POTENTIAL BENEFICIARIES; A YEAR IN
WHICH THE REGION’S MOST IMPORTANT EXPORT-EARNING COMMODITIES
FAIRED POORLY IN WORLD MARKETS, LEAVING MANY OF OUR CARIBBEAN
NEIGHBORS WITH STAGGERING RATES OF RURAL UNEMPLOYMENT AND AN
ALL BUT MORIBUND AGRIBUSINESS SECTOR.,
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THE ADMINISTRATION HAD ESTIMATED A BALANCE-OF-PAYMENTS SHORTFALL
FOR THIS REGION OF $800 MILLION IN 1982, THE ACTUAL SHORTFALL
was $1,0 BILLION, FOR 1983, WE ARE ESTIMATING A SHORTFALL OF
$1.2 BILLION, THE DEBT-BURDEN OF THIS GROUP WAS $22 BILLION AT
THE END OF 1982, WITH DEBT-SERVICE AMOUNTING TO $2.5 BILLION,

OR MORE THAN 25 PERCENT OF THE REGION’S EXPORT EARNINGS,

BECAUSE OF THE ACCELERATING DECLINE IN BUSINESS ACTIVITY IN -
THE CARIBBEAN BASIN DURING 1982, MARKED AS IT WAS BY THE
STAGGERING DECLINE IN SALES TO THE UNITED StATES oF $700

MILLION, U.S. EXPORTS TO THE REGION DROPPED BY $155 MILLION,

MR, CHAIRMAN, THIS IS A MOST DISTURBING STATISTIC BECAUSE OF

THE CARIBBEAN BASIN’S DEMONSTRATED PREFERENCE FOR U,S. GooDs.

BUT SCARCE FOREIGN EXCHANGE CAN NULLIFY THE BENEFITS OF

FAVORABLE ACCESS, NO MATTER HOW COMPETITIVE ARE ONE'S INDUSTRIES,

LET ME CONCLUDE THIS PROFILE OF CARIBBEAN ECONOMIC PERFORMANCE
BY NOTING THAT WE ESTIMATE THAT ILLEGAL IMMIGRATION FROM THE
CARIBBEAN WITHIN THE LAST THREE YEARS IMPOSED ; FINANCIAL AND
STRUCTURAL BURDEN ON THE U.S, ECONOMY, WHICH, IF QUANTIFIED,
AMOUNTED TO WELL IN EXCESS OF $1 BILLION,

THE ECONOMIC SITUATION IN THE CARIBBEAN CONTINUES TO DETIORATE.
AND THIS CANNOT BUT HAVE A MEASURABLE NEGATIVE EFFECT ON THE
ECONOMIC PERFORMANCE OF THIS NATION DURING THE NEXT TWELVE
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MONTHS, AND INTO THE 80’'s. WHILE RECOVERY IN THIS NATION IS
UNDERWAY, | AM CONCERNED THAT THERE REMAIN GLOBAL "DRAGS” ON
THE PACE OF RECOVERY, BUSINESS INVESTMENT IN THE AMERICAS
~-SHOULD BE VIEWED IN THIS COUNTRY WITH THE/EAME_SERIOUSNESS

AS OUR EUROPEAN FRIENDS VIEW INVESTMENT IN THE MEDITERRANEAN
BASIN, OR AS OUR JAPANESE FRIENDS REGARD THE PACE OF INVESTMENT
ALONG THE PACIFIC RIM, [T SHOULD NOT BE FORGOTTEN THAT THE
FUTURE ECONOMIC DYNAMISM OF THE UNITED STATES IS AND MUST BE

A GLOBAL DYNAMISM, SLOW OR NEGATIVE GROWTH IN A REGION WHICH
IS IN SO MANY RESPECTS TIED TO OUR ECONOMIC, SOCIAL, AND
POLITICAL ENVIRONMENT WILL PREVENT US FROM REACHING OUR
MAXIMUM POTENTIAL. - B

As THE COMMITTEE 1S AWARE, THE CBI GREW OUT OF A MULTILATERAL
COMMITMENT TO GIVE SPECIAL ATTENTION TO THE PROBLEMS OF THIS
REGION, AT THIS TIME, [ CANNOT EMPHASIZE ENOUGH THE IMPORTANCE
oF THE CBI TO THE PROCESS OF STRENGTHENING AND EXPANDING
REGIONAL COOPERATION., THE (Bl WAS CONSTRUCTED WITH PARTICULAR
ATTENTION TO THE PRINCIPLE AND POSITIVE PRACTICAL EFFECTS OF
MULTILATERAL BURDEN SHARING - AMONG OUR FELLOW REGIONAL DONOR
COUNTRIES OF MeExico, CANADA, VENEZUELA, COLOMBIA - AND AMONG
THE DEVELOPED COUNTRY DONORS GROUP WHICH INCLUDES THE EUROPEAN
~ CoMMUNITY AND JAPAN, THE REALITIES OF BURDEN SHARING SOMETIMES
INVOLVE DIFFICULT POLITICAL DECISIONS. MEXICO AND VENEZUELA,
FOR EXAMPLE, CONTINUE TO PROVIDE THE CARIBBEAN BASIN WITH VERY
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ATTRACTIVE CONCESSIONAL FINANCING UNDER THEIR “SAN JOSE” oIL
FACILITY, AT THE SAME TIME THAT THEY ARE IMPLEMENTING STIFF
AUSTERITY MEASURES AT HOME,

MrR. CHAIRMAN, WE'VE LOST VALUABLE TIME IN THE IMPLEMENTATION

ofF THE CBI. IT HAS BEEN ESTIMATED THAT INVESTMENT DECISIONS
AMOUNTING TO THE EQUIVALENT OF $40-50 BILLION WERE MADE

BY FIRMS WITH HEADQUARTERS IN ONE OF THE OECD COUNTRIES LAST
YEAR, A QUARTER OF THIS TOTAL HAS BEEN EARMARKED FOR INVESTMENT
IN ONE OR ANOTHER DEVELOPING COUNTRY, THE CAPITAL-STARVED
NATIONS OF THE CARIBBEAN ARE ACUTELY AWARE THAT THEIR
OPPORTUNITY TO COMPETE FOR THIS INVESTMENT IS CLOSELY LINKED

TO PERCEPTIONS OF HOW SERIOUS IS OUR NATIONAL COMMITMENT TO AN
IMPROVED ECONOMIC PARTNERSHIP,

THE OPPORTUNITIES OFFERED BY THE CBI TO MANY DIFFERENT TYPES OF
INVESTORS HAVE NATURALLY BROACINED THE SCOPE OF COMMERCIAL
INTEREST IN THE REGION, THE CoMMERCE DEPARTMENT ESTIMATES

THAT AT LEAST 50 PERCENT OF BUSINESS INQUIRIES RECEIVED SINCE
THE ESTABLISHMENT OF THE CARIBBEAN BASIN INFORMATION CENTER

ARE FROM POTENTIAL INVESTORS WHO BECAME INTERESTED IN THE

REGION BECAUSE OF THE UNMISTAKABLE PRIORITY WHICH THE PRESIDENT
OF THE UNITED STATES HAS ATTACHED TO BUILDING A MORE-SUBSTANTIAL
LONG-TERM ECONOMIC PARTNERSHIP WITH THE CARIBBEAN BASIN NATIONS.'
IF THE INTEREST THAT HAS BEEN GENERATED OVER THE PAST TWELVE
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MONTHS IS TO BE TRANSLATED INTO FIRM COMMITMENTS FOR INVESTMENT
IN THE REGION, IT IS ESSENTIAL THAT CONGRESSIONAL CONCERN FOR
THIS REGION AND ITS PROBLEMS BE TRANSLATED INTO LEGISLATIVE
ACTION, WE HAVE ACHIEVED PART OF OUR PURPOSE - A MORE SERIOUS
COMMERCIAL ATTENTION TO OPPORTUNITIES IN THE CARIBBEAN. Now WE
MUST CATALYZE CAPITAL FLOW TO THE CARIBBEAN REGION BY IMPLE-
MENTING THE TRADE AND TAX ELEMENTS OF THE INUTIATIVE, ON THE
BASIS OF BIPARTISAN APPROVAL BY THE CONGRESS., THE TWELVE-YEAR
TERM OF THE CBI'S TRADE BENEFITS WAS SELECTED BECAUSE IT CONFORMS
TO THE AVERAGE PAYBACK PERIOD FOR THE TYPE OF INVESTMENTS WHICH
CAN BE IMPLANTED IN THESE SMALL ECONOMIES,

THE FIRST SIGNS OF REVITALIZED ECONOMIC ACTIVITY IN THE REGION
WILL BE NEW ORDERS FOR MACHINERY AND OTHER PRODUCER GOODS,
WHICH MUST BE IMPORTED INTC THE REGION TO PUT NEW OR EXPANDING
ENTERPRISES INTO AN INTERNATIONALLY COMPETITIVE POSITION.
ANNUAL U.S. SHIPMENTS OF CAPITAL GOODS TO THE CARIBBEAN REGION
HAVE RUN AS HIGH AS $2,5 BILLION IN RECENT YEARS, ON A PER
CAPITA BASIS, THE CARIBBEAN BASIN NATIONS IMPORT MORE MACHINERY
AND CAPITAL GOODS FROM THE UNITED STATES THAN DOES ANY OTHER
DEVELOPING COUNTRY REGION, THIS BRINGS ME BACK TO THE POINT

I MADE EARLIER ABOUT THE RELATIONSHIP BETWEEN ECONOMIC ACTIVITY
IN THIS COUNTRY AND THE HEALTH OF THE CARIBBEAN BASIN ECONOMIES.
THE UNDER-CAPITALIZED, STRUCTURALLY PRIMITIVE ECONOMIES OF

THE CARIBBEAN LOOK NORTHWARD FOR THE TOOLS OF ECONOMIC REVITA-
LIZATION, AND WE WILL ROB OURSELVES OF VITAL NEW EXPORT ORDERS
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IF OUR APPROACH TO THE CARIBBEAN DASIN IS BEREFT OF ANY RECOG-
NITION FOR QUR IMMEDIATE COMMERCIAL STAKE IN THEIR ECONOMIC
RECOVERY, -

INCREASED DUTY-FREE TREATMENT WILL PROVIDE TANGIBLE BENEFITS
FOR PRODUCTS ENGINEERED AND PRODUCED BY OUR HIGH TECHNOLOGY
INDUSTRIES., THESE INDUSTRIES HAVE HAD ‘A SUCCESSFUL EXPERIENCE
IN THE CARIBBEAN, WHICH HAS YIELDED BENEFITS TO ALL THOSE WHO
DEPEND UPON THEIR EARNING POWER IN THIS COUNTRY, THE CBI
RULES-OF-ORIGIN PROPOSED BY THE HOUSE WAYS AND MEANS CoMMITTEE
AND INCORPORATED IN THE PRESENT PROPOSAL, OFFER BENEFITS TO OUR
HIGH-TECHNOLOGY INDUSTRIES AND THE BENEFICIARIES, SINCE IT
RECOGNIZES THAT THE HIGH-VALUE MATERIAL INPUTS SOURCED IN THE
UNITED STATES MAKE IT DIFFICULT FOR YHE CARIBBEAN TO MEET A

35 PERCENT DIRECT PROCESSING REQUIREMENT. UNDER THE NEW RULE,
U.S. INPUTS CAN BE COUNTED TOWARD MEETING THE REQUIREMENT, BUT
ONLY UP TO 15 PERCENT OF THE VALUE CRITERIA, WE BELIEVE THIS
IS A SIMPLE BUT DIRECT MEANS OF ADVANCING A SYNERGISTIC
RELATIONSHIP BETWEEN THE PRIVATE SECTORS OF THE BENEFICIARIES
AND THE UNITED STATES.

THE INTEGRATED MEASURES OF THE CARIBBEAN BASIN INITIATIVE ARE
DIRECTED -TOWARD WHAT BOTH DONORS AND BENEFICIARIES MUTUALLY
BELIEVE TO BE THE MEDIUM- AND LONG-TERM NEEDS OF THE CARIBBEAN,
THEY ARE MEASURES WHICH WILL FACILITATE THE CARIBBEAN BASIN
PLAYING A BROADER ROLE IN THE INTER-AMERICAN TRADING SYSTEM,
THEY ARE MEASURES WHICH PROMOTE A SELF-HELP OUTLOOK FOR A
REGION THAT REPEATEDLY HAS MADE IT KNOWN THAT IT SEEKS TO
BUILD ITS WAY BACK TO A BRIGHTER FUTURE, ON THE BASIS OF A
MEANINGFUL ECONOMIC PARTNERSHIP WITH ITS NEIGHBORS IN THE
AMERICAS,
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The CHAIRMAN. Secretary Chapoton has a brief statement on the
tax side, and then we will have questions.
Secretary Chapoton?

STATEMENT OF THE HON. JOHN E. CHAPOTON, ASSISTANT
SECRETARY OF THE TREASURY FOR TAX POLICY

Secretary CHAPOTON. I am pleased to have the opportunity to
present the Treasury Department’s views in support of this impor-
_tant piece of legislation. I will address my remarks only to the tax
provisions of title II of the bill.

The tax component of the legislation, as has been mentioned,
provides favorable tax treatment for business expenses incurred in
attending a convention, seminar, or similar meeting in a Caribbean
Basin country, including Bermuda, if the country satisfies certain
conditions with respect to the exchange of tax information with the
United States.

The bill also contains a provision to insure that the proposed
tariff reductions on rum will not adversely affect the revenue
sources of Puerto Rico and the Virgin Islands.

More specifically, the bill would cause Caribbean Basin countries
designated by the President as eligible for the benefits of the act
and Bermuda to be treated as part of the North American area for
the purpose of allowing deductions for ordinary and necessary busi-
ness expenses of attending conventions and similar meetings held
in those countries, provided the exchange of information require-
ments of the bill are satisfied.

While we and some members of this committee have previously
questioned a series of proposals which would further relax the
rules for deducting expenses relating to foreign conventions, the
Treasury Department strongly supports these provisions of the bill
for two principal reasons.

First, the legislation is a carefully crafted package which ad-
dresses the problem of overriding national interest described by
Secretary Shultz. There is an economic crisis in the region. Tour-
ism is an important source of foreign exchange, and it has suffered
along with other portions of the economies of the region. The for-
iaign convention provision of the bill directly addresses this prob-
em.

The second reason for our strong support is the bill’s provision
requiring agreements for reciprocal exchange of tax information as
a condition to foreign convention deduction treatment to insure
that the U.S. tax system will be strengthened and not weakened by
the passage of the legislation.

My statement goes into some detail about these provisions, Mr.
Chairman. Let me just pass over that, and also mention the provi-
sions relating to the Virgin Islands and Puerto Rico.

Under present law, the Internal Revenue Code imposes an excise
tax on rum. All U.S. excise taxes collected on rum produced in
Puerto Rico and the Virgin Islands that are transported from
Puerto Rico and Virgin Islands and consumed here are paid over to
Puerto Rico and the Virgin Islands. These U.S. excise taxes supply
about 10 percent of Puerto Rico’s annual government budget, and
about 20 percent of the annual budget of the Virgin Islands.
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In order to maintain this revenue source for Puerto Rico and the
Virgin Islands after import duties on rum from the Caribbean
countries are removed, the legislation provides that all excise taxes
collected on rum imported into the United States from any coun-
try, whether from the Caribbean region or elsewhere, will be paid
over to the treasuries of Puerto Rico and the Virgin Islands. The
Secretary of the Treasury is supposed to design a formula for ef-
fecting this, and is given the discretion to do so in the legislation.

Thank you.

The CHAIRMAN. Thank you very much, Secretary Chapoton. Your
entire statement will be made a part of the record.

[The prepared statement of Hon. John E. Chapoton follows:]™
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Mr. Chairman and Members of the Committee:

I am pleased to have the opportunity to appear before
your Committee in support of the Caribbean Basin Economic
Recovery Act, introduced as S. 544. S. 544 contains the
trade and tax portions of the President's Caribbean Basin
Initiative (CBI). The CBI represents an important
commitment by the United States to the economic development
of the countries of the Caribbean Basin, which include
Guyana, Surinam, the countries of Central America and the
island@ nations of the Caribbean,

I will address my remarks only to the tax provisions in
Title II of the bill. The tax componant of the legislation
provides favorable tax treatment for business expenses
incurred in attending a convention, seminar or similar
meeting in a Caribbean Basin country, including Bermuda, if
the country satisfies certain conditions that I will
describe below. The bill alsc containg a provision to
ensure that the proposed tariff reductions on rum will not
adversely affect the revenue sources of Puerto Rico and the
Virgin Islands, '

Mr. Chairman, this Committee previously considered the
tax provisions of this bill in December of last year. On
December 20, 1982, this Committee ordered H.R. 7397 reported
to the full Senate. The tax provisions of H.R. 7397 were
substantially identical to those in £, 544, except that the
effective dates for these provisions have been changed from
December 31, 1982 to June 30, 1983,
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Deductions for Business Expenses Incurred Attending
Conventions In Qualifying Countries

The bill would cause Caribbean Basin countries
designated by the President as eligible for the benefits of
the Act, and Bermuda, to be treated as part of the "North
American area"™ for the purpose of allowing deductions for
ordinary and necessary business expenses of attending
conventions and similar meetings held in these countries
if the country where the meeting is held has entered into an
executive agreement to exchange tax information with the
United. States and does not discriminate under its tax laws
against conventions held in the United States (a "qualifying
country”). While I have previously testified against a
series of proposals which would further relax the rules for
deducting expenses related to foreign conventions, there are
two reasons why the Treasury Department supports S. 544,

First, this legislation is a carefully crafted package
which addresses a problem of overriding national interest.
As Secretary Shultz pointed out in his testimony before this
Committee last August, there is an economic crisis in the
Caribbean region that threatens our weli-being. The world
economic slowdown of the last few years has 3everely
affected these countries, reducing demand feor and prices of
the exports they must sell to purchase imports such as oil
and other essential products. Tourism, an important source
of foreign exchange, has also suffered. The foreign
convention provisions of this bill directly address this
problem. A strong tourism industry will not only help
alleviate the current economic crisis but will also finance
the igvestment that is crucial for stable, long run economic
growth.

- The second reason for Treasury's support is that the
bill's provisions requiring agreements for reciprocal
exchange of tax information as a condition of the foreign
convention deduction ensure that the U.S. tax system will be
strengthened, not weakened, by passage of this legislatjon,
It is in this context that Treasury supports this
legislation.

The Exchange of Information Agreements

S. 544 authorizes the Secretary of the Treasury to
negotiate and conclude the exchange of information
agreements. While the Secretary is accorded discretion
regarding what kinds of information will be included within
the scope of the exchange of information provisions, the Act
imposes certain minimum standards for such agreements.
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The exchange of information provisions in the
agreements must include wiihin their scope tax information
pertaining to "third-couat:r. persons," that is, nationals or
residents of countries other than the United States or the
qualifying country that is a party to the agreement. The
agreement would of course also apply to information
pertaining to citizens, residents and corporations from the
United States and the country that is party to the
agreement. Under this bill a jurisdiction with restrictions
on disclo-ure of information regarding such third country
persons wculd be required to modify such restrictions. The
bill would also require that the same principle apply with
respect to disclosure of informatjon regarding bank account
infermation or share ownership.

The exchange of information agreements will be
terminable on -reasonable notice by either party. Deductions
would not be allowed for business conventions or similar
meetings begun after the tetmination of an exchange of
information agreement.

The Secretary may incorporate by reference in an
exchange of information agreement the exchange of
information provisions of an existing income tax treaty with
a country, provided such treaty provisions otherwise satisfy
the requirements of the statute. The recently ratified
treaty with Jamaica, for instance, will satisfy such
standards, based on assurances given the United States in
the negotiation of a 1981 Protocol to the treaty regarding
Jamaican tax authorities' power to obtain bank account
information under the treaty. However, it should be clearly
understood that exchange of information agreements may be
entered into with a country whether or not the country has a
tax treaty with the United States.

It is expected that the exchange of information
agreements will generally become effective on signature,
The text of the agreements will be transmitted to Congress
not later than sixty days after the agreement has been
signed in accordance with the prescriptions of the Case Act
(1 U.s8.C. section 112b),

Exchange of tax information assists the administration
of the tax laws of both the United States and the qualifying,
country. The tax administrators of qualifying countries
will have access to information from the Internal Revenue
Service regarding their taxpayers who engage in economic
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activities in the United States and thereby should
strengthen their own tax administration. This self-help
aspect of the measure is consistent with the overall concept
of the Caribbean Basin Initiative, o

Our concerns are not limited to tax havens. As
international economic transactions increase so does
the importance of international cooperation in tax
administration and cooperation,

The Need for International Fxchange of Tax Information

As you are avare, the United States uses a self-
assessment system in its collection of taxes. Each taxpayer
files a return and pays the amount due on the return without
governmental assessment. This is unlike the procedure in
many foreign countries where the government sends each
taxpayer an assessment of tax due,

Our self-assessment system relies in significant part
on the perception by taxpayers that the tax system is
equitable and that each person is paying his fair-share.
This Committee recognized that noncompliance undermines the
perceived and actual equity of our tax system in its work on
the Tax Equity and Fiscal Responsibility Act of 1982
("TEFRA"™) .

The enforcement of our self-assessment system relies on
a carefully targeted audit and examination program and, in
appropriate cases, on application of criminal enforcement
sanctions. A key to an effective examination program is
access to information. Information allows our examiners to
confirm the information reported on a return and to ferret
out those who would .evade paying their share of taxes. This
is as true for international transactions as it is for
purely domestic transactions,

The United States' tax interest under the Internal
Revenue Code (the "Code") extends beyond its borders. Under
the subpart F, foreign personal holding company and foreign
investment company provisions of the Code, a U.S. share-
holder in a foreign corporation that is more than fifty
percent owned by U.S. persons may be subject to tax on
income measured by the earnings of the foreign corporation,
even though it may not conduct any business in the United
States. In addition, the Internal Revenue Service has broad
powers under section 482 of the Code to reallocate income,
deductions or credits of two or more businesses owned or
controlled directly or indirectly by the same interests in
international as well as domestic transactions. Administration

21-491 0—83——-7



94 -

of these provisions requires that the United States be able
to obtain i{nformation with respect to international
transactions.

The need for international exchange of tax information
also extends to information which may be used in criminal
tax cases. The Permanent Subcommittee On Investigations,
under the chairmanship of Senator Roth, has recently held
hearings on the vse of offshore banks and companies to evade
tax on legally earned income as well as to launder profits
from fllegal activities. 1In most international transactions
it would be impossible to uncover unreported income without
the assistance of the foreign country in obtaining
information which permits tracing funds earned in the
transaction.

The abjlity of the United States to obtain documents or
testimcny for tax purposes from foreign countries is limited
by the jurisdictional reach of U.S. laws. However,
information may be obtained under our bilateral income tax
treaties. The United States enters into tax treaties with
countries which impose income taxes., These countries are
generally cooperative in exchanging tax information of all
kinds with the United States. 1In the case of exceptions, we
carefully evaluate whether the benefits obtained by the
United States under the treaty outweigh our concerns
regarding cooperation in matters of tax administration and
enforcement. It is approupriate to consider the importance
of exchange of information in light of overall U.S. policy
goals,

The exchange of information agreements provided for in
S. 544 would require that we obtain more information than we
presently receive under the exchange of information
provisiors of some of our tax treaties. One reason for this
is that the foreign convention deduction provided by S. 544
represents the unilateral extension of a tax incentive by
the United States. In that regard, countries that receive
the benefit of U.S. tax incentives should generally be asked
to cooperate in matters of tax administration and
enforcement. This is necessary to preserve the integrity of
the U.S. tax system. .

The exchange of information provisions required by this
legislation are broad. We do not, however, ask other
countries to do more for us than we would do for them.

Puertc Rico and the U.S, Virgin Yslands

As an essential counterpart to the proposals to assist
Caribbean Basin countries, the Act includes an important
revenue measure for Puerto Rico and the U.S. Virgin Islands.
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This measure will ensure that the development of the rum
industry in the Caribbean Basin induced by the Ini:iative
does not reduce a major source of revenues to Puerto Rico
and the Virgin Islands.

Under present law, the Internal Revenue Code imposes an
excise tax on rum., All U0.S. excise taxes collected on rum
produced in Puverto Rico or the Virgin Islands and
transported to the United States (less the estimated amount
necessary for payment of refunds and drawbacks) are paid to
Puerto Rico and the Virgin Islands, respectively. These
U.S. excise taxes supply about 10 percent of Puerto Rico's
annual government budget, and about 20 percent of the annual
budget of the Virgin Islands,

In oxder to maintain this revenue source for Puerto
Rico and the Virgin Islands, the legislation provides that
all excise taxes collected on rum imported into the United
States from any country (less the estimated amount necessary
for payment of refunds and drawbacks) will be paid over to
the treasuries of Puerto Rico and the Virgin Islands. The
legislation further provides that the Secretary of the
Treasury will prescribe by regulation a formula for the
division of these tax collections between Puerto Rico and
the virgin Islands.

It is the Treasury Department's view that the formula
to be prescribed should protect the revenues of Puerto Rico
and the Virgin Islands without regard to future levels of
rum production. The formula for division would therefore be
based on Puerto Rico's and the Virgin Islands' 1982 share of
the U.S. rum market.

The estimated revenue cost of the transfer to Puerto
Rico and the Virgin Islands of the tax collections on
imported rum is about $10 million in fiscal year 1984,
ggncluéion

1 thank you, Mr, Chairman and Members of the Committee
for the opportunity to testify in support of this important
legislation,

I would be pleased to entertain any questions you might
have at this time.

o0o
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The CHAIRMAN. We will follow the early-bird rule this morning.

I would again welcome to the committee hearing a number of
Ambassadors from the Caribbean area. The Ambassador of Antigua
and Barbuda, the Ambassadors from Barbados, Guatemala, Haiti,
Honduras, Jamaica, Panama, Trinidad, and the Dominic Republic.
And we also welcome the Governcr of the Virgin Islands and repre-
sentatives from the Virgin Islands and Puerto Rico who testified
earlier. I think this is an indication of their support for this very
important measure. I've also had an opportunity to discuss person-
ally this legislation with some of the Ambassadors from those coun-
tries, and we appreciate their attendance this morning.

Mr. Chapoton, just to nail down the one area that you stress, ac-
cording to your testimony North American convention tax status
for CBI countries will be extended only to those countries who
agree to exchange information to enforce our tax laws. I think that
is something we want to nail down, to make certain that we have
that kind of agreement.

Secretary CHAPOTON. Mr. Chairman, I think that is nailed down
in the legislation quite clearly. The Secretary is given discretion on
the specifics of the agreement, but there are minimum require-
ments specifically dealing with bank secrecy and bearer share pro-
visions of the internal law of the country who would be a party to
the exchange of information agreement.

The CHAIRMAN. Then I think either Mr. Secretary or Mr. Ambas-
sador—to be eligible for CBI benefits countries must be abiding by
international law in resolving expropriation disputes. There was
some concern last year that Panama would not qualify because of
two outstanding disputes with the United States investors.

I wonder if we might have for the record, if you don’t have it
available, the status of those two cases. And then secondly, are
therg any other expropriation problems involving any of the coun-
tries

Secretary SHuLTz. There are some problems around in the differ-
ent countries, and I can submit for the record the status of the
cases that you referred to with Panama.

I think the expropriation without compensation issue is a very
important issue, and we have to be firm about it.

The CHAIRMAN. Yes, if you would furnish that.

[The information from Secretary Shultz follows:]

U.S. DEPARTMENT OF STATE,
Washington, D.C.

Hon. ROBERT DOLE,
U.S. Senate.

DrAR SENATOR DoLk: In your mark-up of the Caribbean Basin Initiative legisla-
tion, the question of outstanding investment disputes was raised and the Depart-
ment of State promised to provide the Committee with a letter clarifying how the
CBI legislation might help us resolve outstanding disputes.

The Administration has acted strongly to encourage a settlement of US citizen
claims in the Boston Panama and Citricos de Chiriqui, S., A. cases. In the Boston-
Panama case, Department of State officials obtained commitments at the highest

Tevel from the Panamanian Government that they would proceed to settle the claim.

Although the Government of Panama has not yet settled the matter as promised, it
has establi;l_';pd a commission to review the case.

While aWaiting the results of the review, we continue to express high-level inter-"
est in all outstanding cases and have linked these outstanding investment disputes
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to the bilateral investment treaty, to the designation process in the Caribbean Basin
Initiative legislation and to other issues.

As soon as the CBI legislation is passcd. the Department will send a high-level
team to each country to discuss the designation process. First on the agenda of the
team to visit Panama will be discussion of all outstanding investment disputes. We
will advise the Panamanians that should it be established that the properties were
nationalized, expropriated or otherwise seized, and if good faith efforts to resolve
these disputes as they promised can no longer be expected, then we would not recom-
mend to the President that he grant a waiver under 102 (b).

Sincerely,
James H. MICHEL,
Deputy Assistant Secretary
for Inter-American Affairs.

Secretary SHULTz. And I might say that I think it's in the inter-
est of the countries involved that we are firm about it because if
they don’t have a firm environment and commitment to treat in-
vestment properly, they won’t get it. So I think we do them a favor
by standing up on this issue. I've always felt that way, as you prob-
ably remember from the last time I was around here.

The CHAIRMAN. And I think that view is swuhe USTR,
too. ‘

Ambassador Brock. Absolutely.

The CHAIRMAN. Now section 102(b) prevents designation of ‘“Com-
munist countries.” Which countries would not be designated under
this provision?

Secretary SHuLTZ. Well, surely Cuba; probably Nicaragua. Gren-
ada has said that it isn’t interested so it won't be a problem. But
right now I think those are our problem countries.

The CHAIRMAN. And section 102(b) also bars the designation of
countries, the governments of which broadcast copyrighted materi-
al without the consent of the owners. I understand this is ad-
dressed primarily to a situation involving Jamaica. And it is a
matter of great concern to Jamaica. They are very hopeful that we
might eliminate this provision from the bill. I wonder if the admin-
istration supports this provision.

It was included in the Senate bill thig year. It wasn’t included
last year. The same conduct occurs in other countries though per-
haps it is not Government sponsored. I guess that is the first ques-
tion. Does the administration support this provision?

_ Secretary SHuLTZ. We'd like to negotiate this problem out with
Jamaica, but as of now we haven’t been able to. I don’t think it’s a
practice that we can stand still for so if we aren’t able to negotiate
it out, we will support the provision. :

The CHAIRMAN. Then the President has discretion to waive the
bar for Communist countries or for those which expropriate U.S.
property, but not in a situation that is much less clear—the obliga-
tions of Jamaica in this situation. There may be some area there
that we might address to resolve the problem. It is a matter of con-
cern. It has been brought to our attention by representatives of
that country.

There is also some concern, addressed by both the Secretary and
the Ambassador with the domestic effects of imports. I understand
organized labor may have a substitute still. Of course, their pri-
mary concern is jobs. I think you have stressed what you believe is
the strength of the import relief provision in your statement. Is
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there anything you wish to add at this point? If not, maybe it is
sufficiently well underscored in your statements.

Secretary SHuLrz. Well, I think, Mr. Chairman, that this is a
jobs bill for the United States. That’s the burden of our statement,
that you are going to generate more jobs as a result of it. And prob-
ably that process will be front-end loaded for reasons that Ambas-
sador Brock brought out. So I think it's a projobs bill. That doesn’t
gleearfl_ that there isn’t some netting out process. But the overall, we

nefit.

Ambassador Brock. I think enough Members of Congress, both
in this body and in the other body, have been to these countries to
realize that we are the overwhelmingly preferred supplier of all of
these countries. The overwhelming bulk of their purchases are
from the United States and will continue to be. Every single im-
provement that they have in their economic circumstance will im-
prove exports from the United States. It is, in effect, a substantial
opportunity for us to improve job creation here. And I think that

has simf)ly got to be stresse(lj,mmi’mfﬁ.“_
May I say tha rsonally am delighted that a number of lead-

tI
ers of the organizeﬁabor movement in this country have decided
to support an initiative in the region. We do have some differences
on the precise language. And you simply cannot pass legislation
that would do less than we do now with our GSP program. That
would be the concern.

But the fact is that I think organized labor realizes that we as a
country have a vital interest in this region; in the well-being of
those people. Labor has done a good job of creating and strengthen-
ing an organized labor movement in those countries, a free labor
movement. I commend that. Our legislation is directed toward that
central é)urpose of improving that free process of institution build-
ing. And I think precisely the same purposes apply in both cases. I
think we will create jobs here. We will also create stronger, health-
ier, freer countries down there.

The CHAIRMAN. I assume there is some negotiation going on in
your departments with the concerns expressed._or which will be ex-
pressed later by the representative of the AFL~CIO.

Ambassador Brock. We had discussions throughout last year,
Mr. Chairman. And I think we accommodated as much as we could
while maintaining a program that would benefit both the Caribbe-
an and this country in the legislation that was finally agreed upon
in the House.

The CHAIRMAN. All right. The Secretary noted correctly that it
did not get through the Senate last year. I think it came so late in
the session, fran g), that we just couldn’t do it. And there was
strong opposition. Some who were opposed to doing it in that short
timeframe perhaps have had their problems resolved. We may find
out as we proceed with (ﬁxestions.

Ambassador Brock. 1 hope so.

The CHAIRMAN. Senator Danforth, I think, was the first one here
and then Senator Lon%VI

Senator DANFORTH. Mr. Chairman, thank you very much.

Mr. Secretary, Mr. Ambassador, you have each stated your view
that this is a very important ltigislative initiative; very significant
for the Caribbean region. The President has also stated that posi-
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t{;)n gnlxlblicly and privately that he feels very, very strongly about
this bill. \

It's clear that the terms of the bill have been changed signifi-
cantly since it was first introduced over a year ago with respect to
tax incentives. The tax portion is now simply an extension of the
deduction for conventions. With respect to the trade section of the
bill, it would provide for the extension of duty-free status to about
10 percent of our imports from the Caribbean Basin, even slightly
less than 10 percent.

Despite the fact that the bill is considerably weaker than it was
a year ago, for political reasons—I mean it doesn’t do any good to
have a great bill if you can’t get it through the Congress. But de-
spite that, I take it both of you feel that this is still an important
initiative. And my question to you is: Can there be anything done
that is politically possible that you can think of to make the bill
better, and to make it more attractive insofar as helping the Carib-
bean Basin?

Ambassador Brock. First of all, I think it is really not true to
say that the bill is substantially weaker. There were additions to
the exemption list in the lettered area that do diminish somewhat
the breath of their investment potential. But in the tax area, I
think Buck Chapoton would agree, our calculations indicated that
the convention tax treatment would yield more net benefit. to the
Caribbean than would the original proposal of a 10-percent invest-
ment tax credit extension in terms of quantified economic benefit.

But let me make the point more importantly on the statement
that you made that 10 percent of their products will be given a
duty-free entry that don’t have it now. That'’s true, but that is only
on the presumption that this bill will only affect those goods now
being traded. The whole purpose of the Caribbean Basin Initiative,
" the reason for its 12-year duration, is to create a magnet process
whereby these countries become attractive for investment from
this country and other countries to create more economic jobs,
more productivity, more growth so that (a) they become a better
market for our products, (b) they have a market opportunity. By
giving them duty-free access to this country almost across the
board, we assure potential investors that they have a market for
certainly in the next 12 years that they might not otherwise have.

I think the drawing down to a focus of that investment interest
can have more effect than all the rest of the bill put together. And
I think that is the central component of it. So I think, frankly, we
have a remarkedly good piece of legislation. I'm sure we would wel-
come suggestions for strengthening or improving it. But I don’t
think we would welcome, in all candor, any further weakening. We
did that in the House. We made our compromises, some that may
be slightly more than we had hoped to do. But I'm not sure we are
in the mood to give up much more because the worse thing in the
world, Senator, would be to pass a bill that appears good on paper
and doesn’t work. And if you do that, then you have created an op-
portunity for disenchancement that would do harm to our relation-
shig:e and their well-being.

nator DANFORTH. If you have any suggestions as to how to
make the bill better, I, for one, would appreciate hearing them.

Ambassador Brock. Thank you.
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Senator DANFORTH. Mr. Chairman, I have some questions which
I would like to submit to Secretary Shultz for the record relating to
the impact of this legislation on domestic food production in the
Caribbean Basin.

[The questions from Senator Danforth follow:]

QUESTIONS ON S. 544, THE CARIBBEAN BASIN INITIATIVE AND 18 POTENTIAL IMPACT ON
DomesTtic Foop PropucTiON AND EXPORTS IN THE REGION: SUBMITTED BY SENATOR
JoHN C. DANFORTH TO SECRETARY SHULTZ

. At present, many of the countries in the Caribbean and Central American regions
rely on export of agricultural commodities for the major part of their foreign ex-
change earnings; however, at the same time, hunger and malnutrition remain as
serious problems in many of the same countries, and this is an important underly-
ing factor in the economic and social problems that the Caribbean Basin Initiative
seeks to address. The legislation under consideration today contains a provision that
recognizes the potential adverse effect that the proposed export trade incentives for
the region could have on domestic food production. In order to safeguard food pro-
duction in these countries, S. 544 contains a staple food protection plan requirement
for those nations receiving duty-free treatment for sugar and beef products—major
exports in the region. The questions presented below address this concern with do-
mestic food production; they explore in a general way the impact of the export trade
and investment policies promoted l;ty the Caribbean Basin Initiative on domestic
food &}'oduction and hunger in the aftected countries of the region.

1. What are the current levels of malnutrition and infant mortality in the “bene-
ficiary” countries of the Caribbean Basin Initiative?

2. Would domestic food production in these countries be adversely affected as a
i-eg;x_ltt'of ghe changes brought about by the trade provisions of the Caribbean Basin

nitiative?

3. What are the current levels aWJeveh—of»Rk'480 shipments to the
“beneficiary” nations?

4. What are the current levels of food imports for the beneficiary nations and how
much foreign exchange do these countries expend on imported food?

5. What are the current levels of all agricultural exports from Caribbean and Cen-
tral American nations, and what are the current levels of such exports to the
United States?

6. What is the estimated impact of the CBI proposal on the agricultural export
production of the “beneficiary” nations?

7. What is the current balance between land used for export agriculture and land
used for domestic food production in these beneficiary nations, and how will this
balance be affected by increased levels of exports?

8. What is the state of current production for each of the beneficiary nations’
thﬁ l:_rge;t agricultural commodity exports and what is the capacity for increased
production?

Senator LONG. I think my turn is next. First, Mr. Brock and Mr.
Chapoton, Senator Moynihan left a question with regard to the
Puerto Rican rum problem, and I would like to submit that ques-
tion and ask the two of you to respond to it in writing as soon as
you can,

Secretary CHAPOTON. Fine.

Ambassador Brock. That will be fine.

[The question from Senator Moynihan follows:]

QuEzSTION BY SENATOR DANIEL PATRICK MOYNIHAN TO U.S. TRADE REPRESENTATIVE
WiLLiaM Brock

Mr. Ambassor, the administration’s Caribbean Basin Initiative bill (S. 544) would
extend dutz-free treatment to Caribbean bulk and bottled rum. The excise taxes col-
lected on these foreign rums would be distributed to Puerto Rico and the Virgin Is-
lands as a method of compensating them for any damage done to those countries’
rum industries.

The governments of Puerto Rico and the Virgin Islands have advanced a some-
what different proposal. They would grant duty-free treatment to Caribbean bottled
rum but would keep the tariffs on bulk rum. However, the excise taxes on all rum
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imported into the United States from Caribbean nations would te devoted to the
establishment of an Eastern Caribbean Regional Development Fund, to be adminis-
tered by the U.S. Agency for International Development. This Fund would be dedi-
cated to the development of physical infrastructure in Caribbean nations.

The Virgin Islands-Puerto Rico proposal seems to me to have great merit. Might
the administration give this serious consideration?
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DEPARTMENT OF THE TREASURY
h WASHINGTON, D.C. 20220

ASSISTANT SECREFARY

Dear Senator Dole:

In response to questions raised by members of the
Pinance Committee at the April 13, 1983 hearing on the CBI1
legislation, I am pleased to submit the enclosed anaswors,
The questions relate to the impact of the CBI legislation on
Puerto Rico and the U.S. Virgin 1lslands. We believe that
the revenue and trade measures for Puerto Rico and the U.S.
virgin lslands in the CBl legislation, together with the tax
measures for these islands presently in place, ensure that
Puerto Rico and the U.8. Virgin Islands will obtain their
full and fair share of future development in the Caribbean
Basin,

Sincerely,
“fs/ Joun E. Chapotod

John E. Chapoton
Assistant Secretary
(Tax Policy)

The Honorable

Robert J. Dole

United 8tates Senate
Washington, D.C. 20510

Enclosures
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Question by Senator Moynihan (attached), regarding the

Answer:

Administration position on the alternative rum proposal
advanced by the Governments of the U.,S. Vvirgin Islands
and Puerto Rico.

The Administration recognizes the importance of the rum
issue to the U.S. Virgin Islands and Puerto Rico. We
have studied closely the alternative rum proposal
submitted to us by the Government of the Virgin Islands.
We concluded that the proposal raised significant
technical and policy problems, and that it would not be
preferable to the CBI provisions now before Congress.

The V.I. proposal would remove bulk rum from the items
eligible for duty-free treatment in Title I of the CBI
legislation. To offset the loss to Caribbean rum-
producing countries, the V.I. proposal would earmark for
an Eastern Caribbean Regional Development Fund the U.S.
excise taxes collected on bulk and bhottled rum imported
into the United States from Caribbean Basin countries.
Under the Administration proposal, these taxes would
have been paid over to the treasuries of Puerto Rico and
the U.S. Virgin Islands,

The Administration believes that the allocation of the
proposed Eastern Caribbean Regional Development Fund
among Caribbean Basin countries could present serious
problems. If much of the assistance were used for
non-rum-exporting countries, the rum-exporting countries
could charge that they were being denied ‘a benefit
intended to compensate for the loss of duty-free
treatment on bulk rum, The burden would fall largely on
Jamaica, which supplies over 70 percent of U.S. bulk rum
imports., On the other hand, we do not find a correla-
tion between rum exports and need for assistance., For
example, the assistance needs of Barbados, the number
two rum producer, are in some ways less than those of
other Windward Islands which are not significant rum
producers.,

In addition to our concern regarding the allocation of
the proposed development fund, the Administration is
concerned that the V.I. proposal would weaken the CBI.
The CBI is a program to stimulate economic development
primarily through private sector trade and investment
rather than through traditional public sector assistance
and planning. The V.I. proposal would tend to do the
opposite. It would limit the growth of the Caribbean
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bulk rum industries in favor of increased official
development assistance. Rum is the only manufactured
product imported into the United States primarily from
the Caribbean. Secretary Shultz recently received a
joint letter from six Caribbean ambassadors that
stresses the importance that those governments place on
duty-free access for rum as an element of the CBI.

Having said the above, 1 wish to reiterate this
Administration's strong support for provisions to ensure
that the treasuries of the U.S. Virgin Islands ard
Puerto Rico not lose revenues as a result of duty-free
treatment of Caribbean Basin rum. We support the
provision to pay over U.S. excise taxes on all imported
rum to the U.S. Virgin Islands and Puerto Rico. This
provision will preserve and increase the rum excise
taxes received by the U.S, Virgin Islands and Puerto
Rico,.

As a further protection, the CBI legislation provides
that if at some future time there is an amendment to the
provision in this legislation for the payment to Puerto
Rico and the Vvirgin Islands of the U.S., excise taxes on
imported rum, the President shall consider compensation
measures for Puerto Rico and the Virgin Islands, Among
the measures the President is authorized to take is the
withdrawal of the duty free treatment of rum. The
President is required to report to the Congress any
action he takes.

The CBI legislation provides that the Secretary of the
Treasury will prescribe by regulation a formula for the
division of the tax collections on imported rum between
Puerto Rico and the Virgin Islands. As I noted in my
April 13 testimony to the Senate Committee on Finance,
it is the Treasury Department's view that the formula to
be prescribed should protect the revenues of Puerto Rico
and the Vvirgin Islands without regard to future levels
of rum production. The formula for division would
therefore be based on Puexrto Rico's and the Virgin
Islands' 1982 shares of the U.S. rum market.
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"Senator LoNGg. Mr. Secretary—I'm speaking to Mr. Brock—the
provision in here dealing with sugar would be very helpful to those
countries which produce a lot of sugar and have quotas with the
United States. Now that situation is one in which we give those
countries a trade preference. They are selling their sugar to us at
more than twice what the Japanese-are paying, I should think. I
know it’s more than twice the price at which the Europeans are
dumping their sugar on the market. I would think that right now
these sugar sales are pretty much of a mainstay to their economy,
as far as the Dominican Republic and the various other countries
who sell us a lot of sugar are concerned.

Up to this point, I don’t think those countries would have object-
ed at all to a request that they offer us a similar advantage in our
selling them the machinery that they use in processing that sugar.
In years gone by, I have had people from the Caribbean area indi-
cate to me that they felt that if we were buying sugar from them
at a favored price, that the least they could do would be to buy
equipment from us.

I'm concerned that while we would have no problem as far as
they are concerned in getting a reciprocal agreement, because we
would just be asking them to do what they are doing anyway, that
there is an area where I wouldn’t be surprised to see us lose out to
the Japanese just like we are losing out to the Japanese in auto-
mobiles and a lot of other areas.

Do you see some possibility that we might manage to work into
this proposal something in the way of reciprocity, where we are
going to give them an advantage and they are going to give us one?

Ambassador Brock. We have a very sizable advantage now, Sen-
ator, as the Secretary of State mentioned. We have a very strong,
favorable balance of trade with these countries at the present time.
And every prospect of that continuing.

I would be a little cautious. I certainly understand the congres-
sional intent on the subject. You and I have talked about the sub-
ject before, and I appreciate your interest. And I do not disagree
with that interest. We have to be very careful about what we put
into legislative lanéuage, in all horesty, because we do have to
submit this to the GATT for a waiver. It is one of those categories
of trade arrangements that is required to be approved by all the
other parties in that organization. And there is a provision in the
GATT that absolutely prevents a mandatory—what is the word I
am reaching for? A reversed preference. So if I may, I would like to
take your comments as a good clear indication—and the legislative
history would give us that. The intent of Congress—every effort be
made to insure that the benefits-are reciprocal of nature and that
both sides do understand that kind of synergistic relationship. I
think that would be a good step forward. -

Senator LoNG. Well, we have already got an $18 billion deficit
trading with Japan, I don’t see any particular point in us giving"
additional favorable trade concessions on a unilateral basis where a
phase of it would be to make our deficit with the Japanese even

worse.
Now to me, when we are talking about ihe GATT—about trade

with Japan—it gets to be kind of a iy)ke. My impression is that if
this nation wants to do something ahout American industries that
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are going out of business because of our trade relationships with
the Japanese, it will have to be done right here in Washington.
The decision will have to be made here, and the Government of
Japan can either go along with it or else we will take effective
action.

If, on the other hand, we are not going to do anything about it,
then we will send our American firms over there to Geneva to talk
to the GATT. We will see them back a few years later when they
are out of business, and it doesn’t make much difference what we
d}c: thereafter because we are not going to do anything to help
them.

I would hope that you would study this matter further and see if
we can do something in the way of seeing that there is some reci-
procity in this pr%poml. I'm not too much worried about the GATT
part of it. Those European countries have a way of managing that
situation if they have to.

Let me ask Secretary Shultz about this matter. The President
said in his American Legion convention speech on February 22,
“Developing countries need to be encouraged to experiment with
the growing variety of arrangements for profit sharing and expand-
ed capital ownership that can bring economic betterment to their
people.” That sounded great, Mr. Secretary. Do you have any idea
of how this might be implemented in connection with the Caribbe-
an Basin Initiative?

Secretary SHuLTz. Well, I always figured the first thing to do was
to come around and talk to you about it. You are very big on that
subject and have pushed on it.

But I think it is part of an effort to do things that will give
people a stake in their society. Ownership—either owning the land
you work or owning a piece of an organization you work in—has
always appealed to me as I know it has to you, as an important
element i1n the picture. So I think it's something that we ought to
{)ush. I don’t know that you can just force it on people. But certain-
y some of the things that are done here in that regard might be
helpful and we can talk about them.

‘r?lator LoNG. May I ask just one further question, Mr. Chair-
man?

The CHAIRMAN. Yes.

Senator LoNGg. I am pleased that we are apparently providing
scholarships to 1,300 students from the area. I would like to see
that number increase. Do you have any idea how we might go
about trying to assure that there are jobs for those people in their
countries after they get that education? I'm worried about the pos-
sibility of the average student coming up here, getting the educa-
tion, and wanting to stay here because he doesn’t feel that there is
an opportunity for him in his own country. Do you have any fur-
ther ideas? Does anybody have any suggestions on how we might
further implement that program to try to assure that these people
who come from for an education achieve the things we want for
them, and that there will then be an opportunity back home for
tshem—?-rather than to have them apply for residence in the United

tates’ ~

Secretary SHuLTz. I think it’s a very thoughtful question. And at
least to my way of thinking, that’s what this bill is really about. It
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is to help them create activities there that will challenge a higher
level of education and, therefore, make labor more productive and
in a sense, more valuable. And if these economies can be encour-
aged to progress, they will have the job opportunities for people
that obtain higher levels of education in the sectors that are turn-
ing out direct goods and services, but also, of course, in the educa-
tional programs of those countries. You expect people who obtain
something here to go back and be part of the educational programs
directly as well.

Ambassador Brock. Can I talk outside of the Caribbean Basin
Initiative? Because you have touched on something I think is aw-
fully important to this country’s well-being worldwide.

The CHaIRMAN. Certainly.

Ambassador Brock. Senator, in the last 10 years—and I have for-
gotten the precise number of years, but it is somewhere in that
range—we have cut student support programs to get young people
to get an education here in this country by about 80 percent. We've
reduced by about that much in terms of our dprogram:s just in the
Latin American area. I think that is awfully dangerous for us as a
country. I think that every step that we can take to encourage and
support those young people to come and get an education here will
establish relationships that will last a lifetime, and are fundamen-
tally important to us in economic relationships, trade relationships,
political relationships. Our national security, in my judgment, is in-
volved. And I hope that we will take a good look at that and see if
maybe we can’t do better.

e tried in the last year under AID to improve the scholarship
program. I think we have added about 1,000 man years of scholar-
ship support or 1,300, whatever the number is, this past year. But I
wonder if that isn’t just the tip of the iceberg, if maybe we
shouldn’t work more on that area.

Senator LoNG. Thank you very much.

The CHAIRMAN. Senator Bentsen.

Senator BENTSEN. Thank you very much, Mr. Chairman. Mr.
Chairman, over the years, I have been in practically every one of
these countries and on these islands, and I have a personal knowl-
edge of the economic problems. And I generally support this initia-
tive because I think this is not only our sphere of influence, to a
degree it’s our sphere of responsibility.

And what deeply disturbs me is that if we don’t solve that prob-
lem in those countries, we will have to solve it here. No one can
have seen the photographs of the bodies washed ashore on the
coast of Florida without having a wave of emotion and compassion
about those tpeople who are ready to risk their lives to try to escape
some kind of economic deprivation.

And with the kinds of people we have unemployed in our own
country—millions of people unemployed here—the problem is
going to be complicated unless we try to address it in those islands
themselves. So 1 support the initiative and think we have to do
something to raise the economic standards of those people in those
countries. :

But there are some aspects of it that trouble me. When we get
into this situation, we are going back to the old substitute of
prayed for foreign aid—would agree. And I listen to Senator Long
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and his concerns, and I share some of those concerns. I don’t look

at these countries as a major challenge to us because I don’t think

{(ou see the economies of size, Mr. Secretary, that you alluded to.
ou made that point.

But I don’t see it as that kind of a serious threat. And I think we
can get with it from that standpoint insofar as our own economic
self-interest. But I do get deeﬁly concerned insofar as trade world-
wide and the questions of the European Common Market. And
Japan, as referred to by Senator Long. And I think sometimes in
this country we are a captive of our own ideology and of our past
rhetoric when we talk about free trade because it has gone far past
that insofar as our competition. And our companies are not just
competing against the companies of Europe, they are competing
against those countries for subsidized products and all.

And we have seen the International Trade Commission time and
time again with its recommendations and no one paying attention
to it with a recent exception, I was delighted to see.

But I think it’s time we quit apologizing for the commercial in-
terest of our own countrﬁ, and that we do everything we can to in-
crease the exports and the trade of our country. And I look at the
CBI and I understand that we have a balance of trade there of
some $2 billion. And I do believe in that instance that we can make
the investment in trade there, and that we will, in turn, help our
own country as we help solve the problems of those countries.

But let me ask you specifically about one element of those things
that have to be agreed to before GSP is provided. And I suppose
that would come under section 102.

And the chairman alluded to some of them. But I understand
that one of the requirements that is not included for duty prefer-
ences is that the country take adequate steps to cooperate with the
United States to prevent narcotic drugs and other control sub-
stances from entering the United States. Now if I have been pro-
vided the correct information, that is amazing. And I don’t under-
stand why that would not be on that list. And that we be accorded
that kind of cooperation. ‘

Why would the administration want those countries—why
woul 3;2 they want them excluded from the benefits based on those
grounds?

Ambassador Brock. I don’t think we would have any problem
with that, Senator. There are a lot of things that we are going to
be negotiating on. Each deal will be negotiated bilaterally, country
to country, as we sign them over to the program.

Senator BENTSEN. Well, I can’t understand why that wouldn’t be
just a mandated response. That they cooperate in that regard. You

ave a Federal problem with the traffic and drugs coming into this

country.
Ambassador BRock. I’'m one that shares that concern. I don’t have

any problem with that at all.

retary SHULTZ. I think it’s alwaf's a question of words. I have
forgotten what it was you read exactly, but I think the word “ade-
quate” or something like that was in there, and you have to inter-
pret that. I completely agree. It’s a major problem. We are workin
on it hard. And the more forceful we can be about it, the better.
have no problems with that at all. I don’t like to get caught up in
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something-where there is a word that might lead somebody to say
that the word wasn’t interpreted properly, and then we have some
litigation about whether or not something or other should have
happened. That kind of thing. '

But, basically, I agree with Ambassador Brock. We support that.
And I think probably that could be worked out, and we wouldn’t
nave a problem with it. )

Senator BENTSEN. Yeah, well, we already have it in the law in
GSP. And I just want to be sure that it is applied to the Caribbean
Basin. I can’t imagine why it would not be.

May I ask just one more question?

The CHAIRMAN. Certainly.

Senator BENTSEN. And I would like to address this to Ambassa-
dor Brock. We have this provision of the 35 percent add-on in
value, as I recall.-And we also have a problem with some of our
Customs’ people in looking beyond the certificate for the allegation.
I would like to see if we can’t expand on the authority of the Cus-
toms. When they feel that that certificate may not be valid, for
them to look beyond that certificate to try to get the verification.
Do ygg see any problem with supporting some effort in that
regard?

Ambassador Brock. No. We have had to develop a very good
level of competence in the Customs Service to deal with the prob-
lem because it also applies to the same numbers used, as you know,
in a GSP program. And we simply do not have any intention of
providing an incentive for repackaging operations—taking the
product and just changing the box and putting a new ribbon on it.

So any area to insure that we enforce that in this and any other
administration would be no problem for us as long as it is a doable
thing. We, I think, are getting pretty good at tracking these things
back. But I would welcome your attention to the subject. And if
you want to look at it, fine.

Senator BENTSEN. Mr. Chairman, I have a series of questions I
would like to submit in writing for the Secretary, the Ambassador,
and for Secretary Chapoton. And I have some concerning Puerto
Rico where I am concerned about what is going to happen there in
the way of competition and the job problem of Puerto Rico.

- --[Questions from Senator Bentsen follow:]

Question of Senator Bentsen. "l understand that the government of Puerto Rico
has a continuing concern that our efforts with the CBI may have some adverse ef-
fects on the investment climate of Puerto Rico. Do you think that there might be
some merit in providing limited but additional incentives for American business to
invest in Puerto Rico as a way of offsetting these potential adverse effects?”’

Answer. Since the earliest planning stages of the CBI, the Administration has rec-
ognized the importance of structuring the program so as to ensure a positive effect
on Puerto Rico. The legislation addresses Puerto Rico’s concerns in several ways. It
sets aside U.S. excise taxes on imported rum for Puerto Rico and the U.S. Virgin
Islands, and it provides that tariff duties imgsed by the Legislature of Puerto Rico
on coffee imported into Puerto Rico will not be affected by the CBI legislation.

The Administration is committed to fostering economic growth in Puerto Rico
through tax incentives, as well. Last year we worked hard, in cooperation with rep-

- resentatives of Puerto Rico, to improve the existing tax incentives for investment in
Puerto Rico under section 936 of the Internal Revenue Code. Those efforts culminat-
ed in the development of two safe haven transfer pricing proposals for “section 936”
corporation, which are U.S. corporations operating primarly in Puerto Rico that are
effectively exempt from U.S. tax on their ion source income. These safe
haven proposals, enacted as part of the Tax Equity and Fiscal Responsibility Act of

21-491 O0—83——38"
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1982, provide a very significant incentive to investment in Puerto Rico. TLey pro-
vide that a group of affiliated corporations which manufacturers a product primar-
ily within Puerto Rico but performs research, marketing, distribution, and other
functions outside Puerto Rico, may allocate to the tax-exempt affiliate in Puerto
Rico at least 50 percent of its combined income with respect to that product. We will
continue to study the effect of the tax incentives in Puerto Rico and, if and when it
is appropriate, recommend changes.

We believe that the attractive package of tax and revenue measures for Puerto
Rico will ensure that Puerto Rico obtains its full share of future economic develop-
ment in the Caribbean Basin region.

The CHAIRMAN. Senator Symms.

Senator Symms. Thank you, Mr. Chairman. Mr. Ambassador and
Mr. Secretary, we welcome you here this morning. And, Mr. Chair-
man, I would just like to ask unanimous consent to submit my
opening statement in the record at the proper place. It won’t be
necessary to state it.

I support the initiative, too. And I appreciate some of the com-
ments that Senator Bentsen made. And I think along that line if
we aren’t successful right here close to home, we are going to have
many, many problems. It will be much worse in the very, very near
future. We are not looking down the road 10 years. We are looking
to the next 2 or 3 years in my opinion with respect to Central
America and the entire region in the Basin. So I am glad that you
are here and that we are bringing this up again. And I hope this
year we will be successful.

This measure, however, is somewhat modified from what we
were talking about last year. It has been scaled downward. Isn’t
that correct? §

Ambassador Brock. Not too much. We changed the tax treat-
ment, as you know, from the investment tax credit which was origi-
nally proposed to the convention tax treatment. My own judgment
is that the economic benefits are going to be slightly larger for the
Caribbean than they. would have been under the original proposal.

A couple of product areas were added for exclusion; primarily, in
the leather category, which we had not originally proposed. But
other than that, the bill is a good strong bill. And, frankly, is a
very effective approach, I think.

Senator SymMms. Well, I share that. I believe we have to do this.
But it is part of the entire package. One thing that does concern
me, and when I visited that region in the general area—there
always seems to be a flight of capital to the United States anytime
any economy or political government becomes destablized. Do you
have any numbers—maybe Secretary Chapoton has numbers—of
how much money is actually part of this imbalance, capital that is
fleeing to the United States looking for a safe haven?

Secretary CHAPOTON. I do not have numbers available, Senator
Sg'mms. I'm sure those numbers are available, and we could supply
them.

Senator Symms. Secretary Shultz?

Secretary SuuLtz. I think it is noteworthy that the amount of
U.S. origin investment in the region is in the neighborhood of $8
billion so that represents money that has been put there by inves-
tors here, and represents a measure of some confidence. I don’t
have the amount of U.S. credit that has been extended to the
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region, but it's quite substantial. Maybe Secretary Chapoton does
have that number—it is a substantial number.

So those are evidences of confidence. But it’s certainly true, in a
broad in a general way, that one of the compliments to our country
these days, but which also represents a problem, is the fact that we
are the safe haven for capital from all over the world. Senator
Long was talking about some of our trade problems in his question-
ing. I think that they go back to a very considerable extent to the
value of the dollar. The value of the doliar basically represents
market forces, and those market forces are generated to some
ext;entl by trade accounts, but to a major extent also by this flow of
capital.

nator Symms. Well, I think, Mr. Secretary, you are really
making the rather philosophical linkage point that I wanted to get
at. That for all of our efforts, if we do all the things that we think
we should do, I don’t believe that market decisions will be to go
invest in a region if it is viewed that the United States is not going
to be successful in places like El Salvador, for example. If it ap-
pears that the Marxists are going to be successful, well, then capi-
tal simply will flee away from that area and not toward it, and
compound our problems. Because the people who have money there
will do anything they can to get across the border or get it out of
the country, convert it into something that is liquid.

It just seems to me that our efforts in Central America will have
a big determination of whether we can be successful in our econom-
ic efforts. And I think that we can’t ever get away from that. And I
have said this to you privately, but I think we absolutely have to
be successful at whatever cost in Central America. And I think
that in order to have the Caribbean Basin Initiative be successful
so that we can encourage people to go down and invest and provide
a growing economy and development as the President wants to do
it, I think that is all tied to it.

If there is a perception on the part of investors that the area is
unstable—we will do this much, pass the law and put up $350 mil-
lion or whatever it is, and some tax advantages and nobody will
take advantage of it if it is viewed as unstable.

Secretary SHULTZ. I agree with your comment, and I welcome it.

Senator Symms. Thank you.

Senator RotH. Senator Mitchell. ~

Senator MITcHELL. Mr. Secretary, Senator Dole asked earlier
about the copyright provisions. I just wanted to ask you whether or
not in your judgment this violates a basic international legal prin-
ciple, which is that a nation’s laws do not have extraterritorial
effect. Does not this provision represent an attempt to impose
American cogyright law on other sovereign nations?

Secretary SHuLTz. Well, it is a statement that certain things that
we do will not happen if they do certain things. So it isn’t an effort
to impose something on somebody in a kind of cavalier fashion. We
are just saying if we are going to work together, there are certain
rules and regulations that are going to go with that. -

I've been struggling with this issue lately quite a lot. And some
of my friends in the legal community tell me that I should stop
using the word “extraterritoriality’”’ because it contains within it a
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conclusion. And that it is better to talk about conflict of jurisdic-
tion.

Senator MitcHELL. Well, listen to the lawyers, I always say.
(Laughter.]

Secretary SHULTZ. We don’t have any alternative.

Senator MiTcHELL. I want to refer to a specific portion of your
statement on page 13 in which you state that the GSP contains
competitive need restrictions and product exclusions which limit its
usefulness as a stimulus to broad-based recoverg by the small Ca-
ribbean Basin countries. Since that appears to be the crux of this
proposal, that the GSP is inadequate or insufficient to provide the
necessary stimulus, would you be more specific as to which compet-
itive need restrictions and which product exclusions you are refer-
ring to? And precisely in what manner is their usefulness limited?

Secretary SHuLTz. Well, I'in going to ask those who are better
versed in this than I to be very specific with you. But I think the
general problem is that in GSP you are designing a system that
has worldwide scope. And it needs to have conditions that reflect
the great variety you see around the world. Whereas, in this bill,
we are aiming at a particular region that has certain characteris-
tics and so the program specially designed for it. But maybe Am-
bassador Brock could elaborate a little bit.

Ambassador BRock. Two very brief points. The sugar area would
be one area where you exceed the competitive need formulation.
But that’s not as large a problem as the future problem that I
think we are trying to deal with.

The basic difficulty with GSP is not its coverage, but its duration
and predictability. There is a very strong attack being made on
that entire program in this country, as there is in others. And we
simply don’t know how to get investment into the Caribbean coun-
tries without some assurance of a long-term economic market op-
portunity here.-So the predicate of the program is 12 years worth
of market access on this mutually agreed upon bilateral designa-
tion. And with that, we think you have dealt with the uncertainty
problem, and with some of the specific components. The GSP 1
would mention as only one example.

What if a country—Haiti or the Dominican Republic—was pro-
ducing what is virtually a unique product? They would quicklg gg
over the 50-percent share of U.S. imports. And they woul
denied GSP.

We might not have any competitive product here at all, but we
still would be denying them that opportunity of access, and putting
them at a tariff level of—whatever the tarift was. This would elimi-
nate that problem, and allow us to deal with them in a fashion
that gives them some long-term investment magnet opportunity.
That’s basically the purpose.

Senator MitcHELL. Now let me just make a couple of comments.

First, I thought both the Secretary and the Ambassador made
eloquent statements regarding the scholarship programs in the Ca-
ribbean. I would ask you, Mr. Ambassador, if you could provide us
with some written specifics on what proposals, which have been
made by this administration, there have been regarding such ex-
changes internationally. I think that you will find that they fall
into the category which you had described here earlier today.
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Finally, I just don’t want my silence to deem acquiescence. You
maioa;gree with the statement made by Senator Symms, but not ev-
ery ! here does. This is not the proper place to debate our polic
in El Salvador, obviously. But if it is your position that this won't
do any good unless we do the right thing in El Salvador, you are
not going to gain votes here, you are going to lose them ause
then the argument would be, well, why don’t we wait and see what
halppens there before we pass this.

don’t mean to suggest that you tie the two that closely togeth-
er. But this stands on its own in my judgment as a positive thing
for the U.S. Government to do, and does not in any way justify ac-
quiescence in any particular policy in El Salvador.

Secretary SHULTz. Your silence—or now not silence—I certainly
realize doesn’t mean assent. And I have been exposed to enough ar-
gument in congressional hearings to realize that not everybody
thinks the same way on this issue.

I do think the point, however, is a generally valid one. In a coun-
try where you have violence and physical disruption, it’s unlikely
that {)ou can have investment and orderly economic activities. The
two things don’t go together. You have to obtain some degree of po-
litical stability.

And in the case of this bill, as in the case of other programs con-
nected with various countries, it is the position of the administra-
tion that economic support is an essential ingredient in any strat-
egy. It's necessary. If there is violence, somehow, some shield
against that violence is needed. And that's the situation, as we see
it, in El Salvador. But we don’t want to argue that here, I know.

Senator MiTcHELL. Certainly I do not disagree with what you
have just said. And I don’t think anyone here disagrees with that.
The question is that you have stated an objective. The disagreeing
is over the means to that effect. Certainly, the ending of violence
anywhere is an objective, and we all recognize the need to do that
in connection with the economic improvement. ‘

My time is up. Thank you.

Ambassador BrRock. Can I just pitch the logic of this bill? What I
think you were addressing goes to the question of would we be
having this difficulty in El Salvador had we done something as
forthcoming as this 10 i'ears ago. And I think the answer is that
you might, but you would have less of a prospect of that if we had
created a stronger economic base for the maintenance of political
stability in this region. )

Senator MitcHELL. Well, the Secretary made the point precisely
when he said to Senator Long that when people own something
and they have a stake in a society then they are more likely to be
committed to it. And the problem in. El Salvador has its roots in
precisely the lack of that in that country there.

The CHAIRMAN. Senator Roth.

Senator RotH. Thank you, Mr. Chairman.

Mr. Secretary, as chairman of the Permanent Investigation Sub-
committee we have held numerous hearings on the problems of
drugs, offshore banking, tax havens. And we have found in those
hearings that the glue or a key component of the illegal drug busi-
ness is the use of laundering this corrupt money through offshore
banking. I'm concerned that in this legislation that while we pro-
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vide in section 202 that a country to be a beneficiary country and
get the benefit of the convention treatment that agreement has to
be entered to exchange information on banking, I wonder why,
however, this was not included as a condition for any of the bene-
fits. In other words, I think it is critically important to this country
both from the standpoint of attacking the illegal drug business,
which amounts to billions of dollars, as well as the fact we have
found that a lot of people are avoiding taxes through these tax-
haven countries that we get cooperation from this region, from this
area, in exchange of information of people who are illegally laun-
dering money.

Would you be agreeable to making the section (a) part of the title
I providing that you could not be a beneficiary country unless they
had entered into such an exchange of information?

Secretary SHULTZ. Maybe you had better speak on that.

Secretary CHAPOTON. Senator Roth, if I could speak to that. That
question has come up before. The information, though, is primarily
tax information. It does involve illegal money and illegal activity,
but we try to always negotiate agreements with respect to tax mat-
ters, and tax information separately from countries than other ex-
changes of benefits and concessions.

If we started down the track of saying that we would require tax
information for other benefits, I think we would be departing sig-
nificantly in this area from past practice——

Senator RoTH. Let me disagree. This is really much more, much
more, than a question of tax information. The fact is that this illic-
it drug business, much of it coming from Latin America up here,
and then the laundering of the money into the oiishore banking, is
the key of this whole illegal operation. And we are talking about a
$75 or $80 billion business according to some people—illegal busi-
ness. And one of the reasons that they succeed is that they are able
to Jaunder this money through the offshore banking. I think it’s a
- very, very critical problem if we are going to be successful in our

attack on illegal drug dealings. :

And what I am really saying is to attack that. And it does in-
volve also the taxpayers.who are sending money out to avoid
paying taxes. It’s critically important that this government be able
to get full information on those that are utilizing these offshore
banking areas.

Secretary CHAPOTON. Well, I certainly don’t disagree with that,
but I would point out that this tax provision—the ability to take
the deduction for tax conventions—is a very powerful pull on this
guestion. The information, while you are right—it will develop in-
ormation other than just tax information—the primary thrust is
tax that will be——

Senator RotH. I'm disagreeing with that, Mr. Secretary, because
it’s a critical component of the illegal drug business.

Let me ask the Secretary, if I could, this question.

Secretary SHuULTZ. Could I just interject something on this?

Senator RoTH. Yes.

Secretary SHurtz. I think in our colloquy with Senator Bentsen
we identified a provision taken from the GSP legislation that could
be put in here that calls for an adequate program to deal with the
drug problem. I've forgotten just exactly how he phrased it. We dis-
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cussed that a little bit. But it may be that that will be of interest to
you in considering your attitude toward this matter.

Senator RotH. Well, I'm generally favorable toward the legisla-
tion, I want to say, Mr. Secretary. But as in many situations, there
are other factors, and I think a very serious one are these offshore
banks that are used improperly for any number of purposes. One is
to avoid paying taxes, but the other is that illegal criminal organi-
zations is using it as a means of laundering their ill~iotten gain. So
I think this is something we ought to address in this legislation.
And I would like to work with——

May I ask one more question, Mr. Chairman?

The CHAIRMAN. Yes.

Senator RotH. As I say, I am generally favorable. But one of my
concerns is that even though this is overall maybe not that impor-
tant in our trade picture, the fact is that wherever you go every-
body is looking to the American market as helping pull them out of
their current difficulties. I had the opportunity to go to several
Latin American countries a few weeks ago—Mexico, Brazil, as well
as Peru. They are all looking to our market and exports to our
market as a means of working their way out of their very difficult
economic problems. And I understand and support that.

But at the same time trade does have to a two-way street.
And one of my concerns is that each of these countries and each of
these areas understand that if they are going to sell to our market
that we have to have equal opportunity, which brings me to my
question. Some time ago with Xour predecessor I asked that he take
measures to insure that our Ambassadors abroad and other mem-
bers of American Embassies abroad take active measures to pro-
mote the export of American made goods and products. I would ask
that you might follow through on that because I think it’s critically
important. I must say I was very pleased with some of the informa-
tion I got in Latin America. I think some of our Ambassadors are
doing an excellent job.

But I would urge you that if we are going to open up our mar-
kets our diplomats abroad understand that as far as you are con-
cerned a key part of their job is to promote the sale, the export of
f\rtnerican made goods. I wonder if you would be willing to send a
etter.

Secretarg SHuLTZ. I agree wholeheartedly with you, Senator. And
I think U.S. diplomats must have export promotion on their minds.
It may be interesting for you to know that the first message I sent
- out r becominf retary of State—a general message to every

post—was precise 3' on this point. That promotion of U.S. exports
was important and was in the interest of the United States; and I
expect that every post will look to this subject.

have found that this is taken very seriously now by everybody.
And as a person who has traveled around a lot over guite a period
of time, includin%fas a private businessman, I think it’s a fair state-
ment that our offices abroad have had this subject increasingly in
their consciousness and readiness to work on it.

Senator RoTH. I'm very pleased to hear that. I think it’s critically
R rtaﬁnt, and I congratulate you for taking that action.

ank you.
The CPAIRMAN. Senator Chafee.
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Senator CHAFEE. Thank you very much, Mr. Chairman.

I think any bill to encourage trade is a jobs bill, and I think this
is correctly labeled as that by Secretary Shultz.

My concerns go to the problem that was voiced earlier by Sena-
tor Danforth. And that is does this bill do much or 1s it really cos-
metic? And will it have the effect of raising expectations but not
meeting them? And I just wonder if we have really taken much of
a step forward here.

Secretary SHuLTz. Well, we have taken, I think, a significant
step. Not a magic step. It is essentially the offer of an opportunity,
namely, the access to the world’s biggest and most dynamic market
on a special basis. We think that the conditions are such that en-
terprises and investors, local investors as well as joint ventures
with people from our own country, will see that opportunity, and
move into it.

It won’t happen overnight, but it’s an important opportunity. I
think the point that Ambassador Brock made earlier is very signifi-
cant. Namely, the notion of a 12-year period so that people have a
longer planning horizon, and they can think in longer terms. And
thereby justify the investment of effort and training and money
and resources.

Senator CHAFEE. Well, I think that that is important. However,
as has been pointed out, the GSP applies to practically all these na-
tions. And I think the illustration that Ambassador Brock used of
the possibility of some country exceeding the 50-percent limitation
and then losing its GSP is an interesting one, but probably inappli-
cable to most of the countries in the area. And has rarely risen—
well, I won’t say it’s rarely—has arisen with other nations that
enjoy the GSP outside of this area. I doubt if it has ever risen with
one of the countries in the area. Has it, Mr. Ambassador, that you
know of? . - ’

Ambassador Brock. No.

Senator CHAFEE. So 1 guess really my question is when you
accept the fact that these countries have tho GSP are we making
much of a step forward? And I am prepared to accept the views of
you, Mr. Secretary, and the Ambassador that we have made a step
forward obviously. Otherwise, you wouldn’t be here.

But this has been cut down from what was originally introduced.
And it seems to me there is a host of exemptions under it. Is that
not correct, Mr. Ambassador?

Ambassador Brock. There are some. Our view is that the basic
function of creating a magnet process to draw investment in for
new productive facilities, new employment down there will be far
more important to them than the occasions of the exceptions that
have been made.

As you know, the administration proposed virtually no exception
other than textiles where we were covered by the multifiber agree-
ment, and sugar which was covered by the quota legislation which
the Congress passed under the farm bill.

But in all honesty, I think we have got a remarkably good bill.
We would be delighted to see enacted into law the House-passed
version as it was passed. And we think that would offer a remark-
ably strong, sustainable economic opportunity for these countries
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ggd %’or the United States because it is a jobs bill. Both sides will
nefit.

Senator CHAFEE. Well, I think you have & very strong case. And
in just looking at the statistics that were glven by you and by the
Secretary—excluding petroleum trade, there’s a $2 billion surplus
with that area—are very significant and that translates into lots of
jobs. We use the statistic around here that of four out of every five
new manufacturing jobs in the United States come from exports.
And that hasn’t been challenged.

I would ask this: Others have touched obliquely, Mr. Secretary,
on the Jamaica broadcasting situation, and while I am not familiar
with it, as the chairman pointed out, that’s been brought to our at-
tention, and it does seem to me that there are problems with that.
And as I understood your answer, you have been negotiating on
this? The question was a little confused here. Is this what your
a}lllsv.;ler was to Senator Mitchell? That you have been working on
this

Secretary SHULTZ. Our answer was that we have been working
on it; we would like to negotiate it out. But we recognize that if
that doesn’t happen, the provision is going to be in the bill and we
accept that fact.

Senator CHAFEE. Well, I think it’s a pretty tough provision to
have in a bill. And I certainly think that the legislation ought to
include a waiver for the President which I understand is given for
other exclusionary condltlons What would be your answer to that,
if the President had waiver power?

Secretary SHULTZ. I think that would be constructlve

Senator CHAFEE. Certainly, I don’t think the President should be
deprived of that ability under this legislation.

Mr. Chairman, may I ask one more question of Mr. Chapoton?

The CHAIRMAN. Sure.

Senator CHAFEE. As has been pointed out, the tax conditions
have been changed. The existing conditions, I believe, deal with tax
credits for the construction of the— —

Secretary CHAPoTON. The original proposal was for an invest-
ment tax credit for new investment in property and equipment.

Senator CHAFEE. Now you have changed the deductibility?

Secretary CHAPOTON. No. Now the change is an entire change to
the deductibility of convention emphasis, it has nothing to do with
investment.

Ser;ator CHAFEE. Deductibility for those who attend the conven-
tions?

Secretary CHAPOTON. Correct. -

Senator CHAFEE. And I would suspect that that is probably a
better provision as far as attracting tourlsm to the areas.

Secretary CHAPOTON. Senator, that is what they wanted. The f{
think it’s a better provision. And, indeed, up front, it certainly will
probably have a much greater 1mpact than the investment tax
credit would have had.

Secretary SHuULTZ. I might just say, Senator, that we would be
glad to have both if we thought we could get them, but the judg-
megt is that we aren’t getting anywhere on the investment tax
credit.



118

Senator CHAFEE. Well, I think the deductibility is a very potent
weapon to attract people to take this type of trip.

Thank you.

Thank you, Mr. Chairman.

The CHAIRMAN. We might couple it with withholding, something
that would make it exciting. [Laughter.]

Senator Bradley.

Senator BRADLEY. Thank you very much, Mr. Chairman.

Let me confirm what I think is the theory behind this approach.
And that is to try to create economic stability in the region, and,
therefore, political stability. And to do this by essentially encourag-
ing the countries to maximize their own comparative advantage,
and in the process promote economic growth and political stability.
Is that it?

Ambassador BrRock. Exactly. Stated as a good economist.

Senator BrabpLEY. Could you.tell me why have you excluded from
the CBI tuna?

Ambassador BrRock. As I think you know, Senator, we did not
propose or support any exclusions other than those mandated vir-
tually by international rules, such as the multifiber agreement.
That was imposed by the House in its final action. And we simply
said we will accept the House bill as is in order to expedite pas-
sage. We did that in order to try to see if we could pass the bill in
the Senate in the special session.

Senator BRADLEY. So it is not related to the theory of the bill. It’s
related to the politics.

Ambassador BrRock. That’s correct.

Senator BRADLEY. Why have you excluded petroleum?

Ambassador Brock. Identically the same reason.

Senator BRADLEY. Why have you excluded textiles?

Ambassador Brock. That was in the administration proposal. We
did exclude textiles for the simple reason that we operate under
the international multifiber agreement.

Senator BRADLEY. All right. And leather is the same reason?

Ambassador Brock. No. Leather was imposed by a majority vote
}{1 the House Ways and Means Committee, and accepted on the

oor.

Sengxtor BrapLEY. And why have you given special treatment to
citrus?

Ambassador BRock. I'm not aware of that.

Senator BRADLEY. They don’t have a special escape clause?

Ambassador Brock. On perishables, I'm sorry. On perishable
commodities we did provide for an expedited action because they
are, in fact, perishable. And what we provided is a special provision
for expediting consideration. If a 201 is filed by a domestic produc-
er of perishables pleading injury, the matter would not go to the
ITC, but go to the Secretary of Agriculture for expedited considera-
tion within 14 days. He would be required to judge whether or not
injury had occurred. And if it was in prospect, he could reimpose
the MFN rate.

Senator BRADLEY. All right. If you have excluded textiles and
leather—textiles pursuant to the multifiber agreement—tuna, pe-
troleum, leather, and citrus have been excluded for reasons other
than international agreements or the theory of the bill. Why have
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you not also excluded items that are a part of the GSP exclusions,
such as watches, steel products, and electronic articles?

Ambassador Brock. Well, if we started going down the list—the
argument we made against each of the exclusions that were pro-
posed in the House, and those four that you have mentioned that
were adopted-—the argument we made in those cases was that once
you start unraveling this weave, there is no end to it. Every pro-
ducer can plead-that they are threatened by this group of countries
that constitute 2 percent of our imports. And I, frankly, think you
-will have no bill of any value if you go down an extended list.

We did not propose exclusions; do not propose exclusions.

Senator BRADLEY. So you just made a judgment to cut it off after
a certain number of articles were excluded?

Ambassador Brock. Well, we didn’t have a whole lot of choice.
We were defeated in the House, and we said, all right, we can live
with that bill. The nations affected believe that they can live with
it as it passed the House. But we, frankly, would resist further ex-
clusions as we resisted those.

Senator BRADLEY. Would a looser sugar quota be consistent with
the theory of the bill?

Ambassador Brock. Sure.

Senator BRADLEY. But you have not supported that?

Ambassador BrRock. We are bound by the law, as passed by the
Congress, and that put us in a pretty difficult position on the ques-
tion of sugar. It has disrupted our own market situation, and made
life very difficult for us with not only the Caribbean nations, but
sgith_? lot of other very friendly countries like the Philippines and

razil.

Senator BrapLey. All right. I have been given a document—I
think it's from the USTR—that shows the effect of this liberaliza-
tion on various countries in the Caribbean. And it ranges from 69
percent liberalization for Barbados to 41 percent liberalization for
Nicaragua, to a 10-percent liberalization for the Dominican Repub-
lic, to a 2-percent liberalization for Jamaica.

How are we sure that we are going to get what we want with
this kind of uneven effect of the liberalization across the region?
Particularly, if the purpose is to promote economic growth, and
more importantly, political stability.

Ambassador BRock. Remember that the numbers we gave you
'~ were based upon the current product mix of their exports to the
United States. Some countries export a fairly high percentage of
dutiable items. Others provide a very high product mix of items
that are MFN duty-free or covered by GSP. That'’s just the happen-
stance of the current situation of their domestic economy, and
really is almost irrelevant to the purpose of this bill because what
we hope to achieve with the bill, as you stated at the outset, is the
process of drawing to these countries investment to produce a
range of products, probably starting with agribusiness. But it will
cover other areas very quickly—high technology and other prod-
ucts. That’s because of the assured market access over a period of
12 years. And you can’t make an economic investment on a 1- or 2-
or 3-year basis, as we all know. We have to have the predictability
of that market access.
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I don’t know what the mix will be 5 or 10 years from now. All we
are saying is that we are going to give you full market access so
that you can develop your economies in that fashion which greatest
provides employment and growth for your own people. It’s then
their choice to seek whatever investments they can that best fit
within their own desires. ’

Senator BRADLEY. But you expect them to expand their share of
the United States market dramatically. Obviously, in Jamaica the
purpose is to try to do that, isn’t it?

Ambassador Brock. I very much hope so.

Senator BRADLEY. And the Dominican Republic.

Ambassador Brock. Clearly, it will expand their market here
and our market there. Both of us will benefit. Let’s be very frank
that these are different types of countries, different leaderships.
They will choose different methods. Some will succeed in greater
degrees than others. There is no way to predict that. But what we
have to do is to give them the opportunity. Otherwise, they may
not have any hope at all.

Sena?tor BrapLEY. Would you expect Nicaragua to expand its
export!

Ambassador BRock. Nicaragua will have the opportunity as will
any other country to comply with the terms of the law. And if they
do, we would welcome their establishment of democratic processes.

Senator BRADLEY. Thank you, Mr. Chairman.

The CHAIRMAN. Senator Matsunaga.

Senator MaTsuNacaA. Thank you very much, Mr. Chairman.

I don’t believe any member of this committee would disagree
with the panel as to its observation that it is to our own interest
that we economically stabilize the Caribbean area, and also by eco-
nomic stability bring political stability.

I was over in Taiwan back in 1964 where a group of eight other
Members of the House—that was in 1964—and all nine of us
agreed that it was utterly impossible for Taiwan ever to get from
under our foreign aid mantle. And yet in 1967 when I revisited
Taiwan, they had gotten off foreign aid from the United States and
on that little island had performed a miracle. As you well know,
:gdjay it is the second higgest exporting country in that area next

apan.

And I don’t know whether we can learn anything from that
lesson in Taiwan, and whether the administration has made an
effort to learn from the experience of Taiwan. May I raise that ini-
tial question?

Secretary SnuLrTz. I think we can all learn from that and similar
experiences. Basically, that the process of economic development
has to be done by the people of the country involved. It is funda-
mentally their problem. And they have to attain educational levels.
" They have to expend energy and exhibit a capacity to work and
save. These are the ingredients that make for economic develo;’).
ment. And it is precisely in this regard that the administration’s
program is designed so that there is a flow of aid for various infra-
structure purposes to help access to financial markets by private
enterprises, the educational purposes that have been referred to,
but also—and this is the point of the bill before gou——to set up the
economic opportunities, you might say, that lead people to act for
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themselves and try to exploit those opportunities. And if they will
do that, they will succeed. If they won’t, they won’t succeed.

Senator MATSUNAGA. The statement is only in writing so far, but
this is a statement of Mr. Joseph Pelzman, associate professor of
economics at the George Washington University who is scheduled
to testify before this committee, and he makes this strong state-
ment:

The CBI as contained in the proposed Caribbean Basin Economic Recovery Act (S.
544) is fundamentally flawed and ill<onceived. It rests on the premise that the fun-
damental impediment to Caribbean development is high U.S. tariffs. At the same

time it offers to eliminate tariffs on a select group of products which are not repre-
sentative of the comparative advantage of these countries.

Now that is a very strong statement. He also raises two principle
questions which I do hope the administration will address in trying
to implement that act. It says:

A true development oriented legislation should focus on two primary questions.

First, how does one attract U.S. manufacturing firms away from Asia to the labor
surplus, low wage countries of the Caribbean region?

And, second,

How does one provide the proper environment for the formation of the necessary
infrastructure, the training of skilled workers and the establishment of internal
markets in the Caribbean region?

I think these are fundamental questions. Representing the state
which will be most affected, coming from a tropical agricultural
state, I think it is fundamental that we deal with these questions.
And to see that the development within the Caribbean area is such
that they deal not only with the United States but among them-
selves. That there be a collateraled interchange and development.

And, of course, we have the concerned governor calling me, and
the concerned mayor of Honolulu calling me. The Governor is con-
cerned that the CBI will bring about competition to Hawaii which
is already suffering from high unemployment rates and deteriorat-
ing economy. And Mayor Anderson, of course, has called us with
reference to the deteriorating sugar industry which might fold.
And thanks to my good friend Bill Brandt, we have resolved a little
of that by imposition of quotas. But sugar is fast fading away, and
we are trying to substitute other agricultural products such as cut
flowers. And then we permit cut flowers in duty-free, which would
just nip the flower industry in the bud, so to speak, in Hawaii. And
so I don’t know. I agree with you, with the administration, that
something needs to be done in this area for our own security. And
we are willing to -make sacrifices, but not to the extent we need to
have soup kitchens and maybe have an exodus from Hawaii also
because of lack of jobs. -

Well, I have expressed my concern. If you have any words of wis-
doms, any words of comfort, I would apfrreciate it.

Secretary SHurTz. Well, I'm sure I don’t have any words of
wisdom and perhaps none of comfort.

Senator MATSUNAGA. None of comfort even. [Laughter.]

Secretary SHuLTz. To use the words of the statement you read, I
think the statement itself is fundamentally flawed. There is no as-
sumption that the United States is a high tariff country. It isn't a
high tariff country. If we can give assurance to this struggling
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group of countries that their goods, with certain limited exemp-
tions, are going to be able to enter this country, it will be a spur to
them to undertake economic development. That’s all. There is
nothing very complicated about it. It is straightforward and, I
think, sensible.

I do think, if I can try to say a word of comfort, that the funda-
mental problem in a lot of the critiques is that the assumption is
made that we have here a zero sum gain. That is, if somebody
gains, somebody else has to lose the same amount so that you come
out with a zero outcome. The whole point of trade—and the reason
why it has flourished and expanded, the reason why the United
States as a country has had such flourishing economic develop-
ment—is that everybody gains from trade. Nobody trades unless
they gain something from it. So it’s been part of the process of lift-
ing ourselves up economically. o~

I don’t mean by that that there aren’t people who get hurt in a
particular trade, but on balance it works to the general advantage.
And that’s the reason we encourage it. And I think that’s comfort.
Maybe not as much comfort as you would like, but I think in the
history of our country it has been a mammoth piece of comfort.

Senator MATSUNAGA. Thank you very much.

Have you any words of comfort, Bill? [Laughter.]

Ambassador BRock. First of all, Hawaii is one of the great trad-
ing states. I haven’t seen it suffer at the hands of the Taiwanese as
that recovery occurred. I think Hawaii has prospered as has
Taiwan, as has the United States. We all benefit from an increase
in trade because as George said, there is no zero sum here. Any
business relationship will endure only if both sides profit from the
relationship. Otherwise, it will not continue. I think that's the
prospect we offer to ourselves and to these very impoverished coun-
tries at the moment in this legislation.

We are sensitive, Senator, to your particular concerns, both in
the agricultural product area where we have tried to deal with it
with the expedited consideration 14 days with the USDA, and with
the convention question that you and I discussed, I think, the last
time I was here in December.

But if you will look at some of the principal products that
Hawaii has and is even more developing now—macadamia nuts, for
example—less than 2 percent of our consumption came from this
entire region. And it takes 7 years before you can even plant a tree
and get it to fruit, so I don’t see that as something you have to be
concerned about. Papaya is less than 2 percent. Ginger root already
comes in duty-free. Pineapple—you are talking less than 6 percent
on the total pineapple tariff, pineapple juice. One-tenth of 1 per-
cent of our imports came from the region. I just don’t believe that -
these are problems of any magnitude to cause you concern. The
contrary is true. I do think we, as a country, can benefit greatly by
the jobs that are going to be created by this growth, by the exports
that we will achieve. And the alternative of not dealing with the

litical and economic stability of these countries, and the possibil-
ity of expenditures in terms of humans for immigration or worse
even for defense expenditures is so much higher that I think the
logic of this case is compellini.

Senator MATSUNAGA. Thank you. My time is up.
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The CHAIRMAN. Any other questions of this panel? We have got
eight witnesses left. — '

Senator CHAFEE. I just want to ask a quick question, if I might. I
see that the President shall not designate any country or benefici-
ary country if such country is a Communist country. Is the term
“Communist” a word of art or who determines whether a country
is a Communist country? Is that the State Department or who?

Ambassador Brock. They do.

Senator CHAFEE. Who?

Ambassador Brock. Basically, they do. [Laughter.]

A very small minority in their country usually.

Senator CHAFEE. They proclaim themselves a Communist coun-
try. Seriously, how do you tell whether a country is a Communist
country?

Secretary SHuLTtz. I think=it’s-a question of that old statement—

‘zif *ygu see that it quacks like a duck and walks like a duck, it’s a
uck.

Senator CHAFEE. I see. [Laughter.]

Secretary SHuLTZ. In terms of the legislation, as I would under-
stand it, it's up to the President to make a determination.

Senator CHAFEE. Does Grenada quack like a duck and act like a
duck? [Laughter.]

Secretary SHULTZ. It’s beginning to, yes.

Senator CHAFEE. It’s in that duck-like state. I see. Fine. Thank
you v:ng much. [Laughter.]

-—-The-CHAIRMAN. Senator Bradley.

Senator BRADLEY. Mr. Chairman, just one quick question for the
panel. Do they think that the bill goes far enough to prevent the
Caribbean simply from being a processing area through which
countries send goods, they are warehoused, and then they are. as-
sembled really in the area, but they are essentially foreign goods?

Ambassador Brock. Yes, I do. I think the reason we chose the 35
percent value added formulation was because we have used it on
GSP: consider that you are talking really fundamentally
about wage and labor infut to constitute that 35 percent, if you
went any higher you would simply eliminate the opportunity to do
any high value production at all.

And we have evolved this number over a period of years with the
experience of GSP. And we did try to make an additional accommo-
dation by allowing some U.S. value to be part of that. -

Senator BRADLEY. Fifteen percent of the 35?

Ambassador Brock. That’s right. But we very clearly do not
want a bill that either authorizes or supports a repackaging proc-
ess. That's not the intention. And I think we can demonstrate by
the history of the GSP approach that this particular number is

—about the closest we can come to a logical economic number.

Senator BRADLEY. Thank you.

The CHAIRMAN. Thank you very much. Let me just state that we
will go to work immediately on trying to pull wﬁether any differ-
ences we may have, and we will be working with the administra-
tion. But, what we really need is some House-passed bill since this
is a revenue measure. I understand that there will be some discus-
sion among the chairman of the Ways and Means Committee, the
House majority leader, and the Speaker sometime this week.
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Ambassador Brock. Hopefully this week.

The CHAIRMAN. So we are prepared. I'm not suggesting there is
going to be total unanimity, but I do believe there-is fairly substan-
tial support for the bill. There may be some amendments neces-
sary. But we will be consulting with you on anything of that
nature.

Ambassador Brock. Thank you.

Secretary SHuLTz. Thank you, Mr. Chairman. We appreciate the
opportunity to appear before this committee. As always, the hear-
ing is conducted in a very professional way, and you hone in on the -
subject that is before you. It’s impressive and appreciated.

* The CHAIRMAN. Thank you.

Secretary CxaproroN. Thank you, Mr. Chairman.

The CHAIRMAN. We now have a panel of Mr. Cohen, representing
the Emergency Committee for American Trade—Mr. McNeill could
not be here—Mr. Kuehn, president and chief executive officer, New
Orleans Cold Storage and Warehouse Co.; and Mr. Cooper, presi-
dent, Geyco Corp. I would like to add to this panel Dr. Pelzman be-
cause I think Senator Long may have to le?ve. Maybe Dr. Pelzman
could come on up.

Let’s start with Mr. Cohen. And I might suggest, if you can sum-
marize your statement, we will include the entire statement as
part of the record. You have had an opportunity to hear the admin-
istration witnesses. Perhaps you would like to comment either in
rebuttal or affirmation anything that may have been said by the
administration.

STATEMENT BY CALMAN COHEN, EMERGENCY COMMITTEE FOR
AMERICAN TRADE, WASHINGTON, D.C.

Mr. CoHEN. Thank you, Mr. Chairman.

The 63 members of ECAT are large U.S. firms.

The CHAIRMAN. I can’t hear a word you are saying.

Mr. CoHEN. The 63 members of ECAT, large U.S. firms, have
substantial overseas business interests. They, if I may summarize,
support the proposed Caribbean Basin Economic Recovery Act.
They believe that its 12-year grant of limited duvy-free access to
the U.S. market will help offset the disadvantages of the Caribbean
regions small domestic market to efficient and diversified economic
production.-

They believe that the economic stimulus that duty-free access
will provide will stimulate trade between the United States and Ca-
ribbean nations, thereby creating employment and enhanced eco-
nomic stability. They also believe that any economic distress that
may be caused in the United States attributable to duty-free access
can be alleviated through provisions of the legislation extending
safeguard statutes to the products concerned.

They also believe that extending the convention tax deduction to
countries of the Caribbean will be of great benefit to the Caribbean
tourist industries.

That is the summary of our statement.

If I just might add, commenting on the points raised by Senator
Long and a number of the other members of the committee, we be-
lieve that as a result of the Caribbean Basin Initiative that there
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will be, hopefully, stronger economies in the Caribbean region. To
us that means increased possibilities of exports of U.S. products to
these Caribbean nations. In other words, we see a mutuality of eco-
nomic benefits that is one of the underpinnings of the legislation,
and is another reason why we are supportive of it.

[The prepared statement of Mr. Robert L. McNeill, executive vice
chairman, Emergency Committee for American Trade (ECAT) fol-
lows:]

21-49t O—83——9



i 126

STATEMENT OF ROBERT L. McNEILL, EXECUTIVE VICE CHAIRMAN,
EMERGENCY COMMITTEE FOR AMERICAN TRADE, BEFORE THE
SENATE FINANCE COMMITTEE HEARING ON
THE CARIUBEAN BASIN ECONOMIC RECOVERY ACT
S.544

Wednesday, April 13, 1983

Mr. Chairman, thank you for ;his opportunity to express
the support of the Emergency Committee" for American Trade
(ECAT) for the Caribbean Basin Economic Recovery Act. We
believe that enactment of this legislation would advance the
economic interests-of the Caribbean nations and would enhance
the image and security interests of the United States in the
Caribbean region.

The 63 members of ECAT are large United States firms ’
with substantial overseas business interests. The 1981
worldwide sales of ECAT member companies totaled over $700
billion. 1In the same year, they employed over 5 million
workers. While very little of their business is done in
Caribbean nations, ECAT members nevertheless feel it
important that the United States’' role in the region beran
understanding and a consfructive one. The Caribbean has long
been an area of strategic importance to the United States. A
substantial portion of our international trade is shipped
through either the Panama Canal or the Gulf of Mexico,

tncluding the bulk of our oil imports and a good portion of
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our strategic minerals. It is most important, therefore,
that the United States maintain sound and friendly relations
with our Caribbean neighbors.

The centerpiece of the Caribbean Basin Initiative is the
proposed twelve-year grant of duty-free access to the United
States market for a wide variety of items produced in the
Caribbean nations. We support this for a number of reasons.
Among them is our recognition that continued economic
stagnation is likely to remain the rule unless real economic
stimulus is provided the myriad economies of our regional
neighbors. Duty-free access to our, market is an innovative
step ﬁhat can provide that stimulus that hopefully will lead
to sustained economic growth. i

The Committee has heard from other witnesses of the
economic distress of the countries in the Caribbean.
Unemployment rates are staggeringly‘high. Balance of
payments problems are severe. The economic future appears
exceedingly bleak. Such conditions are the virus of
discontent and provide fertile ground for mass revolt against
what are largely representative democracies throughout the
region.

Economic depression also encourages emigration from the
region to the United States, which adds to the
transfer payment problem from the fedefal, state, and
municipal governments to those who are in need of economic
sustenance. Indeed, it has been estimated that nearly 20

percent of all those living and born in the Caribbean are
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resident in the United States.

Opening the U.S. market to Caribbean producers will
substant%ally alleviate thé economic disincentive to
efficient production caused by the small markets of each of
the Caribbean nations. Preferred access to our market should
encourage both foreign and domestic direct investment in
productive facilities that will create jobs and also enhance
domestic, social and political stability. This is obviously
to be desired.

Such economic activity will be of benefit to the U.S.
economy. U.S. exports to the region will increase.

Excluding petroleum trade, the United States curreantly runs
an approximate $2 billion surplus in trade with Caribbean
nations.

Just as U.S. exports to the region could be expected to
increase by enactment of the CBI legislation, so too will
imports from the region. We are the natural market for
Caribbean exports, which totaled just about $8 billion to the
United States in 1982. U.S. imports from the Caribbean are
less than 4 percent of total U.S. imports. If petroleum
imports are excluded, then the percentage drops below 2
percent.

Of our roughly $8 billion in 1982 imports from the
Caribbean, about $2.4 billion entered duty-free under either
MFN or GSP-free rates. The duty-free access that would be
" covered by the CBI bill would add another $627 million to the

- duty-free rolls. This amount -- $627 million -- constitutes
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only about 0.25 percent of-estimated 1982 U.S. imports.

We understand that some domestic workers and producers
are concerned that the duty-free access that is proposed
could lead to economic distress. This is a most legitimate
concern. We are, therefore, pleased that the proposed o
legislation provides that the import safeguard provisions of
domestic law shall be available, particularly Sections
201-2U3 of the Trade Act of 1974.

We in ECAT also welcome provisions of the legislation
granting to Caribbean nations the same tax treatment as
afforded Canada, Mexico and Jamaica concerning tax deductions
for conventions. This seems particularly appropriate since
tourism is an important source of income to the nations
concerned.

In short, Mr. Chairman, the proposed "Caribbean Basin
Economic Recovery Act® makes a lot of practical economic and
political sense. It will assist the economic recovery and
increase the diversification of the economies of a large
number of our friends in the Caribbean through the
stimulation of the private sector and private enterprise,
which is the best possible engine for economic growth. The
U.S. economy will also benefit through increased exports and
investment. Growing economies benefit all. On that basis
alone, we recommend your support of this legislation.

Again, thank you for this opportunity to appear before you.
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STATEMENT OF PHILIP G. KUEHN, PRESIDENT AND CHIEF EX-
ECUTIVE OFFICER, NEW ORLEANS COLD STORAGE & WARE-
HOUSE CO.

The CHAIRMAN. Mr. Kuehn.

Mr. KuenN. While I am here as a pnvate businessman, I am
speakmg on behalf of the Latin American Chamber of Commerce,
which is a division of the New Orleans Chamber of Commerce,
which is the sixth largest chamber in the United States.

Our basic position, of course, is wholehearted support of the Ca-
ribbean Basin Initiative. Qur testimony will be backed up by fur-
ther written statements from the International Trade Mart of New
Orleans; the State of Louisiana; the Louisiana District Export
Council; the Mississippi Department of Economic Development; and

many other private and public entities in our region.

- New Orleans will host the Louisiana World Exposition in 1984.
We intend for that World Exposition to include a Caribbean pavil-
ion, a joint exhibit to display and promote all of the nations of the
Caribbean based on a joint basis which could not be afforded by the
countries individually.

We firmly believe that the proposed Caribbean Basin Initiative is
an example of American pragmaticism at its best. We believe that
it will mean jobs for Americans as well as for the Caribbean Basin.
We feel that the CBI will upgrade products shipped from the Carib-
:)ea:d Basm, and it also will increase the traffic of U.S. manufac-

ured expo

Some feel that the United States will be exporting jobs, but we
believe that by helping to improve industrial growth and jobs in
the Caribbean and Central American areas we automatically
create a substantially larger demand for American goods and serv-
ices of all kinds—industrial products, consumer goods, technical
services, and many other items.

This leads to stimulation of American production for export. -
Thus, creating more jobs for American production and port related
labor. This is what the CBI is all about. -

We hope that one of the effects of the CBI will be increased job
opportunities in the Caribbean Basin at the expense of Hong Kong
and similar countries. CBI has the potential of moving some of
those jobs from the Far East and other world manufacturing cen-
ters to Caribbean Basin countries.

The areas of the world likely to lose jobs to the Caribbean and
Latin countries are those that are in the Far East and other ex-
porting nations. The delay in improving capabilities of the CBI
countries encourages embedded underemployment while encourag-
ing illegal migration to the United States, thereby increasing our
own unemployment rolls.

We especially support the CBI as a clear message to the Caribbe-
an Basin of a commitment of the United States to the mutuality of
interest in the Caribbean Basin.

The bill is a clear statement of our desire to develop democratic
self-help solutions to the economic problems of the Caribbean
Basin, one of our nearest national neighbors.

We hope that both houses of Congress will pass the CBI with sub-
stantial bipartisan majorities in order to galvanize the interest of
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the American people in the development of the markets and econo-
mies of the Caribbean Basin. We need to tell these nations that we
want trade with them, and will give them open access to our mar-
kets. We don’t want them in supplicant, subordinate roles. They
are our necessary partners in the defense of the Caribbean Basin
from economic and political domination by outside forces. All the
people of the Caribbean Basin have experienced generations of
domination and exploitation.

We believe that the proposed CBI can offer the hand of Ameri-
can friendship in the most meaningful possible manner. The best
interests of America dictate that our friends have strong democrat-
ic economies and governments. Passage of the CBI would strength-
en democratic institutions in those countries. America’s democracy
is the clear political choice of the peoples of the Caribbean Basin,
just as goods made in America are their choice.

We feel that the Caribbean Economic Recovery Act will improve
the supplies of some goods in the United States, but the real
impact will be small. On the other hand, it certainly will increase
the buying power of the Caribbean Basin nations and increase self
respect among the people of that area. Thus, it can promote democ-
racy and decrease the dependence of their governments on foreign
aid that seldom ever accomplishes the purposes intended.

Trade, as we know, is always less expensive and more effective
for the American people than is aid. However, trade and trade
access is a two-way street. It is not given like aid with strings at- -
tached. So long as the program helps create productive jobs in the
Caribbean Basin it will increase U.S. exports and U.S. jobs. We are
the preferred suppliers to the entire region. They can only buy
what they can afford. And every export for the Caribbean Basin
means more ability to buy American products.

Of course, a program like this would increase the capability of
Caribbean Basin countries to withstand pressure from third coun-
tries to enter into arrangements that discriminate against U.S.
commerce. We hope that U.S. universities, hospitals, and research
and development organizations will also be encouraged to help the
Caribbean Basin people help themselves.

U.S. education has the best long-term effect in building friend-
ships. The motto of the World Trade Centers Association is “world
peace through trade and understanding.” Understanding comes
from knowledge, and we believe that increasing free trade develops
a sound basis for understanding. And understanding is the only
true basis for peace. .

Thank you.

[The prepared statement of Mr. Kuehn follows:}
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TESTIMONY BEFORE THE SENATE COMMITTEE ON FINANCE

BY PHILIP G. KUEHN,
éHAIRMAN OF TH£~CARIBBEAN BASIN PROJECT,
LATIN AHERICA&RCHAHBER OF COMMERCE OF THE
CHAMBER, NEW ORLEANS AND THE RIVER REGION
AND PRESIDENT OF NEW ORLEANS COLD STORAGE
AND WAREHOUSE COMPANY.

APRIL 13, 1983

GENTLEMEN, I AM A PRIVATE BUSINESSMAN IN NEW ORLEANS,
LOUISIANA AND TODAY REPRESENT THE CHAMéER, NEW ORLEANS AND THE
RIVER REGION, THE SIXTH LARGEST CHAMBER OF COMMERCE IN THE COUNTRY.
WE HAVE ESTABLISHED A CARIBBEAN BASIN PROJECT WITHIN OUR LATIN
AMERICAN CHAMBER OF COMMERCE AND ARE WHOLEHEARTED SUPPORTERS OF
THE CARIBBEAN BASIN INITIATIVE. OUR BASIC POSITION IS ENDORSED
AND EXPANDED.BY ADDITIONAL WRITTEN TESTIMONY FROM THE INTERNATIONAL
TRADE MART OF NEW ORLEANS, THE LOUISIANA DISTRICT EXPORT COUNCIL,
THE PORQ OF NEW ORLEANS, THE STATE OF LOUISIANA, THE MISSISSIPPI
DEPARTMENT OF ECONOMIC DEVELOPMENT AND MANY OTHER PRIVATE AND o
PUBLIC ENTITIES IN OUR REGION.

NEW ORLEANS WILL HOST THE LOUISIANA WORLD EXPOSITION IN
1984. WE INTEND FOR THAT WORLD EXPOSITION TO INCLUDE A CARIBBEAN
PAVILLION ~ A JOINT EXHIBIT TO DISPLAY AND PROMOTE ALL OF-THE
NATIONS OF THE CARIBBEAN BASIN ON A JOINT BASIS WHICH COULD NOT
BE AFFORDED BY THE COUNTRIES INDIVIDUALLY.

WE FIRMLY BELIEVE THAT THE PROPOSED CARIBBEAN BASIN INITIATIVE
IS AN EXAMPLE OF AMERICAN PRAGMATISM AT ITS BEST. WE BELIEVE THAT

IT WILL MEAN JOBS FOR AMERICA AS WELL AS FOR THE CARIBBEAN BASIN.
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THROUGH THE PORT OF NEW ORLEANS THE U.S. DCES A BILLION DOLLARS A
YEAR OF TRADE WITH THE COUNTRIES NOMINATED IN THE BILL S, 544, OF
THAT BILLION DOLLARS,_SIXTY PERCENT IS U.S. EXPORTS. THE IMPORTS
ARE LARGELY BULK COMMODITIES OF LOW UNIT VALUE AND HAVE ONLY NOMINAL
IMPACT ON OUR NATION'S ECONOMY. WE FEEL THAT THE CBI WILL UPGRADE
PRODUCTS SHIPPED FROM THE CARIBBEAN BASIN AND-THAE IT ALSO WILL
INCREASE THE TRAFFIC OF U.S. MANUFACTURED EXPORTS. IT PROMISES
GREAT BENEFIT TO THE CARIBBEAN BASIN.

SOME FEEL THAT THE U.S. WILL BE EXPORTING JOBS. BUT WE
BELIEVE THAT BY HELPING TO IMPROVE INDUSTRIAL GROWTH AND JOBS IN
THE CARIBBEAN AND CENTRAL AMERICAN AREAS, WE AUTOMATICALLY CRE?TE
A SUBSTANTIALLY LARGER NEMAND FOR AMERICAN GOODS AND SERVICES 8F
ALL KINDS ~-- INDUSTRIAL PRODUCTS, CONSUMER GOODS, TECHNICAL
SERVICES AND MANY OTHER ITEMS. THIS LEADS TO STIMULATION OF AMER-
ICAN PRODUCTION FOR EXPORT, THUS CREATING MORE JOBS FOR AMERICAN
PRODUCTION AND PORT RELATED LABOR. THIS IS WHAT THE CBI IS ALL
ABOUT.

WE HOPE THAT ONE OF THE EFFECTS OF THE CBI WILL BE IN-
CREASED JOB OPPORTUNITIES IN THE CARIBBEAN BASIN AT THE EXPENSE
OF HONG KONG AND SIMILAR COUNTRIES. THE PRODUCTS NOw MADE AT LOWER
COST IN THE FAR EAST FOR SALE IN THE U.S. COMPLEMENT DEMAND IN THE
U.S. THE CBI HAS THE POTENTIAL OF MOVING SOME OF THOSE JOBS FROM
THE FAR EAST AND OTHER MANUFACTURING CENTERS TO CARIBBEAN BASIN
COUNTRIES. THE AREAS OF THE WORLD LIKELY TO LOSE JOBS TO THE
CARIBBEAN AND LATIN COUNTRIES ARE THOSE IN THE FAR EAST. TO DELAY

IMPROVING CAPABILITIES IN THE CBI COUNTRIES ENCOURAGES IMBEDDED
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UNDEREMPLOYMENT WHILE ENCOURAGING ILLEGAL MIGRATION TO THE U.S.,
THEREBY INCREASING OUR OWN UNEMPLOYMENT ROLLS.

WE ESPECIALLY SUPPORT THE CBI AS A CLEAR MESSAGE TO THE
CARIBBEAN BASIN OF THE COMMITMENT OF THE U.S., 06R GOVERNMENT AND
OUR PEOPLE, TO THE MUTUALITY OF INTERESTS WITH THE CARIBBEAN BASIN.
THE BILL IS A CLEAR STATEMENT OF OUR DESIRE TO DEVELOP DEMOCRATIC
SELF-HELP SOLUTIONS TO THE ECONOMIC PROBLEMS OF THE CARIBBEAN
BASIN, ONE OF CUR NEAREST NATIONAL NEIGHBORS. WE HOPE THAT BOTH _
HOUSES OF CONGRESS WILL PASS THE CBI WITH SUBSTANTIAL BI-PARTISAN
MAJORITIES IN ORDER TO GALVANIZE THE INTEREST OF THE AMERICAN
PEGPLE IN THE DEVELOPMENT OF THE MARKETS AND ECONOMIES OF THE
CARIBBEAN BASIN. WE NEED TO TELL THESE NATIONS THAT WE WANT TRADE
WITH THEM AND WILL GIVE THEM OPEN ACCESS TO OUR MARKETE. WE DO
NOT WANT THEM IN SUPPLICANT, SUBORDINATE ROLES. THEY ARE OUR
NECESSARY PARTNERS IN THE DEFENSE OF THE CARIBBEAN BASIN FROM
ECONOMIC AND POLITICAL DOMINATION BY QUTSIDE FORCES. ALL OF THE
PEOPLE OF THE CARIBBEAN BASIN HAVE EXPERIENCED GENERATIONS OF [
DOMINATION AND EXPLOITATION. WE BELIEVE TBAT THE PROPOSED CBI
CAN OFFER THE HAND OF AMERICAN FRIENDSHIP IN THE MOST MEANINGFUL
POSSIBLE MANNER.

THE BEST INTERESTS OF AMERICA DICTATE THAT OUR FRIENDS HAVE
STRONG, DEMOCRATIC ECONOMIES AND GOVERNMENTS. PASSAGE OF.THE
CBI WOULD STRENGTHEN DEMOCRATIC INSTITUTIONS IN THOSE CCUNTRIES.

AMERICA'S DEMOCRACY IS THE CLEAR POLITICAL CHOICE OF THE
PEOPLES OF THE CARIBBEAN BASIN JUST AS GOODS MADE IN AMERICA ARE

THEIR CHOICE. WE FEEL THAT THE CARIBBEAN ECONOMIC RECOVERY ACT
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WILL IMPROVE THE SUPPLIES OF SOME GOODS IN THE U.S. MARKET, BUT
THE REAL IMPACT WILL BE SMALL. ON THE OTHER HAND IT CERTAINLY
WILL INCREASE THE BUYING POWER OF THE CARIBBEAN BASIN NATIONS AND
INCREASE SELF-RESPECT AMONG THE PEOPLE OF THE AREA. THUS, IT CAN
PROMOTE DEMOCRACY AND DECREAS@ THE DEPENDENCE OF THEIR GOVERNMENTS
ON FOREIGN AID THAT SELDOM EVER-ACCOMPLISHES THE PURPOSES INTENDED.
TRADE, AS WE KNOW, IS ALWAYS LESS EXPENSIVE AND MORE EFFECTIVE FOR
THE AMERICAN PEOPLE THAN IS AID. HOWEVER, TRADE AND TRADE ACCESS
IS A TWO-WAY STREET. IT IS NOT GIVEN LIKE AID -- WITH STRINGS
ATTACHED.

INVESTMENT FROM OUTSIDE THE CARIBBEAN BASIN TO DEVELOP THE
BASIC BUILDING BLOCKS OF MANUFACTURING ECONOMIES IN THE AREA IS
IMPERATIVE. THE CBI WOULD ENCOURAGE SUCH INVESTMENT.

SO LONG AS THIS PROGRAM HELPS CREATE PRODUCTIVE JOBS IN THE
CARIBBEAN BASIN IT WILL INCREASE U.S. EXPORTS AND U.S. JOBS, WE
ARE THE PREFERRED SUPPLIERS FOR THE ENTIRE REGION. THEY CAN ONLY
BUY WHAT THEY CAN AFFORD AND EVERY EXPORT FROM THE CARIBBEAN BASIN
MEANS MORE ABILITY TO BUY U.S. PRODUCTS. OF COURSE, A PROGRAM LIKE
THIS WOULD INCREASE THE CAPABILITY OF CARIBBEAN BASIN COUNTRIES TO
WITHSTAND PRESSURE FROM THIRD COUNTRIES TO ENTER INTO ARRANGEMENTS
THAT DISCRIMINATE AGAINST U.S. COMMERCE. )

WE HOPE THAT U.S. UNIVERSITIES, HOSPITALS AND RESEARCH AND
OEVELOPMENT ORGANIZATIONS WILL ALSO BE ENCOURAGED TO HELP THE
CARIBBEAN BASIN PEOPLE HELP THEMSELVES. U.S. EDUCATION HAS THE

BEST LONG-TERM EFFECT IN BUILDING FRIENDSHIPS.

THE MOTTO OF THE WORLD TRADE CENTERS ASSOCIATION IS: WORLD
PEACE THROUGH TRADE AND UNDERSTANDING. UNDERSTANDING COMES FROM
KNOWLEDGE AND WE BELIEVE THAT INCREASING FREE TRADE DEVELOPS A
SOUND BASIS FOR UNDERSTANDING. AND, UNDERSTANDING IS THE ONLY

TRUE BASIS FOR PEACE.
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STATEMENT OF GLADSTONE A. COOPER, JR., PRESIDENT, GEYCO
CORP., MIAM], FLA.

The CHAIRMAN. Mr. Cooper.

Mr. CooPer. Mr. Chairman, distinguished members of the Senate
Finance Committee, I am pleased to have the opportunity to
appear before you today to speak in support of the Caribbean Basin
Economic Recovery Act, bill S. 544.

I'm here on behalf of Geyco Corp., a trading company, presently
engaged in the promotion and sale of U.S. manufactured products.

In addition, we are also engaged in identifying opportunities for
investment in the Caribbean region, despite the adverse economic
and political difficulties that exist in that region. However, from
our vantage point with extensive interest in the Caribbean Basin,
passage of the Caribbean Basin Initiative will provide the neces-
sary incentive for new investments in the region. The result of the
CBI would be a net benefit to the United States as well as to the
host country. There will be an increase of U.S. exports of raw ma-
- terial, machinery and spare parts, with an increase in U.S. employ-
ment.

The CBI would add to the political and economic stability of the
region, will result in increase in purchasing power, which stimu-
lates exports of U.S. manufactured products. The CBI would pro-
vide the embryonic economies of the Caribbean Basin with their
first real opportunity to develop a viable economic base.

Thank you.

[The prepared statement of Mr. Cooper follows:]
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BEFORE THE SENATE FINANCE COMMITTEE
STATEMENT
OF

GLADSTONE A. COOPER, JR.
PRESIDENT AND CHIEF EXECUTIVE OFFICER
GEYCO INTERNATIONAL CORP.

MIAMI, FLORIDA

APRIL 13, 1383

MR. CHAIRMAN, DISTINGUISHED MEMBERS OF THE SENATE FINANCE
COMMITTEE, I AM PLEASED TO HAVE THE OPPORTUNITY TO APPEAR TODAY
TO SPEAK IN SUPPORT OF THE CARIBBEAN BASIN ECONOMIC RECOVERY ACT
(S. 544) - GENERALLY REFERRED TO AS THE "“CARIBBEAN BASIN INITIATIVE".
MY NAME IS GLADSTONE A. COOPER, JR., I AM PRESIDENT AND CHIEF
EXECUTI&E OFFICER, CO-FOUNDER AND PART OWNER OF GEYCO INTERNATIONAL
CORP. OF MIAMI, A TRADING COMPANY, INCORPORATED OVER A YEAR AGO
ORIGINALLY TO ENGAGE IN THE SALE AND PROMOTION OF UNITED STATES
MANUFACTURED PRODUCTS. SINCE OUR FOUNDING WE HAVE SUCCESSFULLY
MARKETED OUR PRODUCTS IN THE CARIBBEAN BASIN, WITH CONCENTRATION
IN JAMAICA, BARBADOS AND TRINIDAD. WE HAVE FOUND MANY OPPORTUNITIES
FOR INVESTMENT IN THE REGION BY SMALL AND MEDIUM-SIZED COMPANIES,
LIKE OURSELVES, NOTWITHSTANDING THE ECONOMIC DIFFICULTIES THERE.
PASSAGE OF THE C.B.I. WOULD PROVIDE THE NECESSARY INCENTIVE FOR
THESE NEW INVESTMENTS TO BE MADE.
" " OUR INVOLVEMENT IN THE CARIBBEAN BASIN IN THE LAST YEAR HAS
GROWN TO THE POINT WHERE WE HAVE BEEN ABLE TO FORM PARTNERSHIPS
WITH SEVERAL OF OUR CARIBBEAN COLLEAGUES EITHER TO EXPAND OR CREATE
NEW ENTITIES TO MANUFACTURE GOODS, PRINCIPALLY FOR EXPORT TO UNITED
STATES MARKETS. THE ENACTMENT OF THE DUTY-FREE PROVISIONS IN THE.
C.B.I. WOULD ENABLE US TC MARKET THESE PRODUCTS ON A COMPETITIVE

BASIS. FOR EXAMPLE, WE ARE PRESENTLY IN THE PROCESS OF COMPLETING
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AN AGREEMENT WITH THE OVERSEAS PRIVATE INVESTMENT CORPORATION (OPIC)
FOR THE ESTABLISHMENT OF A MANUFACTURING PLANT IN JAMAICA TO PRODUCE
BOXED CONFECTIONERY U$ING TROPICAL FRUIT FLAVORS FOR EXPORT TO THE
UNITED STATES AND SALE (IN THE LOCAL MARKET) TO THE TOURIST INDUSTRY.
WE ARE ALSO NEARING CONCLUSION OF AN AGREEMENT TO ACQUIRE AN INTEREST
IN AN EXISTING MANUFACTURING COMPANY IN JAMAICA FOR THE MANUFACTURE
OF GOODS FOR EXPORT TO THE UNITED STATES. v

ébCH ARRANGEMENTS YIELD A NET BENEFIT TO THE UNITED STATES
Aé WELL AS TO THE HOST COUNTRY. THE MACHINERY, SPARE PARTS AND RAW
MATERIALS FOR OUR MANUFACTURING FACILITIES WOULD BE PURCHASED IN
THE UNITED STATES. 1IN RETURN, THE U.S. CONSUMER OBTAINS AN AFFCRD-
ABLE PRODUCT OF GOOD QUALITY. FROM THE FOUR VENTURES THAT WE ARE
PRESENTLY CONSIDERING, THE DOLLARS TO BE SPENT IN PROCURING THE
MACHINERY, RAW MATERIALS, AND SPARE PARTS, AND IN THE DISTRIBUTION
OF OUR PﬁODUCTS WOULD RESULT IN ADDITIONAL EMPLOYMENT IN THE UNITED
STATES. I BELIEVE THAT PASSAGE OF THBE C.B.I. LEGISLATION WOULD
SPUR THE CREATION OF MANY MORE SMALL AND MEDIUM-SIZED INDUSTRIES IN
OUR NEIGHBORING COUNTRIES, ADDING TO THEIR ECONOMIC AND POLITICAL
STABILITY. IT WOULD ALSO ENHANCE THEIR PURCHASING POWER, WHICH
ONLY MEANS ONE THING - INCREASED U.S. EXPORTS TO THE BASIN.

THE.CARIBBEAN BASIN INITIATIVE WOULD PROVIDE THE EMBRY&NIC
ECONOMIES OF THE CARIBBEAN BASIN WITH PROBABLY THEIR FIRS& REAL
OPPORTUNITY fb DEVELOP A VIABLEC ECONOMIC BASE. MOREOVER, THE
CARIBBEAN BASIN INITIATIVE IS JUST AS SIGNIFICANT TO AMERICAN
BUSINESS. IT SHOULD NOT BE VIEWED AS ANOTHER AID PROGRAM, BUT

INSTEAD, 1T SHOULD BE VIEWED AS THE CREATION OF OPPORTUNITIES FOR .,
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AMERICAN BUSINESS AND PROVIbING OUR BASIN NLCIGHBORS WITH A REASON-
ABLE ASSURANCE OF ACHIEVING ECONOMIC MATUKITY.

TO ACHIEVE THE OBJECTIVES OF THE C.B.I.: a)VIN REMOVING
TRADE BARRIERS, b) REDUCING INVéSTMENT RISKS, AND (c¢) EXPANDING
BUSINESS CREDIT, IT WILL BE REQUIRED THAT GOVERNMENT INSTITUTIONS
CREATED TO FOSTER TRADE, INVESTMENT AND CREDIT, SUCH AS THE EXPORT-
IMPORT BANK AND THE OVERSEAS PRIVATE INVESTMENT CORPORATION, BECOME
MORE FLEXIBLE, SENSITIVE AND FAMILIAR WITH THE CARIBBEAN BAéIN.
IF*IT WERE NOT FOR THE SENSITIVITY AND THE ASSISTANCE OF INSTITU-
TIONS SUCH AS THE FLORIDA NATIONAL BANK OF MIAMI, LLOYDS BANK
INTERNATIONAL, FLORIDA INTERNATIONAL BANK, SOUTHEAST BANK, N.A.,
AND CONSOLIDATED BANK, A SMAhL BUSINESS LIKE OURS WOULD NEVER HAVE
HAD A CHANCE TO BE WHERE IT IS TODAY OR THE OPPORTUNITY TO APPEAR
BEFORE YOU. HOWEVER, THESE INSTITUTIONS' WILLINGNESS TO ASSIST
SMALL BUSINESSES ACTIVE IN THE CARIBBEAN BASIN COULD ONLY BE
ENHANCED BY THE PASSAGE OF C.B.I. AND GREATER FLEXIBILITY BY
INSTITUTICNS SUCR AS EXIMBANK AND O.P.I.C.

IN PARTING, I LEAVE YOU WITH THIS THOUGHT:

"IF SOMEONE HAD NOT GIVEN A HELPING HAND TO

INSTITUTIONS LIKE XEROX, IBM, INTERNORTH, AND

EASTMAN KODAK, THESE INSTITUTIONS WOULD NOT

HAVE GROWN TO BE THE GIANTS THEY ARE TODAY."

IT.IS WITH THIS THAT I URGE THE PASSAGE OF THE C.B.I., WHICH
SHOULD BE CONSIDERED A HELPING HAND TO THE AMERICAN ENTREPRENEUR,

THE AMERICAN CONSUMER, AND OUR NEIGHBORS IN THE CARIBBEAN BASIN.
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STATEMENT OF DR. JOSEPH PELZMAN, ASSOCIATE PROFESSOR
OF ECONOMICS, GEORGE WASHINGION UNIVERSITY, WASH-
INGTON, D.C.

The CHAIRMAN. Dr. Pelzman. .

Dr. PELzMAN. Mr. Chairman, and members of the committee, I
thank you for your invitation to appear here to present my views
on the administration’s Caribbean Basin Recovery Act. I have pre-
pared written testimony, which I would like to summarize on the
assumption that my prepared statement will be entered into the
record in its entirety.

The CHAIRMAN. That is correct. And all the statements will be
made a part of the record in their entirety.

[The prepared statement of Dr. Pelzman follows:]
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Mr. Chairman and Members of the Committee:

My name is Joseph Pelzman, | am an Associate Professor of

Economics at the George Washington University.

I thank you for your invitation to appear here today to
present my views on the Administration's "Caribbean Basin
Economic Recovery Act," S.54k. My testimony presented here
is based on two reports which | complieted under contract

last year. The first study entitled, Effects on U.S. Trade

ggg'Emglozgent of Tariff Elimination Among the Countries of

North America and the Caribbean Basin, was written for the

U.S. Department of Labor, Office of Foreign Economic

Research. The second study entitled, The Impact of the

Caribbean Basin Initiative on Caribbean Exports, was written

for the World Bank, Latin American and Caribbean Country
Department. The views presented here are my own and should

not be attributed to these institutions.

* A Biographical note is attached at the end of this

statement.

The Caribbean Basin Initiative (CBiI) proposed by the
Reagan Administration, in its present form is designed to

foster economic development in the Caribbean Basin primarily
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through econhomic stimulus to the private sector. !n order to
promote private sector develiopment and to expand the
region's exports, the proposed Caribbean Basin Economic
Recovery Act (S5.544) contains two basic mechanisms: a one-
way free trade arrangement (FTA) and a convention business
tax credit. Under the FTA, countries in the Caribbean Basin
would receive duty~free treatment on their exports (with
major product exceptions) to the United Statas for twelve
years. The proposed legislation will also extend "North
American Convention" tax status to beneficiary nations that -
agrees to exchange-of-information arrangements regarding

enforcement of the tax laws.

The major impact of the ﬁ;oposed legislation will come
from the duty free entry provision of the Act. For that
reason my comments will be devoted to presenting estimates
of the quantitative impact of this legislation on the
Caribbean Basin countries. My results demonstrate that, as
it now stands, the present initiative is not a development
program and will therefore result in a trivial improvement
in the level of development of the Caribbean Basin
countries. In order to revise this package such that It
does in fact represent a development program one would have
to shift the focus of this leglslatlQp from providing tariff
concessions where none are needed to providing material
assistance in order to induce major structural changes
primarll; in the manufacturing and export related sectors of

the Caribbean Basin Countries.
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Before | present my estimates of the impact of the FTA on
the Caribbean Basin Countries, a8 discussion of the pattern
of Caribbean country trade is warranted. This is
particularly important given the fact that the primary
assumption of the proposed legisiation is that tariff
impediments are the real problem and that a duty reduction
on a very limited set of goods will improve the level of

development of the Caribbean Basin countries.

THE PATTERN OF U.S. - CARIBBEAN BASIN BILATERAL TRADE

The concept of a "Caribbean Basin" as a homogenous group
of countries is for all practical purposes, artificial,
Central America differs from most of the Caribbean islands
in economic structure, availability of skilled labor,
capital, infrastructure and abcve all in bolitlcal
institutions. While in much of the english speaking
Caribbean countries political stability exists, thus
assuring investor confidence, the requisite economic
infrastructure is missing. On the other hand, while the
economic infrastructure is present in Central America, the
political st?tus quo has been challenged, resulting in:
violence, chaos and coﬁ;aquently a loss ofilnvestor
confidence. Given the political reality of the r;ﬁion it
should be obvious that the present legislation as an

economic measure has a better chance of success in the

Caribbean islands rather than in Central America.
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The countries making up this latter group {Antigus,
Barbados, Belize, Dominica, Dominican Republic, Grenads,
Guyana, Haiti, Jamaica, Hontserrai. St. Kitts-Nevis, St.
Lucis, St. Vincent, %urlnnn. and Trinidad and Tobago)
represent what the United Nations calls primary-producing
middle or low iqgomc\countrias. Given this general
classification, conventional wisdom would argue that these
economies suffer from the same ills of other less developed
countries, namely: a dependence on a small set of primary
. commodities; a high import content for all goods; limited
capital formation; and a dependence on tourism as a major

source of foreign-exchange earnings.

Despite this appearance of homogeneity, most economists
would argue that the sconomic reality of each of these small
Caribbean countries would support the view that these
economies can not be viewed as a single country. In fact,
most experts would argue that this region must be viewed as
a8 grouping of diverse national! entities, each with its own
foreign exchange availability, import and export capacity
and substantial capital and labor mobility. The one common
characteristic of this group is that each of these economies
Is small and therefore by necessity an open economy.
Consequently, a modified CBI package, one which would not
only reduce tariffs but which would shift private investment
to the region, may have its most pronounced effect on these

small open economies.
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Gustav Ranis in his report, Production and Export

Incentives in the CARICOM Region, chooses a more useful

grouping of these economies. He differentiates the CARICOM
group into six homogenous components:

(1) The very small, natural resource rich, agrarian LDCs,
which rely heavily on tourism, i.e., Antigua, Grenada,
Montserrat and St. Lucia. :

(2) The very small, natural! resources rich, agrarian LDCs,
which rely heavily on cash crops, i.e., Dominica, St. Kitts-

Nevis and St. Vincent.

(3) The relatively large, natural and human resources rich,
i.e., Jamaica.

(k) The intermediate-sized, natural resources rich -
Trinidad and Tobago.

(5) The intermediate~sized, land and natyral resource rich
Guyana and Belize, and

(6) The small, primarily tourism-dependent - Barbados.

Given this division of the CARICOM countries in.terms of
differences in endowment, one could Srgue that the
effectiveness of a full CBl program, without.commodity
exclusions, in the short run, will depend largely on its
ability to induce an expansion of existing CARICOM country
exports, hased on present comparative advantage. in the long
run, however, the success of any CB| program must rest on
its ability to alter the relative endowments of the
Caribbean countries, and subsequently their ;omparative
advantage. The present legislation falls short on both

counts. It does not provide duty free access for those goods

where the CBl countries have comparative advantage and it
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does not provide any meaningful incentives for Ioné ioru
changes in infrastructure and the resulting changes in CBI

country comparative advantage.

The proposed ''one-way' free trade area woulq_entall the
elimination of U.S. tariffs on all Caribbean products
entering the United States, with the axception of{ textile
and apparel articles subject to the Multifiber Agreement,
footwear, handbags, luggage, flat goods, work gloves, and
leather wearing apparel not currently eligible under the
Generalized System of Preferences as well as tuna, petroleum

and petroleum products.

In many rcsﬁccts the proposed FTA is somewhat similar to
the U.S. Generalized System of Preferences (GSP). The GSP
program extends duty-free status to selected [tems imported
directly from daveloping countries. Currently, 2,850 ﬁroduct
categories are eligible for the GSP program. The FTA part of
the proposed CBl package would include all of these items
and ali _other products w}th the major exceptions noted

above.

One major difference between the FTA and the GSP program
is that under the latter program ''graduation'" is possible.
Under the proposed legislation no competitive need test
exists. To receive GSP treatment, on the other hand, these
countries must pass such a test. This competitive need test
Is adjusted annually, and consists of two parts, a value

limit on total exports to the United States and a percent
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limit as a share of total U.S. imports for that product. In
1981, the total export value limit for each participating
country was $50.9 million and the value of imports of an
individual product could not exceed 50 percent of total U.S.
imports in 1980. This second limitation could be waived if
tota! U.S. imports of the product were less than §$1.2
million in 1981. In 1982, the major beneficiaries of the.
U.S. GSP program among the smaller Caribbean countries were
St. Kitts-Nevis, Guyana, Haitl, Dominica, Honduras, Costa
Rica, Bahamas, Dominican Republic and Belize. For the
entire Caribbean group, the share of GSP within total duty-
free exports to the United States was 15 percent or a total

of $397.55 million. (See Table 1).

The other major excepiion within the proposed CB! package
is imports of sugars, sirups and molasses. At present, those
Caribbean countries not receiving GSP on sugar products,
primarily the Dominican Republic, Guatemala and Panama, will
be subject to an absolute quota free of duty. The remaining
countries will receive the same duty-frue treatment for
sugar products to the United States that they currently

receive under the GSP program.

The extent to which this FTA portion of the proposed CBi
package will affe?t Caribbean exports can be determined by a
cursory raview of the major Caribbean exports to the U.S.
and their duty status in 1982, The data in Table Ilprcsent

total U.S. imports from the Caribbean countries during 1982
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by duty status. As such, it outliines that portion of the
trade which was dutiable under MFN, the duties collected,
the portion of trade that was duty-free under MFN or GSP
provisions, the dutiable value ."; share of the custcms
value, and the ad-valorem equivalent tariff rate.2 it is
notable that, while, of the total Caribbean sxports to the
United States of $8.0 billion in 1982, ap;:;xinately 67
percent, or $5.h4 pjllion were dutiable, duties collaected on
these products were $135.34 million, an average rate of 2.5
percent. If the FTA were in existence during 1982 with no
commodity specific exceptions, one could argue as a starting
point that Caribbean exports could have expanded by the full
amount of the 'duties collected, which anount;d to $135.34

million.

If one includes the various exciusions contained in the
proposed |egisliiion this $135 million doltar estimate is
reduced substantially. The three major categories which
overwhelmingly make up Caribbean country exports to the
United States are Textiles, Petrcieum and Sugar. Textile
and apparel exports reprasented 6.3% of total dutiable 1982
exports to the United States. Approximately 90% of this
textile and apparal dut}able exports were brought in under
806/807 offshore provisions. Of even greater note is the

fact that over 70% of total duties collected in 1982 were

DY L L T T T Y

* The ad valorem equivalent tariff rate is caliculated as the
ratio of duties collected to dutiable value.
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collectad on imports of textile products. Consequently, the
$135 miilion estimate can be reduced to $4LO million by the
exclusion of textile and apparel. On the other hand, one can
argue tﬁat despite thsir relatively minor‘rolo in total
Caribbean exports, textiles -- and in particular aspparel
products processed under 806/807 offshore provisions--
could, if they were included, be the major beneficiary of

the proposed C81 program.

Another major item in Caribbean exports to the United
States consisted of petroleum, which reﬁ#esented 57% of
total Caribbean exports and 85% of dutiabie exports in 1982.
Despite its relative size, however, the only substantial
exporters were Trinidad and Tobago with $1.5 billion and the
Netherland Antilles with $2.0 billion in exports. it is
noteworthy that for Trinidad and Tobago and the Netherland
Antilles, petroleum and its by-products represented 95% and
97% respectively, of its total 1982 earnings.* For the

Bahamas, petroleum exports represented 903 of its earnings.

Sugar exports representing the last major Caribbean
exports, equailed $271.9 million in 1982, or approximately
5.0 percent of total dutiable Caribbean exports to the

United States.

- o o - - - oy o= - - - L LT T

* |t should be notad that a substantial amount of these
exports represented processing of OPEC crudes, thus
overstating the value of exports of Caribbean origin.
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Once textiles, petroleum and other exports are accounted
for, the remaining dutiable products imported from the
Caribbean, benefiting from the present legislation, droﬁ to
a total of $626.81 miliion or approximately 7.8% of :otal
1982 Caribbean exports to the U.S. The duties collected on
these imports are less than $40 million. It becomes cbvious,
therefore, that given the proposed leéislatlon with ¢11 the
product exclusions in place, there is a limited quaniity of
trade which would benefit from duty free itatus. One could

therefore conélude that given the priors in this bill, there

is no major tariff impediment to Caribbean developmunt.

in order to provide a more concrete estimate of the
impact of the proposed CB! program on the individuatl

economies of the region, with and without exclusions, we

- present -in the next section a more thorough review. Our
analysis focuses on the size of the tariff rate that is
suspended, the share of those exports already entering duty
free and the relative importance of each Caribbean country's

exports in the U.S. market.
THE ECONOMIC IMPACT OF THE FTA ON CARIBBEAN EXPORTS

The basic economic policy question involved in an
analysis of the impact of U.S. turiff elimination, under the

proposed CB! package, on the exports of the Caribbean

countries is -~ How will the volume and composition of
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Caribbean exports to the United States'chlnqaz Attempts to
provide empirical answers to policy questicns of this kind
>are beset with uothodolégical and data problems as well as
with uncertainties associated with Caribbean country
behavior. Before presenting our results, this section
briefly discusses how these policy questions might be

addressed and briefly presents the methodology used.

Methodological issues

An elimination of U.S. tariffs on goods in the Caribbean
region will, all! other things held constant, cause U.S.
imports from the region to increase as buyers substitute the
now lower-priced Caribbean goods for: (1) domestic goods
(trade creation); and (2) imports from other countries
(trade dl;ersion). The total expansion of U.S. imports from
the Caribbean region would be the sum of the trade creation
and trade diversion effects. Since our concern lies in
determining changes in Caribbean doilar earnfngs from
expanded exports to the United States, the total trade

expansion is the appropriate measure.

The most commonly used method of measuring this trade
expansion is the elasticity approach. This approach requires
the use of U.S. import demand and Caribbean export supply
elasticities to determine the responsiveness of U.S. buyers
and Caribbean sellers to changes in U.S. import duties on
goods imported from the Caribbean region. In addition to the

appropriate slasticities, it is necessary to make
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assumptions or inferences about the potential price response
by the Caribbean countries to a change In U.S. import
duties. Subject to supply constraints, individual Caribbean
suppliers may pass through all, some, or none of the dut}
reduction to L.S. buyers by maintaining export prices
unchanged, raising them by a fraction of the tariff
reduction, or raising them by the full amount of the tariff
change. in sum, the total trade expansion will depend on the
U.S. import demand elasticity, the export supply elasticity
and pricing strategy of the Caribbean group, the magnitude
of the change in U.S. tariffs, and the current volume of

U.S. imports from the region.

Although the approach just outlined is conceptually
fairly straightforward, attempts to implement it are clouded
by a number of methodological and data problems. The most
severe methodological constraint arises from the fact that
despite 8 long trading relatfonship between the U.S. and
the CBI region, this trade untjl rcccntly'h!? been very
small and concentrated in only a few products. The
elasticity spproach, while it can be applied to any given
historical pattern of U.S.- Caribbean trade, does not
reflect the "normal" flows which would have existed if both
partners were fully aware of the respective market
conditions and trading opportunities. The elasticity
approach can measure only-one facet of the normalization
process -- that part due to the reduction in tariffs. It

can not measure the change in trade volume and composition
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which arises from greater information about the CBl region,

nor from.the introduction of new products.

Thus although the elasticity approach in principle can be
used to answer the policy question posed earlier, in
practice, the data and methodological problems are such as
to introduce potentialily wide margins of error into the
analysis. Consequently, some modifications of the procedure

are required.

The basic approach adopted in our study * to estimate the
probable expansion of Caribbean exports to the United States
due to the CBl program is a modified elasticity approach.

In addition, each in&ivldual Caribbean :ountryis export to
the U.S. s projected without the tariff elimination to
1987. These latter projections should indicate where trade
flows are expected to increase in future periods in the
absence of the CBI incentives. This should provide some
information as to where the effects of tariff elimination
are likely to become more important in the future. This
modified procedure should deal with most of the

methodological and data problems referred to above.

% A complete description of the methodology is presente& in
J. Pelzman, The Impact of the Caribbean Basin Initiative
on Garibbean Exports, World Bank, 1982,



This section presents our estimatas of the impact of a
complete tariff elimination under the proqgsed CB| program
for sach of the smaller Caribbean countries.% In order to
avoid the impact of the recession on trade we have used 1981
rather than 1982 U.S.- caribbean trade data. Finally, in
order to better understand the impact of changes in U.S.
demand on Caribbean exports (excluding tariff reductions) we
have projected each country's axports to the United States

to the year 1987 by detailed commodity groups.

The largest unknown in this exercise is the capacity of
the CBI economies to expand their exports in response to new
U.S. demand. As a result of this concern over Caribbean
country capacity constraints, we estigate the impact of the
FTA based on two extreme assumpti~s. Under the first
assumption, Caribbean supply is assumed to be constrained at
the present level of exports. Under the second assumption,
Caribbsan countries are allowed to expand their output
without constraint. In this manner we provide both upper and
lower bound estimates of the probabie impact of the FTA on

Caribbean exports to the United States.

if one assumes that Caribbean countries are unable to

% Detailed product estimates are presented in J. Pelzman,
op. cit..
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expand their capacities then for 1982, an estimate of the
aggregate change in Caribbean exports would simply be the
duties collected, namely $135.3 million or approximately 1.6
percent increase ovar‘total 1982 Caribbean exports. For 1981
the increase would have been $87.1 million. The major
category affected by this tariff elimination is apparel,
which is excluded from the proposed legislation. Excluding
apparel, footwear ;tc.; the the 1982 increase in trade under

this assumption will drop to less than $40 million.

Rather than assuming that Caribbean country supply is
fixed, our second assumption allows the Caribbean countries
to shift th;fr exports to the U.S. market in response to
easier access. This increased supply could come from both
added capacity utilization and trade diverted from other
markets. Table 2 presents the changes in Caribbean exports
to the United States for 1981 due to the compiete -
elimination of tariffs. Assuming that all tariffs are
eliminated without exclusions, it would have resulted in an
increase of $1.36 billion of exports or an approximately 32
percent increase over total Caribbean (excluding Central
American)} exports to the United States th&t same year. When
we exclude textile and apparel, the major dutiable items,
the estimated increase in Caribbean exports deélines to
$742.6 million. The major beneficiaries are Haiti and

Trinidad and Tobago.

The results presented thus far are based on the
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hypothesis that the major expansionary impact will come from
the tariff elimination under the FTA portion of the CBI
program. Given the-::rong link between the Caribbean
countries and the United States, it is highiy probable that
some expansion in Caribbean exports will occur simply

because of increased U.S. demand over time.

Actual 1981 and projected 1987 U.S. imports from each of
the Caribbean ééuntrles is shown in Table 3. It should be
stressed that these projections do not consider the
possibility of any struc¢tural changes in either the exports
of the individual qizibboan countries nor in U.S. imports.
This assumption is partly justified by the work of Gustav
Ranis, who emphasizes that despite ;ttcmpts made in some
Caribbean countries to restructure their trade sectors,
little has been accomplished. Consequently, given the short
time horizon of our trade projections, it appears plausib!g,
that major changes will not take place. The total expansion
in Caribbean exports to the U.S. in 1987 sum to $5.16
billion (1981 dollars) or approximately a 122 percent

increase in Caribbean exports as compared to 1981.

It should be pointed out that, at the commodity level,
these projections reinforce our earlier conclusions that,
apart from the traditional exports, most of the expansion
will occur in items specifically excluded from this proposed
legisiation. Consequently, uniess these items are

introduced into the CBl package, the benefits associated

21-431 O0-—-83—-—11
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with much of the FTA will be minimized.

The results presented thus far demoﬁstrate that the focus
of the Administration's program is in the wrong area. The
existence of tariffs are not the problem in the limited set
of goods included in the proposed legisiation. |f one were
to inciude all items in this legislation, then it would be
possible to discuss tariff impediments to Caribbean exports.
Short of that, the appropriate question to be raised is how
does one attract U.S. manufacturing firms away from Asia to
the labor surpius, low wage countrf;s of the Caribbean
region? Apart from risk many firms would cite the two major
considerations to be markets and cost of production. If we
assume that the FTA portion will guarantee limited access to
the U.S. market, then we are left with a series of cost
factors as the primary variables determining the flow of new
investment in the Caribbean region. Given that the major
bulk of dutiable Caribbsan exports consists of apparel and
offshore processed products, labor costs are the crucial
variables. In general labor costs have to be low enough to
Jjustify the high cost of transporting the parts to the
foreign country and bringing back the finished product. in
some of these economies, for a small scale plant, the annua)
transportation costs, for this two-way flow, may be greater
than the total annual wage. -After lszbor and trangportation,
other major tangible economic considerations include the
cost of investment insurance, tax and duty incentives and

financing. Added to these are a variety of Intangibles that
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must be considered in determining a final economic price for

an investment.

Economic Constraints

In generai, the countries of the Caribbean provide a
whole array of investment incentives and tax holidays
designed to attract foreign direct investment. It is not
for the lack of these incentives that they have failed to

attract significant manufacturing facilities.

All of the Laribbean countries, beginning with Barbados
and ending with Trinid;d>;hd Tobago, offer foreign
manufacturers exemption from taxes, in some countries
lasting up to a maximum of ten years. In other countries,
exemptions are also offered from patent taxes, custom duties
and related excise taxes for a limited period. In addftlon
to incentives designed to increase manufacturing, some
Caribbean countries,” promoting tourism, have passed special
laws which exempt income taxes, construction taxes, taxes
levied on the formation of a company and exemption from

" import duties on materials needed for the tourist sector.

Despite all these attractive incentives, the Caribbean
countries suffer from all the major difficulties and
constraints associated with small size. These include the
undiversified nature of their economies, the high import
content of all goods and services and the lack of capital

formation to undertake major public investment programs. -
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They also lack adequate internal or regional markets to
absorb domestic production. At the same time, the lack of
adequate infrastructure provides the proper disincentive for
the formation of an active export sector. Added to these
economic constraints are the socio-economic probliems
associateq\rith a very small reservoir of skilled manpower
to undertake and manage domestic manufacturing firms,
coupled with a high and growing rate of unempioyment. It is

these latter problems which limit the extent of U.S.

participation in the Caribbean, not high tariffs.

Non-Tangible Barriers

Beyond the specific cost factors that influence decisions
on where to locate new manufacturing establishments are the
intangible consider2tions that involve planning and
allocation of funds, but which are not specifically
enumerated. The intangibles can range from the political
stability of the country to the availability of machine

shops for making minor repairs.

The most often cited 'intangibles! that are examined
after an economic price has been determined are illustrative
of the hidden costs of overseas investments. They are:
political stability, which includes a prospective nation's
solvency; labor availability; travel convenience; living
accomodations for U.S. personnel; technical support,
including the availability of machine shops for minor

repairs; communications; transport reliability; labor
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unions; environmental risks, which include the frequency of
hurricanes and earthquakes; management availability;
mechanic availability; power outages, which can be )
significant in the Caribbean; and.regulatory restrictions,
which includes licensing, quotas, and similar regulations.

In mariy cases it is the existence of these intangible

factors which limit U.S. participation in the Caribbean.

Given the numerous constraints outlined above and the
limited trade_expaqfion due to the FTA portion of this
proposed legislation, it should be obvious that the
Caribbean Basin Economic Recovery Act as presented in S.5u4

is not an economic recovery measure.
.
POLICY RECOMMENDATIONS

The CBl initiative as containred in this legislation is
fundamentally flawed and il] conceived. It rests on the
premise that the fundamental imgpediment to Caribbean
development is "high' U.S. tariffs. At the same time it
offers to eliminate tariffs onua select group of products,
which are not representative of the comparative advantage of
these countries. While the Administration's objective is-
laudible, the present legislation does not go far enough to
foster continued Caribbean development. The primary reason
for this shortfall is that the Caribbean Basin Economic
Récovnry Act is based on an incorrect set of assumptions. Of

even greater concern is the Administration's attempt to add
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yet another tier to our trading system without consideration

of the overal!l impact of an additional preference mechanism.

The existence of tariffs are not the problem in the
limited set of goods included in the proposed legislation.
If one were Lo include all dutiable products in this
legislation, then it would be possible to discuss tariff
impediments to Caribbean development., In the present
environment, however, & development oriented legislation
should focus on two primary questions. First, how does one
attract U.S. manufacturing firms away from Asia to the
labor surplus, low wage countries of the Caribbean region?
Secondly, how does one provide the proper envirorment for
the formation of the necessary infrastructure, the training
of skilled workers and the establishment of internal markets
in the Caribbean region? Legislation which addresses these

issues would go further than the proposed (Bl package.

In order to convert the present legislatipn to a true
development program a number of major modifications should
be made. | would strongly recommend the following specific

measures:

(1) The CBI program should encourage not only bilateral U.S.
- Caribbean trade, but also intra-Caribbean trade and
Caribbean - Latin American trade. In order to accomplish
this the 'value-added' of one or more beneficiary countries
should be raised from 35% to 60%. This would encourage

intra-Caribbean industrial formation rather than the
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establishment of re-export facilities for (non-CBI) third
countries. Raising the 'value-added" requirement would
encourage the formation of integrated production centers and
would discourage the formation of identical faciliti;s
across all beneficiary countries and the formation of

funneling operations.

(2) The CB! package must be viewed in a global context.
Presently a preferential arrangement with developing
countries already exists, namely the U.S. GSP program. The
major beneficiaries of this program, with the exception of
Mexico, are not the Caribbean countries. The addition of the
CBl program as outlined in the proposed legislation will not
provide the additional incentives to shift rescurces to the
Caribbean. in order to shift these resources from Asia to
the Caribbean one must also create disincentives for
finarcial investment flows to Asia. That wouid imply that
along with the CB! program the administration must also
begin a more thorough graduation of Newly Industrialized
Countries (NICs). Continued preferential treatment of NiCs
without regard to stage of development and international
competitiveness would have ''adverse' effects on the proposed

legislation.

(3) Any tariff reduction as envisioned here should be
coupled with a labor management program. This labor
management program would involve the formation of training

facilities and technical schools designed to train a skilled



164

iabor pool. If this major probiem of the unavailability of
skilled labor force is not ameliorated, thare is
considerable doubt whether U.S. companies will shift _

resources into the Caribbean region.

The tariff concessions contained in this bill are not

sufficient inducements to encourage this shift of resources.



TABLE 1

Total 1982 U.S, Imports from the Caribbean and Central American Countriee

Country

Antigua

Bahamas '

Barbados

Belize

British Virgin Islands
Cayman Islands
Costa Rica
Dominincﬁ

Dominican Republic
El Salvador

Grenada

Guatemala

Guyana

Hafti

Hohduras

Jamaica

Montserrat
Netherlands Antilles
Nicaragua

Panama

St. Lucia

St. Vincent

St. Christopher-Nevis
Surinam

Trinidad & Tobago
Turks Islands

Total

Source:

Total
Imports

4.89
1045.21
106.63
38.46
0.89
14.82
358.12
2.37
622.51
310.02
0.40
330.14
70.65
309.85
359.55
278.10
0.74
2106.74
86.87
250.76
4.70
1.39
11.55
60.14
1628.39
3.55

8007.56

By Duty Status (§ million and percent)

Calculated
Dutiable Duties
Value Collected
4.48 1.41
942.23 4.50
79.02 8.96
7.41 1.97
0.42 N 0.06
0.46 0.00
118.31 15.87
0.20 0.06
180.78 35.49
91.31 8.11
0.04 0.00
64.54 1.82
4.89 1.53
111.60 27.09
70.39 6.76
15.95 3.63
0.01 0.00
2057.15 7.10
36.28 1.18
33.54 1.64
3.01 0.68
1.13 0.34
§4.22 0.99
0.47 0.00
1561.18 6.15
0.00 0.00
5389.14 135.34

Total Duty
Free

0.41
102.98
27.61
31.05
0.47
14.36
239.81
2.17
441.73
218.71
0.36
265.60
65.76
198.25
289.16
262.15
0.73
49.59
50.59
217.22
1.69
0.26
7.33
59.67
67.21
3.55

2618.42

GSP
Duty Free

0.00
42.43
8.54
15.97
0.00
0.38
36.58
0.17
84.30
26.05
0.00
23.33
15.72
39.28
49.92
20.73
0.02
4.14
16.98
5.40
0.23
0.01
4.39
0.67
2.91
0.00

397.55

Compiled form Offfcial Statistics of the U.S. Department of Commerce.

Dutiable
Value as a
Share of
Total Imports
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TABLE 2 -

Changes in the Value of Caribbean Exports to the U.S.
Due to Tariff Elimination, 1981. ($ million)

Change in Textile

Changes in and
Country Total Imports Apparel Imports
Antigua 7.77 7.74
Barbados 75.83 30.06
Belize 35.16 32.47
Dominica 0.00 -—
Dominican Republic 392.76 311.60
Grenada 0.00 -
Guyana 12.57 11.30
Haiti 420.56 180.46
Jamaica 54.87 43.25
Montserrat 1.00 -—
St. Kittg-Nevis 5.60 4.10
St. Lucia 2.90 1.30
St. Vincent 2.10 1.50
Surinam 0.30 o 0.00
Trinidad & Tobago 355.03 0.00
Total 1366.45 623.78
Source: Joseph Pelzman, The Impact of the Caribbean

Basin Initiative on Caribbean Exports,

The World Bank, June 1982.
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TABLE 3

Actual and Projected U.S. Imports from the Caribbean Countries
($ million)

Actual Projected

Imports Imports
Country 1981 1987
Antigua 5.24 17.03
Barbados 80.69 289.35
Belize 42.19 150.20
Dominica 0.10 0.30
Dominican Republic 922.40 3386.19
Grenada 0.34 0.50
Guyana 104.08 351.93
Haiti 276.39 834.97
Jamaica 356.98 951.95
Montserrat 0.25 0.97
St. Kitts-Nevis 11.10 44.14
St. Lucia 12.79 25.27
St. Vincent 1.57 4.86
Surinam 179.37 592.88
Trinidad & Tobago 2214.91 2721.57
Total 4208.40 9371.57

Source: Joseph Pelzman, The Impact of the Caribbean Basin
Initiative on Caribbean Exports, The World Bank, June 1982.
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Dr. PELzMAN. My testimony is based on two studies that I per-
formed last year under contract. The first for the Department of
Labor estimates the impact on U.S. trade and employment of com-
plete tariff elimination among countries within North America—
both Canada and the United States, Mexico, Caribbean islands and
Central America. The second study was performed for the World
Bank, it estimates the effects of the CBI program, in particular
looks at the impact of a complete tariff elimination on Caribbean
exports.

I want to say that the views presented here are my own, and
should not be attributed to these institutions.

The results of my studies lead me to conclude that this initiative,
as contained in Senate bill 544, is fundamentally flawed, and ill-
conceived. It rests on the premise that the fundamental impedi-
ment to Caribbean development is “high” U.S. tariffs. At the same
time, it offers to eliminate tariffs on a select group of products
which are not representative of the comparative advantage of these
countries.

While the administration’s objective is laudible, the present legis-
lation does not go far enough to foster continued Caribbean devel-
opment. The primary reason for this shortfall is that the Caribbean
Basin Economic Recovery Act is based on an incorrect set of as-
sumptions. Of even greater concern to myself is the administra-
tion’s attempt to add yet another tier to our trading system with-
out consideration of the overall impact of an additional preference
mechanism.

Let me begin first with the basic assumption inherent in this
bill. It is, very simply that by lowering U.S. tariffs the United
States will encourage Caribbean development through an expan-
sion of its export sector. Why is that assumption incorrect?

The extent to which the foreign trade arrangement portion of
the CBI package will affect Caribbean exports depends on a
number of variables. First, the degree to which U.S. consumers re-
spond to a reduction in CBI export prices. That is both direct and
substitution effects. Second, the degree to which the CBI country’s
supply responds to an increased demand on the part of the United
States. Third, pricing strategy of CBI exporters. And above all, the
magnitude of the change in the U.S. tariff.

The largest unknown among those variables is the ability of the
CBI economies to expand their exports in response to new U.S.
demand or increased U.S. demand. As a result of this concern over
CBI capacity constraints, 1 basically performed three separate esti-
mates. The first set of estimates were based on the assumption of
complete constraint—no ability to expand CBI exports. The esti-
mate for 1982 in terms of an expansion of existing trade, based on
a complete tariff elimination, with no exclusions equals $135 mil-
lion. If you exclude all the items that are in this bill, the estimated
trade expansion drops to less than $40 million. For 1981, the num-
bers are even smaller. In 1981, if, in fact, the Caribbean countries
couldn’t expand capacity, the most they could gain from the CBI
package is $87 million or approximately 2 percent of their trade. If
you subtract only textiles and apparel products the estimated ex-
pansion in trade drops to $26 million. -
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If you make the other extreme assumption that the Caribbean
countries can, in fact, expand their capacity completely in response
to the CBI program, then the pﬁ(:jected trade expansion would be a
bit larger but not very much. The total number for 1981 was $1.36
billion. The majority of that would be textiles and apparel. If you
subtract out textiles and apparel from the above estimate, the ex-
pansion in trade due to the CBI program would amount to $742
million shared by all the CBI countries. The major recipients would
be Trinidad and Tobago and Haiti.

The third exercise was based on the assumption that if, in fact,
tariff concessions are not the primary problem, then what would
normal Caribbean exports to the United States look like in 10
years or in 5 years. In order to estimate that, I used the model
which was used previously for the administration to estimate the
impact of China trade when they were granted MFN status. The
model is called the shift-share model. It basically assumes that U.S.
demand is the driving force for Caribbean exgorts. Based on that
assumption, I estimated Caribbean exports to the year 1987.

The increase in trade simply as a result of increased U.S.
demand given no structural change was on the order of $5 billion.
That’s far greater than the increase that is attributable to a tariff
reduction as included in the present bill.

With res to my second point of establishing an additional tier
to our trading system, it should be pointed out that a preference

rogram for LDC’s already exists. It is called the “GSP” program.

n mantv) respects, the FTA portion of the CBI program is similar to
the GSP program with one major exception—namely—no competi-
tive need tests. ‘

Part of the inducement under the GSP program is duty-free
access on approximately 2,850 items. Assuming, of course, that
the{ fulfill the minimum local content provision of 35 percent as
well as the competitive need tests.

Despite the existence of this grogram, the Caribbean countries
were not major recipients of GSP privileges. For example, in 1982,
total CBI country duty free GSP trade represented 4.7 percent of
the entire duty free trade under the GSP program.

The question is why. Why is-it, given the fact that they already
have access to a preference arrangement that they have not taken
advantage of it? Some of the reasons for this low participation are:

One, there is major competition from the newly industrialized
countries who, in the opinion of many economists, no longer need
GSP preferences. If you look at the numbers just for 1982—and the
trend is similar in 1981, 1980, and 1979, et cetera—the top five re-
cipients of GSP were Taiwan, Korea, Hong Kong, Mexico, and
Brazil. They represent 63.8 percent of the total duty-free GSP
trade. If you go down the line to the next five—Singapore, Israel,
India, Yugoslavia, Argentina—they represent an additional 16 per-
cent. If you go further down—Thailand, Chile, Philippines, Peru,
Portugal—they represent another 8 percent.

The competition from these countries, in part, explains the lack
of business from the Caribbean group.

The second or the second explanation for this failure is the
fact that the local content provision in both the GSP and in the
present act is too small. Thirty-five percent induces the formation



171

of funneling operations, and the formation of identical facilities
across CBI countries. It does not foster the development of an inte-
grated development sector in any of these countries.

A true development oriented program should focus primarily on
development issues. It should not focus on issues like tariffs When
tariffs are not the problem. I believe that if we do want—and I
strongly agree with that—to develop the Caribbean region, what
we should do is to encourage the flow of manufacturing investment
into the Caribbean countries.

We should also encourage the formation of a better infrastruc-
ture, the training of skilled labor, and the development of entrepre-
neurial skills. Those are key factors which will encourage the de-
velopment of this region. The same things that encouraged the de-
velopment of Taiwan, and the rest of Asia.

I thank you. And I am open to questions.

The CHAIRMAN. Senator Long.

Senator LoNG. | have read the statement that you submitted and
I find it very interesting. I believe Senator Matsunaga raised a
question of how we can go about attracting investment that other-
wise would be in Asia or would go from Asia into the Caribbean. I
notice you propose that in order to shift these resources from Asia
to the Caribbean one must also create disincentives for financial
flow into Asia.

I wish you would just give us some indication of how you think
that could be done. How would you go about trying to manufacture
some things in the Caribbean that at the present time you are im-
porting from Asia?

Dr. PELzMAN. Senator, as an economist one of the things that
troubles me about this program is that we are, in effect, creating
an additional preference group to complete with another prefer-
ence group. The final result is zero sum. It is not a positive sum
gain. It's a zero sum gain.

To create the-disincentives that are necessary for the CBI pro-
gram to attract investment into the region one must come up with
a consistent program to graduate newly industrialized countries
from the GSP program, a consistent program that we haven’t yet
seen.

As I noted earlier, the Asian countries are the predominant
beneficiaries of the Generalized System of Preferences [GSP]. By
graduating them you provide one disincentive.

The other disincentive can be achieved by raising the value
added component from 35 percent to something like 60 percent.
This will encourage the development of the group as an entity for a
number of reasons. First, you don’t want to just encourage bilateral
United States-Caribbean trade. You also want to encourage intra-
Caribbean trade, and Caribbean-Latin American trade. In order to
accomplish that, you have to develop the CBI group as an integrat-
ed group.

One way of doing that is to eliminate the possibility of this area
from being used as a reexport center or a funneling agency. You
must create the proper incentives for the Caribbean countries
themselves to look over each other’s shoulders to make sure that
production is maintained in the group, that they are not used
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gimply to process simple electronic items to ship to the United
tates.

I think that if in this particular bill the value added component
is raised and raised substantially that will encourage development
of the region. Along with this program the administration must es-
tablish a consistent program with respect to other countries—that
is, if we are going to create preference areas, the preference areas
should apply ‘o0 true LDC's.

Senator LoNG. You have some familiarity, I take it, with the sit-
uation that we had develop down in the Virgin Islands where we
gave them a trade preference to bring in watches. They would
bring in all the parts and have a small assembly operation in the
Virgin Islands. Can you tell me how that worked out? Is it still
going on down there?

Dr. PELzMAN. Yes, sir. One of the problems with the enforcement
under the present legislation is that we really don’t know what the
domestic content is on some of these, basically, offshore operations.
You, in effect, have to accept the word of the exporter unless there
is some gross violation. So under the present package, if you allow
35 percent, of which 15 percent is United States, that leaves 20 per-
cent for domestic producers. Under attractive business conditions
that could be reduced to 8 to 7, to 5 percent and it will still get
through our customs.

Senator Long. Well, if all we are doing, in other words, is just
fixing it so that someone ships the article from somewhere else,
Asia or wherever, and they get it down there and just put a couple
of things together and stick it in a package, if that is all they are
doing, it’s not going to do much good for the Caribbean, is it?

Dr. PELzmAN. No, sir.

Senator LoNG. What you want to try to achieve is to have them
make the parts and assemble the components in that area rather
than to be sort of a glorified repackaging operation of something
that is headed for the U.S. market anyway. That is what you think
we ought to try to avoid.

Dr. PeLzmAN. That's right. I don’t think we are going to improve
the development of the Caribbean region by allowing them to
become centers of reprocessing. I think what we need to do is go to
the heart of the problem. The heart of the problem is that they
lack infrastructure. They lack skilled labor. They lack the funda-
mental gkill of simple repair operations. When I had initially start-
ed doing my study for the World Bank, I had surveyed a number of
businessmen who complained of very simple things like what hap-
pens when my sewing machine breaks down? Do I have to go and
send for someone from Connecticut? What happens if, in fact, the
roads aren’t well built and I can’t get the material in and it costs
‘me a great deal of money? It's those things that will help the devel-
opment of that region. They need things that have been excluded
from this bill.

They need, in effect, a training program; they need aid. The for-
eign trade portion of this program is not going to do the trick.

Senator Long. Thank you.

The CHAIRMAN. Senator Chafee.

Senator CHAFEE. Thank you, Mr. Chairman.



178

I would like to say on behalf of one Senator anyway that I don’t
like this concept that in order to help the Caribbean we must take
it from the Asian countries. That what we are trying to do is build
up in the Caribbean a counterbalance or deprive the Asian coun-
tries, peripheral countries, of the trade that they enjoy with us
now. I just don’t accept that.

I know one of the prior witnesses indicated that what we are
trying to do is get trade that we are currently doing with Taiwan, I
presume—they don’t mention Hong Kong and so forth—and the
Caribbean will be the substitute. I reject that, and believe that we
are not in, what Secretary Shultz said, a zero sum game. I think
there is ability for the total ﬁie to grow here.

Now are you suggesting that, for example, it would be better to
stick with the investment tax credit that was in the original legis-
lation as opposed, for example, to this deduction for the tourists
that go?there? Would that be more in line with what you are sug-
gesting?

Dr. PELzMAN. Yes and no. Can I make one statement first,
though?

Senator CHAFEE. Sure.

Dr. PELzMaAN. I don’t think by eliminating the GSP from the
Asian countries or at least the top 5 or top 10 you are going to, in
effect, create the disincentives for them to stop exporting. I don't
think you are going to take away their comparative advantage.
Thei; already have comparative advantage in many of the GSP

g

Senator CHAFEE. They have what?

Dr. PELzMAN. In other words, they already have comparative ad-
vantage with respect to the products they are experting to the
United States under the present GSP program. By eliminating GSP
for those countries, you are not really going to harm them that
much. The preference margins for the products that they are sell-
ing are approximately 4 percent.

ith respect to your question, yes, I am more in favor of a tax
credit. But a tax credit, in effect, that gets targeted; not a tax
credit that can be basically used for extractive industries. You don’t
want it for extractive industries, you want it for manufacturing. If
it's ible in some sense—and I'm not a politician—to write into
the bill that you do have an investment tax credit if the additional
capacity that is created is in the manufacturing sector, if, in addi-
tion to creating capacity, you also train entrepreneurs, if in addi-
tion to that, you also train skilled labor, I think that will go much
farther than anything I have seen so far in the bill.

Senator CHAFEE. Well, I would just like to make a comment on
the GSP. I think the GSP is deserving of being looked at because
the nations that qualify under the GSP hardly are lesser developed
countries, countries such as Taiwan, Korea, Israel, Hong Kong, and
some of the other nations that currently benefit from GSP. But I
think that’s a separate subject from what we are dealing with here

today.
I t{ink the point gou make is that—as I read your testimony and
hear it—because GSP already exists for most of the countries, the

are not gaining much. You indicate 4 percent. And so that is all
you are giving them. You heard the testimony of Secretary Shultz

21-491 O—83—-12
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and Ambassador Brock in response to that. Whether there is sub-
stance to it or not or whether you agree with it or not, I don’t
know. I presume you don’t. That is the stability that comes with
the 12-year period.

Dr. PELzMAN. There is no guarantee that the GSP program will
die next year from what I understand.

Senator CHAFEE. | agree with that.

Dr. PELzMAN. I don’t agree with the Secretary’s statement that it
was, in fact, the uncertainty of its dying that is creating the prob-
lem for the Caribbean. -

Senator CHAFEE. And then you heard Ambassador Brock say that

no nations have been impaled on the 50-percent problem—no na-
tions from the Caribbean.
- Dr. PELzMAN. In large part that’s because they are not exporting
anything. That 50 percent rule and the $50 million rule that was
applied on the limit for 1981 doesn’t apply to them. They are not
selling that much. They are very, very minor.

Senator CHAFEE. Well, I think it’s interesting to hear your com-
ments because they are running a little bit against the tide, al-
though I think Mr. Koplan might be on your team.

Thank you, Mr. Chairman.

The CHAIRMAN. Sparky.

Senator MATSUNAGA. '{hank you, Mr. Chairman.

I want to express the appreciation of at least one Senator, and I
believe I speak plurally, for the presentation of Messrs. McNeil,
Cooper, Kuehn, and Dr. Pelzman and for having waited all this
time. We are way past lunchtime. But let me assure you that your
written testimonies are read by most of us, if not all of us, so that
your statement here is just a small part cf what the committee
considers.

Now I may have taken the thunder away from you, Dr. Pelzman,
but I was impressed by reading ycur testimony. And maybe I
thought if I raised the question to the administration they might
seek the answers to some of the questions you raised. And I'm in-
clined to agree with you that I think tax incentives would much
more spur development of American industry of the Caribbean
area than tariff reductions even down to zero because I recall when
I was a member of the House of Representatives of the then terri-
tory of Hawaii Industry Representatives. As a matter of fact, those
who were involved in the sugar industrv came to the legislature
~ and made inquiry as to whether we would be willing to give a tax
moritorium for 8 years if they would agree to start a new industry.
That is, the macadamia nut interest for it takes 8 years for the
first crop to harvest.

And so we agreed. OK, go ahead. And my heavens from zero to
today it is about a $27 million industry. And I think the same can
be done in the Caribbean area.

I don’t want to take anymore time. We are supposed to be at a
caucus right now.

The CHAIRMAN. Just leave your proxy. [Laughter.]

Steve wants your proxy.

Well, I appreciate this very much. We appreciate the support. I
think there is strong support for the initiative. Maybe some of the
suggestions made by Dr. Pelzman could be incorporated because I
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don’t think he is opposed to the idea. I think he is just opposed to
the concept. And we will make your statements part of the record.
Our next witness will be Steve Koplan.

STATEMENT OF STEPHEN KOPLAN, LEGISLATIVE
REPRESENTATIVE, AFL-CIO

Mr. KorLAN. Mr. Chairman, I understand you have a time prob-
lem, and I wonder whether you want to proceed now or—I don't
want to tie you up, but we feel very strongly about this.

The CHAIRMAN. I don’t know how much time you will take, but
although we still have two additional witnesses, I understand they
are not going to take long. We have some time.

Mr. KoprLAN. Thank you.

Mr. Chairman, first I would like to introduce Elizabeth Jager
who is with me, who is an economist in our Department of Eco-
nomic Research. I would just like to take 1 second to say that this
is the last time I am going to be able to say that because after 33
years of service to the American labor movement, the day after to-
morrow, Elizabeth Jager is going to be retiring. I know that is
going to be a loss for all of us, those who have agreed with our
views and those who have not. So I just wanted to take this
moment to acknowledge the loss to all of us on Friday. I'm still
trying to convince her not to retire, but I'm losing ground on that.

The CHAIRMAN. We appreciate her work. This may be your last
committee appearance, then?

Ms. JAGER. Yes, sir.

The CHAIRMAN. Well, we are glad you are before the Finance
lglonla{mittee. I regret that my colleagues all got hungry. They will be

ack.

Mr. KorrLAN. Thank you, Mr. Chairman.

First, just before getting into my prepared statement, I just want
to make a couple of comments about what was said this morning. I
heard the administration witnesses say that they were delighted
that the AFL-CIO recognizes the need for an initiative in the Ca-
ribbean Basin. We have never, never said that something should
not be done in the region. Our problems with this legislation have
been very specific. -and they are the same today as they were in
the last Congress. So I don’'t want anyone to misunderstand us—
the legislation, S. 544, as introduced gives us exactly the same
problems, and we will make the same effort in opposition as we
have in the past. When asked whether very many changes had
been made in their legislation in the last Congress, {heard the ad-
ministration witnesses say ‘“Not too much.” I would agree with
that. There hasn’t been very much that has been done with it in
the last Congress.

I also heard the comment that we had been accommodated as
much as possible. I certainly hope that’s not true because we have
made a very serious effort to try and construct the outline of an
alternative that would possibly break the logjam. But if there is to
be no dialog, why, of course, then we are back to square one.

Mr. Chairman, the AFL-CIO appreciates this opportunity to
offer an alternative to the Reagan administration’s Caribbean
Basin Economic Recovery Act, S. 544. Time after time we have
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urged that the Congress send the legislation back to the drawing
board to design a more thou%htful plan of assistance to that area.

We still reject using the U.S. trade and tax laws for a poorly con-
structed proposal touted to serve as a quick fix for the complex and
serious problems of the region. We also question the advisability of
lumping the Caribbean and Central American countries in one pro-
posal, thus treating them as though their needs can all be satisfied
with a single measure rather than a multifaceted program to
expand the opportunities for the citizens of those countries. In
many of those countries, any program for development must in-
clude land reform programs and a better means of encouraging in-
ternal self-development. We, too, have talked about such things as
the need for roads and infrastructure and training and having
skilled labor to do these things. If you don’t have those things, we
can pass an{ piece of legislation and they won’t be able to advan-
tage themselves whatever we do.

In discussions with many Members of Congress we have found
that they share our same concerns. As a result, we believe that a
restructuring of the legislation would meet its goals, and satisfy
the major concerns expressed by Members of Congress, U.S. labor,
and others concerned with achieving a solution to this problem.

Any legislation enacted by the Congress must have the assurance
that the workers and people of each country become the chief
beneficiaries. We have made an extensive examination of S. 544
and consulted at length with the trade unions of the Caribbean and
Central American countries. We will continue that dialog on a fre-
quent basis during the full course of congressional consideration of
this legislation.

In the meantime, the AFL-CIO is attempting to address the di-
verse needs of all the countries that are potential beneficiaries of
the U.S. program for development of their economies and salvage
as much as possible of the legislation. It is our expectation that a
bill embodying the concepts outlined here today will be offered as
an alternative to the Caribbean Basin Initiative proposal before
this committee.

We are convinced that any program for development must be
based upon expanding the opportunities for the citizens of Caribbe-
an and Central American countries. And that cannot be done
merely by enabling multinational corporations to enhance their
profits by using the region as a funnel t%‘; U.S. imports of duty-free
manufactured products.

Our alternative will still provide duty-free treatment for the
region, but seeks to create internal growth, accompanied by decent
working conditions and basic human rights rather than greater ex-
ploitation of its workers through massive trade diversions. It puts
multinational corporations on notice that they will not be encour-
aged to profit from existing human misery caused by wage exploi-
.tation and degrading work place conditions. It also enhances oppor-
tunities for the region beyond the Reagan administration’s propos-
al by graduating certain areas of the world which now receive
duty-free import privileges not enjoyed by other trading nations.

it is our primary duty in any such initiative to help assure
human rights, and to consider and protect existing jobs of workers
of all concerned nations, including the United States. And the
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great need to create new job opportunities with decent work place
conditions.

Our suggestions are designed to correct those glaring omissions
in S. 544. We recommend that the Congress be given oversight re-
sponsibility in specified situations of the administrative process of
granting a country beneficiary status. As a first step, we and
others we have discussed this program with, urge 6 years duty-free
status to articles from eligible beneficiary countries.

Unlike S. 544, Cuba is not listed as a country eligible for such
status. Let me say if the administration has testified this morning
{;)})ﬁt they don’t intend to designate Cuba, then take it out of the

ill.

There would be exceptions for import-sensitive products voted by
the House of Representatives last year. In addition, we would pro-
pose to exempt other import-sensitive manufactured products and
components of products not currently eligible for duty-free treat-
ment under the generalized system of preferences, such as watches,
electronic products, certain steel products, semimanufactured and
manufactured glass products—the administration’s bill fails to
carry over current law exemptions for such products from duty-free
treatment. Let me say, Senator Bradley asked a question about
citrus. Section 103(aXiiXb) of the bill does .provide on page 10 that
mere dilution with water or mere dilution with another substance
that does not materially alter the characteristics of an article
doesn’t qualify that article for duty-free status. That takes out
frozen citrus products. So there is in the eligibility section, lan-
%:dage that would exempt products that Senator Bradley referred to

ay.

In addition, we recommend that duty-free treatment not be al-
lowed for produets or parts of products that are the subject of bi-
lateral restraints between the United States and other countries, or
that are the subject of voluntary export restraints by any foreign
country to the United States or that receive nonreciprocal treat-
ment by the beneficiary country. Findings of injury under U.S. fair
and unfair trade statutes will also preclude duty-free treatment.
These protections will safeguard those presently endangered U.S.
industries against additional injury from duty-free imports. For ex-
ample, the Japanese would not be able to use the region as a
funnel for duty-free U.S. imports of auto parts.

We feel that any legislation should contain eligibility require-
ments for beneficiary status in addition to those contained in S.
544. For example, there should be requirements for basic human
rights; safety in the work place and the right to organize and bar-
gain collectively. Congress is provided—we are proposing these
things—Congress is provided with oversight responsibility to assure
that no administration may treat such preconditions as mere rhet-
oric. In addition, current law requirements contained in the gener-
alized system of preferences denying countries eligibility status if
they fail to cooperate with the United States to prevent drug traf-
fickers from using us as a market for their unlawful activities is
incorporated in our pro ; also incorporated is the GSP prohibi-
tion against countries that aid, abet, or grant sanctuary to interna-
tional terrorists. We do not understand why such minimal require-
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ments were never included in the administration’s bill when they
are specifically included in the Generalized System of Preferences.

Any meaningful legislation must include a local content provi-
sion that protects U.S. industries from assaults from multinational
imports and specifically benefits the economies of the Caribbean.
At a minimum, such a provision must provide that 35 percent of
the appraised value of the article imported from a beneficiary
country to the United States be produced in such beneficiary coun-
try. At the end of 2 years that sum should phase up from 35 per-
cent to 50 percent. This content requirement, modest as it is, would
assure that the people of the Caribbean Basin become the chief
beneficiaries of development by expanded job opportunities created
through internal market growth rather than minor assembly and
sophisticated pass through arrangements.

Now let me say, Mr. Chairman, that although the generalized
system of preferences has a 35 percent content requirement, the
way it has been carried forward in the administration’s bill with
all the exceptions and the things that can be subtracted from it, it
is not the same requirement that is in the GSP today.

The 98th Congress must come to grips with the future of the
GSP program since it is due to expire next year. In the meantime,
in order to assure that the Caribbean countries are major benefici-
aries, any legisiative proposal must contain a provision that certain
GSP countries be graduated from duty-free treatment. These par-
ticular GSP countries are now self-sufficient trading partners who
can trade on the same terms as all other nations. Thus, the special
preference that has given them a special added benefit is no longer
needed. This action will provide the Caribbean Basin nations with
an added opportunity to develop their trading capability. For exam-

le, this year Taiwan, Korea, Hong Kong, Mexico, and Brazil could

graduated from the list of eligible countries for purposes of duty-

free imports. Collectively, those five countries received a total
share of about 64 percent of all GSP benefits in 1982.

In addition, other countries could be graduated in order of their
use of GSP. Bi' eventually graduating the industrialized countries
that historically have monopolized the benefits derived from duty-
free treatment under the generalized system of preferences, the
countries of the Caribbean Basin would have ai: opportunity to
compete for the lion’s share of the benefits derived from preferen-
tial trade with the United States. By phasing in this graduation
process, Congress is still afforded the opportunity to review the
GSP program and take such additional corrective measures as it
deems necessary in light of past and present domestic industry con-
ditions in the United States. At the least, this provision will lay to
rest some of the uncertainty and fear in the Caribbean Basin about
the GSP program since it will give them an opportunity to advan-
ta%: themselves of the U.S. market.

ay I say to you, Mr. Chairman, that under the generalized
Sﬁstem of preferences, eve;iy single country listed in this bill with
the exception of Cuba, as I understand it, is eligible for duty-free
status under the GSP. And, in fact, just some examples: Domini-
ca—93 percent of its total imports to the United States last year
came in duty-free under GSP. Jamaica—90 percent. Nicaragua—90
percent. The Cayman Islands—85 percent. El Salvador—95 percent.
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So when Senator Chafee raised the question of whether perhaps we
are raising the expectations of the Caribbean countries too high
with this legislation, I would have to raise this question: Now there
are 2,850 products that come in duty-free under the Generalized
System of Preferences. I think that at the least there has got to be
a requirement that a substantial amount of the product be manu-
factured in the Caribbean by the people of the Caribbean if they
are going to benefit from this legislation. And if that does not
happen, then I do not see them gettmg any further benefits than
they get under GSP now.

We would urge a carryover from GSP of the competitive need
limitations on preferential treatment. Questions were raised this
morning about the competitive need limitation, and how that ap-
plies to the people of the Caribbean. As I look at the figures for last
year, out of the 2,850 products that are eligible to come in now
duty-free, there were collectively from all of the Caribbean coun-
tries perhaps a total of 10 products that were subject to the com-
petitive need limitation which now has risen to $53.3 million on a-
product on exports to the United States.

Mr. Chairman, the AFL-CIO believes that the alternative which
--we have highlighted in our testimony is a better way to address the
very real problems of the people of the Caribbean and Central
American countries than whatis proposed in S. 544, the bill before

the committee.

- The CHAIRMAN. Thank you very much, Mr. Koplan.
[The prepared statement of Mr. Koplan follows:]
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STATEMENT OF STEPHEN KOPLAN
LEGISLATIVE REPRESENTATIVE, DEPARTMENT OF LEGISLATION,
AMERICAN FEDERATION OF LABOR & CONGRESS OF INDUSTRIAL ORGANIZATIONS
BEFORE THE SENATE FINANCE COMMITTEE ON THE
CARIBBEAN BASIN ECONOMIC RECOVERY ACT — S. 544
April 13, 1983

Mr. Chairman, the AFL-CIO appreciates this opportunity to offer an alternative to
the Reagan Administration's "Caribbean Basin Economic Recovery Act," S. 544.

Time after time, we have urged that the Congress send the legislation back to the
drawing board to design a more thoughtful plan of assistance to that area. We still reject
using the U.S. trade and tax laws tér a poorly constructed proposal touted to serve as a
quick fix for the complex and serious problems of the region. We also question the

advisability of lumping the Caribbean and Central American countries in one proposal thus

treating them as though their needs can all be satisfied with a single measure rather than

"a multifaceted program to expand the opportunities for the citizens of those countries. In

many of those countries, any program for development must include land reform programs
and a better means of encouraging internal self-investment.

In discussions with many members of Congress, we have found that they share our
same concerns. As a result, we believe that a restructuring of the legislation would meet
its goals and satisfy the major concerns expressed by members of Congress, U.S. labor,
and others concerned with achieving a solution to this problem.

Any legislation enacted by the Congress must have the assurance that the workers
and people of each country become the chief beneficiaries. We have made an extensive
examination of S. 544 and consulted at length with the trade unions of the Caribbean and
Central American countries. We will continue that dialogue on a frequent basis during the
full course of Congressional consideration of this legislation. In the meantime, the AFL-
CIO is attempting to address the diverse needs of all the countries that are potential
beneficiaries of the U.S. program for development of their economies and salvage as much
as possible of the legislation. It is our expectation that a bill embodying the concepts
outlined here today will be offered as an alternative to the Caribbean Basin Initiative

proposal before this Committee.
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We are convinced that any-prograrn for development must be based upon expanding
the opportunities for the citizens of Caribbean and Central American countries, and that
cannot be done merely by enabling multinational corporations to enhance their profits by
using the region as a funnel for U.S. imports of duty-free manufactured products. Our
alternative will still provide duty-free treatment for the region but seeks to create
internal growth accompanied by decent working conditions and basic human rights rather
" than greater exploitation of its workers through massive trade diversions. It puts
multinational corporations on notice that they will not be encouraged to profit from
existing human misery caused by wage exploitation and degrading workplace conditions.
It also enhances opportunities for the region beyond the Reagan Administration's proposal
by "graduating" certain areas of the world which now receive duty-free import privileges
not enjoyed by other trading nations.

It is our primary duty in any_such initiative to help assure ‘human rights and to
consider and protect existing jobs of workers of all concerned nations -- including the
United States -- and the great need to create new job opportunities with decent workplace
conditions. Our suggestions are designed to correct those glaring omissions in S. 544, For
example, we cannot ignore the fact that just last December, there took place the arrest, '
torture and murder of at least 15 Suriname citizens for opposing the dictatorship of
Desire Boutersé. This is appalling evidence of totalitariin“ brutality toward which that
country has been moving since February of 1982. We recommend that the Congress be
given oversight responsibility in specified situations of the Administrative process of
granting a country beneficiary status.

As a first step, we — and others we have discussed this program with — urge 6 years
duty-free status to articles from eligible beneficiary countries. Unlike S. 544, Cuba is not
listed as a country eligible for such status. There would be exceptions for import
sensitive products voted by the House of Representatives last year such as textiles and
apparel articles; footwear, handbags, luggage, flat goods, work gloves, and leather
wearing apparel not curvently eligible for duty-free treatment under the Generalized

System of Preferences; tuna; and petroleum products.
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In addition, we would propose to exempt other import-sensitive manufactured
products and components of products not currently eligible for duty-free treatment under
the Genera!ized System of Preferences, such as watches, electronic articles, certain steel
articles, semimanufactured and manufactured glass products -- the Administration's bill
fails to carry over current law exemptions for such products from duty-free treatment,
In addition, we recommend that duty-free treatment not be allowed for products or parts
of products that are the subject of bilateral restraints between the United States and
other countries or that are subject to voluntary export restraints by any foreign country
to the U.S. or that receive_ nonreciprocal treatment by the beneficiary country. Findings
of injury under U.S. fair and unfair trade statutes will also preclude duty-free treatment.
These protections wiil safeguard those presently end;ngered U.S. industries against
additional injury from duty-free imports. For example, the Japanese would net be able to
use the region as a funnel for duty-free U.S. imports of autoparts.

We feel that any legislation should contain eligibility requirements for beneficiary
status in addition to those contained in S. 544. For example, there are requirements for
basic human rights; safety in the workplace and the right to organize and bargain
collectively. Congress is provided with oversight responsibility to assure that no
Administration may treat such preconditions as mere rhetoric. In addition, current law
requirements contained in the Generalized Systein of Preferences denying countries
eligibility status if they fail to cooperate with the U.S. to prevent drug traffickers from
using us as a market for their unlawful activities is incorporated in our proposal; also
incorporated is the GSP prohibition against countries that aid, abet or grant sanctuary to
international terrorists. We do not understand why such minimal requirements were never
included in the Administration's bill.

Any meaningful legislation must include a local content provision that protects U.5.
industries from assaults from multinational imports and specifically benefits the
economies of the Caribbean. At a minimum, such a provision must provide that 35
percent of the appraised value of the article imported from a beneficiary country to the

United States be produced in such beneficiary country; at the end of two years that sum
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should phase up from 35 percent to 50 percent. This content requirement, rnodest as it is,
would assure that the people of the Caribbean Basin becorne the-chief beneficiaries of
development by expanded job opportunities created through internal market growth rather
than minor assembly and sophisticated pass through arrangements.

Last year, Ambassador William Brock told the House Subcommittee on International
Trade of the House Ways and Means Committee that a basis for the Administration's
proposal is because "there is uncertainty and fear in the Caribbean Basin about the future
of the GSP program." The 98th Congress must come to grips with the future of that
program since it is due to expire next year. In the meantime, in order to assure that
Caribbean countries are major beneficiaries, any legislative proposal must contain a
provision that certain GSP countries be graduated from duty-free treatment. These
countries are now self-sufficient trading partners who can trade on the same terms as all
other nations. Thus, the special preference that has given them a special added benetit is
no longer needed. This action will provide the Caribbean Basin nations with an added
opportunity to develop their trading capability. For example, this year Taiwan, Korea,
Hong Kong, Mexico and Brazil could be graduated from the list of eligible countries for
purposes of duty-free U.S. imports. Collectively, those 5 countries received a total share
of about 64 percent of all GSP benefits in 1982, In addition, other countries could be
graduated, in order of their use of GSP. By eventually graduating the industrialized
‘countries that historically have monopoTized the benefits derived from duty-free
treatment under the Generalized System of Preferences, the countries of the Caribbean
Basin would have an opportunity to compete for the lion's share of the benefits derived
from preferential trade with the United States. By phasing in this graduation process,
Congress is still afforded the opportunity to review the GSP program and take such
additional corrective measures as it deems necessary in light of past and present domestic
industry conditions in the United States. At the least, this provision will Jay to rest some
of the "uncertainty and fear in the Caribbean Basin" about the GSP program since it will

give them an opportunity to advantage themselves of the U.S. market.
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We would urge a carryover from GSP of the competitive need limitations on
preferential treatment. This means that any beneficiary country that exports to the
United States in a given year a quantity of an eligible article having an appraised value in
excess of an amount which bears the same ratio to $25 million as the GNP of ;he U.S. for
the preceding year, as determined by the Commerce Department, bears to GNP for 1974,
or has exported to the U.S. 50 percent of the value of total imports of such article during
any calendar year, than such country shall not receive duty-free treatment for such
article unless the President certifies certain conditions have been met.

The AFL-CIO believes that the alternative which we have highlighted’ in our
testimony is a better way to address the very real problems of the people of the
Caribbean and Central American countries than what is proposed m the bill before the

Committee.

The CHAIRMAN. Mr. Koplan, I understand you have visited with
staff and they are working on some areas where we might find
agreement on some of the positions that you have stated. However,
I'm not certain that we could agree on the substitute. Would any
CBI countries qualify for eligibility under your new eligibility
standards? I understand that none would.

Mr. KorLAN. Well, I beg to differ on that, Mr. Chairman. But I
would be happy to pursue that in dialog with your staff and your-
self. That was not our purpose.

The CrnairmaN. If it is going to have any impact, somebody has
to qualify; somebody has to be eligible.

Mr. KorLAN. Well, let me say to you that in the administration’s
proposal there is no provision at all for the Congress to have any
oversight over what the administration does. The President can
waive any condition in this bill—and I'm talking about S. 544—if
he deems that it is in the national economic and security interest
of the United States. There is no provision that would cause any
administration to have to come before the Congress and seek any
kind of a waiver.

All we are suggesting, is that with regard to key areas—such as
human rights, such as labor protections, and several others that we
have listed—that if the President deems that it is in the national
economic interest of the United States or in the national security
interest of the United States to waiver certain preconditions that
he give the Congress the opportunity to agree with him. And that
is what we are suggesting. That doesn’t exclude anybody. But what
it says is that the Senate Finance Committee should maintain its
oversight over this program, and that the House Ways and Means
Committee should maintain its oversight over how this bill is to be
administered. It should not simply give any administration a blank
check. So if he wants to waive, if he feels that progress is being
made, there is room to do so. But the point is that Congress should
have the opportunity by majority vote to disagree. So we are not
excluding anybody. We do exclude Cuba. We remove Cuba from the
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list. But the administration has said that it doesn’t intend to give
Cuba duty-free status.

Our alternative doesn’t exclude anybody, but it gets the Congress
into the process. And regardless of the administration, we would
want the Congress to be in the process.

The CHAIRMAN. I8 there any evidence to support the idea that in-
dustries would shift to CBI countries from the top GSP benefici-
aries if the latter were graduated from GSP eligibility? You suggest
there should be a graduation. Is there evidence to suggest that that
might be helpful?

Mr. KorLAN. Well, many people have talked today about the fact
that there is not skilled labor in the Caribbean, the problem with
roads, the problem with infrastructure. It is very difficult for truly
underdevelo countries to compete with those countries at the
top of the GSP list that now are afforded preferential treatment. If
those countries are graduated, and they are self-sufficient tradin

artners of the United States, if those countries are graduate
rom GSP status, it will have to give the Caribbean countries and
other less developed countries a greater opportunity to compete for
preferential treatment. There are many reasons why a company
will not go into certain or many of the countries that are listed in
this bill when they can get preferential treatment by locating in
Taiwan and Hong Kong and Singapore and Mexico and Brazil.

When we made that suggestion, we made the suggestion in the
hope that it would create greater opportunities for the people of
that region.

The CHAIRMAN. Well, I think that is an issue we need to address.

I'm not certain we would want to do it in this legislation, but we
have to do it soon.

I appreciate very much your testimony. And I am sorry that we
had to delay so much. The administration took a long time.

Mr. KorLAN. I know. :

The CHAIRMAN. Anything you would like to add? Any farewell
message?

Ms. JAGER. Well, I don’t want to take up much of your time, Sen-
ator. I do want to say that I appreciate all the courtesy that the
committee has shown over the years. And I would like to make a
couple of comments.

First of all, I was very disturbed at the administration’s frame of
reference here because the problems are always od as if we are
dealing with only a hilateral situation. And what happens effective-
ly is that the United States is now being impacted from all the
areas of the world where the same arguments have been used
throughout my history of serving in the capacity 6f working on the
problems. And so the Congress is given a distorted impression of
the effect of the problem.

The second thing that bothered me tremendously was the con-
sistent reference to the fact that there could be a deterrence to im-
migration. The same argument was used in the Mexican Border re-
peatedly when we opposed the program there on the grounds-that
they said it would stop immigration, and would help to develolp
Mexico, and that we were being unrealistic. That isn't true. It
doesn’t deter immigration. People are still flooding in from every-
where, and I think that is quite understandable.
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The other thing that I find very disturbing in all of this is the
concentration on what is going to happen in the other country on a
purely hypothetical basis and a reassurance that we are going to be
benefited in the United States because it's not a zero sum game,
and everybody is going to get more jobs. That is simply not true.
We are losing jobs because of all types of programs that are well
intentioned and well motivated. And they may have the right for-
eign policy drives. But in terms of economics, and in terms of the
American experience, we are losing because people tend to believe
yesterday’s ideology. And they believe that the jobs will be created
because we will get more exports. We are losing the exports. We
haven’t done a thing to anybody. And this bill is not a free trade
bill. It’s a one-way bill. And, unfortunately, the definition of free
trade turns out to be one-way open market into the United States
and no attention to what is happening in other countries.

Mexico, for example, has shut us all off. They had to do it, I am

sure. But the point is nobody- -seems to know that and they don't

talk about it.

But I guess my main problem with the legislation as in most
trade proposals to save the world is that I am not a Marxist, and 1
don’t believe in economic determinacy as the solution to all these
problems.

Thank you very much. - -

The CHAIRMAN. Well, thank you very much.

Steve, thank you.

Mr. KorLAN. Thank you, Senator.

The CHAIRMAN. Our final two witnesses, Dr. Robert Pastor and
Bobby McKown. I am going to suggest, since I am the only remain-
ing member of the committee, that rather than you read me your
statement, let me read it myself. Maybe you could summarize very
briefly the highlights. And it will be made a part of the record.

p We appreciate your indulgence and patience. Let’s start with Dr.
astor.

STATEMENT OF DR. ROBERT A. PASTOR, FACULTY RESEARCH AS-
SOCIATE, SCHOOL OF PUBLIC AFFAIRS, UNIVERSITY OF MARY-
LAND, COLLEGE PARK, MD.

Dr. Pastor. Thank you, Mr. Chairman. I appreciate the opportu-
nity to testify before you today. I do have a prepared statement
and an article, in Foreign Affairs, “Sinking in the Caribbean
Basin,” which provides a more exlensive analysis. And with your
permission, I would gladly insert it in the record.

[The prepared statement and article from Dr. Pastor follow:]
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Prepared Statement
Robert A. Pastor
School of Public Affairs
University of Maryland
College Park, Maryland 20742
Before The
U.S. Senate Committee on Finance

April 12, 1983

The Csribbean Basin Inftiative: An Analysts

Mr. Chairman, | appreciate the opportunity to testify before
your Committee today.

As a word of introduction, 1 am currently on the Faculty at
the Schoo) of Public Affairs, University of Maryland and am doing
research yn a wide range of Caribbean Basin issues -- from
immigration policy and population, to trade and economic
development, to nationai security and foreign policy. Before
Joining the faculty, I was a Guest Scholar at the Brookings
Institution, and from 1977-81, 1 was the Senior Siaff Member in
charge of Latin American and Caribbean Affairs on the National
Security Council,

I have a Ph.D. and a M.P,A. from Harvard University, and I

am the author of Congress and the Politics of U.S. Foreign

Economic Policy (University of California Press, paperback,

1982). Last summer, I published two articles, which bear on the
work before the Committee today. 1In the July 1982 issue of The

Atlantic Monthly,” 'l wrote “Our Real National Interests in Central
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America,"~which was an attempt to evaluate whether we should care
about developments in the region, and what we should do about
them. Secondly, and more pertinent is the article 1 wrote for

Foreign Affairs (Summer 1982), entitled "Sinking In The Caribbean

Basin.* It provides an economic and political analysis of the
Administration's Caribbean Basin Initiative. I would be happy to
forward these articles to the Committee should you so request.

In my statement, I would like to address three questions:
(1) What are U.S. interests and objectives in the Caribbean
Basin? (2) What difference will the Caribbean Basin Inftjative

make {if Congress passes 1t? and (3) How could Congress improve on

the CBI?

U.S. Interests and Objectives

During the tast two decades, the Caribbean Basin -- which I
will %efine for the moment, as including all the nations in and
around the Caribbean Sea -- has become the largest source of
migration to the U.S. Through lega) and illegal immigration, the
Caribbean Basin has contributed to our nation approximately 8.5
million people -- about one-half of all thoso who have come to
live in the U.S. during this period. This is the largest
movement of people to the UlS. since the turn of the century.

If we had thought of curselves as an Atlantic, or if you're
from the West Coast, as a Pacific nation before, this new
migration is helping the U.S. to beggme 3 Caribbean Basin

nation. The new immigrants are enriching our nation as previous
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immigrants did, with new food, culture, and music from the
region, and the migration helping our nation to feel more
intensely -- though not necessarily to comprehend better -- the
political convulsions, the military repression, the economic
dislocations, and the social injustice in the region. And that
is for the good.

These new bonds overlay our traditional strategic and
economic interests and have given us a human stake in the
region's economic development, social justice, and political
autonomy. I underscore our nation's interest in the political
autonomy of the nations in the region because we do not serve our
friends or ourselves when we suggest that our neighbors have no
greater destiny than to be our backyard, frontyard, or even third

border,

But we do have real interests in assist%ng the countries in

the region to develop self-sustaining economies and to help them

create more jobs and opportunities, During the next two decades,

the population of the region will nearly double again -- just as
it has during the last two-three decades. The labor force will

increase at the rate of 2-3%. The region faces two formidable

challenges:

--to create meaningful employment for the youth coming into

the labor market; .
--and to create genuine opportunities for political
participation for a better educated and more politically-aware

population.

This second challenge translates differently in the

21-491 0—83——13
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region. In most of the Caribbean, the challenge is to sustain
ifts very vibrant democracies, and perhaps the most important way
to do that is through economic development. In most of Central
America, the task is much more difficult; the channels of
political participation are clogged by an oppressive oligarchy
and a repressive military. The principal threat to democracy in
Central America is not Communism; it is militarism, and it always
has been -- whether of the anachronistic right or the populistic
left. - -

I[f the nations cof the region fail to meet these two

challenges, the U.S. will share the consequences, and so we have

a stake in helping them. The Caribbean Basin Initiative will not

help very much in dealing with the political-military chaltlenge
in Centra) America, and ! fear that the Adainistration's
political-miltitary strategy is not helping at all. Indeed, the
Administration is contributing to the region's tragic
polartzation. But the CBI will help in addressing the first
challenge -- to create jobs, to promote economic developme;t, and
for that reason, 1 appreciate the opportunity to testify on its
behalf,

The Caribbean Basin Initiative: Two Perspectives

The Administration deserves much credit for the Caribbean
Basin Initiative which President Reagan unveiled on February 24,
1982. The trade, tax, and afid provisions represented an

impressive, innovative and important contribution in our nation's
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long-standing effort to asstst the economic development of our
friends in the Caribbean Basin.

Distinguished people have testified before your Committee
that passage of the trade and tax provisions would be so
effective as to jeopardize whole industries in the U.S. and
threaten thousands of jobs. Others have argued that it would
make so little difference that you may be left wondering why the
Administration bothered and what all the controversy is about.

Let me first comment on each of these perspectives and then
offer my own views. g -

The CBI, as originally announced, called for a free trade
arrangement (FTA), which allowed the region's products -- except
sugar”and textiles -- to enter duty-free. The fears that an FTA,
combined with tax incentives, would harm the U.S. economy are
completely unwarranted for three reasons.

--First, the CBIl only called for eliminating duties on about
7% of the region's current trade. 93% of the region's t-ade
already enters duty-free or is sugar and textiles.

--Secondly, the nations, which would receive preferences,
are quite small in size and population, poor in resources, and
extremely dependent of and vulnerable to external forces. The
entire Caribbean Basin population (excluding Mexico, Venezuela,
and Colombia) -- scattered in some two dozen nations and
dependencies -- is less than 40 million people. The total Gross
Domestic Product of the region is $45 billion; the U.S. GNP is
nearly 60 times larger, 4

--Third, while it is obvious that the U.S. economy is rich
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and powerful and the Caribbean economies are neither, it is also
true that even a small economy can have a large and adverse
impact on a small industry in the U.S. so I do not want to
belittle the very real concerns of some businesses and labor
unions. But there are more than enough safeguards in our trade
Yaws to protect industries from serious tnjury, and such
safegquards are used very effectively and frequently. Exemptions
from the free trading arrangement are unnecessary and harmful to
our national interests. -

On the other side of the debate, some have argued that the
CBI will have a negligible impact on the economies of the
region, Professor Joseph Peltzman of George Washington
University has done a study which estimates that the trade growth
that could accrue to Caribbean Basin countries could range from a
tow of $87.1 million -- representing the duties on current
products and assuming no growth in supply. Assuming that the
region would expand its capacity to meet the demand in the VU.S.
for cheaper products, he estimates a high range of about $1.36
billion in 1981 or approximately 32X over existing exports. In
another analysis, Richard Feinberg and Richard Newfarmer of the
Overseas Development Council, in an article last summer in

Foreign Policy, estimated that "under the most favorable

conditions, the amount of new exports created by the Free Trade
Arrangement in the first year, is unlikely to exceed $40
miilion." They estimate it could expand to only 2.5% or $250
million in the "next few years."

In the interest of symmetry, let me also offer three

—

~
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comments on this perspective.

--In his analysis, Professor Peltzman identifies the
“methodological and data problems" assddiated with trying to
estimate the growth in trade. Essentially, the models available
project from past history -- on what the region has exported and
how much it could expand those exports. These models are good at
estimating the impact if the FTA came into effect last year or
this year, and they are reasonably good for predicting next
year. They are less effective looking further into the future.
Such models, for example, could not have predicted thirty years

~---——ago—that Central American trade would increase eighteen-fold by
1978. Nor would it have predicted the rapid growth in textile
and other 1light manufacturing plants in Haiti, the Dominican
Republic, or Barbados in the last dec;ae. The problem is that we
don't have a good way to measure which new businesses in which
industries will choose to set up a plant in the area. And, of
course, that is the real intent of the CBI -- to stimulate new
investment., A static analysis cannot anticipate this potential
for dynamic investment.

--Secondly, even if the figures for approximate trade growth
are accurate, they are deceptive for they conceal the
considerable and positive impact in a small country of even a
small investment. When ! was in Bominica. a small, extremely
poor island of 79,000 in the eastern Caribbean last October,
Prime Minister Eugenia Charles, one of the region's most
competent and industrious leaders discussed with me the

implications of her nation's serious unemployment problem --
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about 21% of the labor force and growing. But that only amounts
to about 5,000 people. She said: "You cannot solve your
unemployment problem very easfily, if at all, but you could help
solve our's very easily." How many plants would -it take to solve
an unemployment problem of 5,000?7 The U.S, really doesn't have
to do much to help, which brings me to my last comment:—
--Thirdly, these analyses are most useful in identifying
those areas which can grow fastest: rum, petroleum products,
leather handbags, leather apparel, footwear, tobacco products,
and electrical capacitors and resistors. Perhaps the most
discouraging aspect of the bill before your“bommittee is that
almost all of these products -- and others almost as important --

have been taken out of the CBI, This new bill has so gutted the

original proposal that one really needs to ask whether the entire

— " effort has lost its purpose and its promise., The Caribhean does

not need any more hollow promises from the U.S., and the CBI as
it is currently written is in danger of becoming that.

President Reagan and Ambassador Brock deserve considerable
support for formulating this package but with the tax incentives
deleted, and the trade portions gutted, and new conditions added
that could make 1t- difficult for countries to accept, it is worth
asking whether the U.S. will pass the test of sustained interest

and concern for the Caribbean Basin countries.

Recommendations

Like the ancient Greeks, I'm inclined to the view that the
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truth can often be detected near the golden mean -- between those
who say the CBI will hurt the U.S., and those who say it won't
help the Caribbean. The CBI will not finstantly create new
economic juggernauts where poor, small, and vulnerable economies
now exist, but it can be helpful -- not in Central America today,
but pé}haps tomorrow. Today, it could help those countries at
peace.

1f the U.S. economy recovers, then that stimulus combined
with the opportunities implicit in the original CBI package could
be a significant impetus to greater economic growth in many of
the countries of the region. And thus, the CBI will contribute
to our own well-being directly -- through better and less
expensive products -- and more importantly, indirectly -- by
helping our neighbors to be more prosperous and stable.

But 1 urge you to return to the original CBI package of one-
way free trade for all products with just two partial exceptions
and for tax incentives for investment. The Administration has
generously given Congress plenty of room to improve on that
proposal, but that is not what has been done.

In my book, Congress and The Politics of U.S.Foreign

Economic Policy, I contend after analyzing forty years of U.S.

trade policy that Congress has played a constructive and positive
role. This is not yet true for the case of the Caribbean Basin
Initiative, but 1t can be. Let me just suggest a few places it
can be changed and our economic strategy can be 1mprdved:
--First, scrape away the restrictionist barnacles -- the

amendments deleting the following products from the free-trade
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arrangement: footwear, luggage, flatgoods, leatherwear apparel,
canned tura, petroleum products, and others.

--Secon?, Congress should encourage the Administration to
give the benéfit of the doubt to textile exporters from the
Caribbean Basin if and when {t feels compelled to negotiate
qﬁﬁldgi But better stil) would be to preclude such negotiations,

--Third, the elimination of the sugar quota program would
probably help create more jobs and promote growth faster than
anything else the U.S. could do in the short-term. The program
has already reduced sugar exports by about one-third, and it is
particularly hurting friendly, democratic countries like the
Dominican Republic. Moreover, the quota system has penalized
those nations that have been the mcst productive in the last
couple of years by using a formula based on a seven year
average. And in many cases, the program has had the ironic
effect of undermining the private sector since governments
generally use the quota for their own sugar estates and mills,
Recognizing the political sensitivity of this issue, let me
suggest you consider the following alternatives:

a) If Congress just eliminated the duties on sugar from
the Dominican Republic, Panama, and Guatemala, that
would transfer an additional $40 million to those
countries (based on 1981 and preliminary 1982 data).

b) 1If Congress eliminated the duties and fees for
Caribbegn Basin sugar, treating the region as it does
U.S. producers except that it would still restrict the

quantity of exports, therefore maintaining the price,
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that would allow the region to earn approximately $120
million more.

c) If Congress were to retain the quota for all nations
except those in the Caribbean Basin, then the region
would earn almost as much as it earned before the quota
system came into effect.

--Fourth , the CBI will negd to address the probtlems
generated o} not addressed by its precursor, Puerto Rico's
Operation Bootstrap, if it is to succeed. Specifically, it
should be revised to emphasize agricultural development,
population control, and integrating new investments into the
national economies. The original trade and tax provisions would
encourage "enclave" industries, which import most or all of their
raw materials and export their entire products. Moreover, the
tax provisions are biased to encourage capital-intensive
investments by wholey-owned foreign investors. The bill should
be revised to encourage joint partnerships, to assist rather than
crush the local private sector, to promote labor-intensive
investments that create jobs, and to invite plants which will
integrate themselves into the national fabric. For example, the
U.S. ought to help the tourism industries to establish "backward"
linkages to purchase food locally and "forward" linkages to
handicraft industries,

The idea of trying to encourage greater agricultural self-
sufficiency, as the "Bread for the World" provision is said to
aim to do, is extremely important,. But\?or the U.S. to

contribute to solving the agricultural problems of the area, we
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need to work closely with the nations of the region, rather than
just make demands on them. A more felicitous re-wording of this
provision might correct this problem,

--Fifth, instead of undermining the Caribbean Development
Bank, the U.S. ought to literally join the Bank, and instead of
negotiating bilateral investment treaties and trade agreements,
the U.S. ought to do everything to encourage regionalism,

--Sixth, building on the ingenious but risky new PDAP
program of A.I.D. and Coopers and Lybrand, the U.S. should
explore new ways to assist the private sector -~ perhaps an "Adam
Smith" Volunteer Program, whereby junior executives from various
corporations would volunteer their services for say one year to
help get local entrepeneurs started. But the Administration
should be wary about concentrating exclusively on the private
sector when so much remains to be done in the public sector.

--Seventh, the CBI will increase the region's economic
dependence on the United States in ways which could eventually
lead to political problems. To reduce dependence, the United
States ought to encourage joint ventures with local
entrepreneurs, promote investment from Europe and Japan, and
. encourage Mexico and Venezuela to open their markets to the
region's products.

What is most important, however, is to set in motion a
genuinely regiona) negotiating process -- not 24 or more separate
negotiations -- for discussion and eventually seeking some
consensus on the key issues of the Caribbean Basin, This should

build on the Basin's subregional institutions -- clustered around
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the Central American Common Market and the Caribbean Community --
which are currently languishing, but have been among the most
dynamic and productive in the developing world.

Given the obvious need for so many small nations to
establish a common market and also the political and cultural
difficulty of doing this, it is important for other countries
11ke the United States, Venezuela, Colombia, Mexico, Japan and
those in Europe to use their aid, advice and influence to
encourage regional integration. Every six months, the Finance
Ministers of the region should meet to discuss an agenda prepared
by their seqretariats of the subregional institutions. The
Ministers should try to rejuvenate these institutions, mesh and
rationalize national development plans to facilitate
complementarity, coordinate services, encourage improvement in
regional transportation and communications, and promote regional
products. The U.S. should stand ready to help.

Finally, we need to focus on improving our understanding of
the complex relationship between migration and development in the
region, and on developing proposals -- both in development
assistance and in the immmigration area -- which would multiply
the positive impact of migration on development in the sending
countries and minimize the costs of migration,

In conclusion, the Caribbean Basin Initiative, which
President Reagan proposed on February 24, 1982, has come due, and
1 hope Congress will pass it in a form which is as close to the

original proposal as possible. If the bill is watered down any

more with product exemptions, or country conditions, it may very

well sink-in the Caribbean Basin. And there are many hopes and

promises that would sink with it, Let's not let than habpen.

Thank you.
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Robert Pastor

SINKING IN THE
CARIBBEAN BASIN

f someone asked about a “Caribbean Basin” 20 years ago,
you might have referred him to a geographer or to a West Indian
lumber. When President Ronald Reagan announced his Carib-
ean Basin Initiative on February 24, 1982, however, all the
questions concerned the initiative. Apparently, everyone now
knows where the Caribbean Basin is; indeed, there is a growing
imbssion that we are sinking in it.
eepening U.S. involvement in th