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EXPORT OF U.S. TELECOMMUNICATIONS
PRODUCTS

FRIDAY, MAY 3, 1985

U.S. SENATE,
SUBCOMMITTEE ON INTERNATIONAL TRADE,

COMMITTEE ON FINANCE,
Washington, DC.

The committee met, pursuant to notice, at 9:40 a.m. hi room SD-
215, Dirksen Senate Office Building, the Honorable John C. Dan-
forth (chairman) presiding.

Present: Senators Danforth, Chafee, Grassley, Bentsen, and
Baucus.

(The press release announcing the hearing and the prepared
statements of Senators Chafee, Grassley, and Baucus follow:]

(Prm Blm No. 85-021, Apr. 23, 1985]

FINANCE COMMITT SETS TcLCOoMMUNICATIONs TRADE HEARING ON MAY 3

Senator Bob Packwood (R-Oregon), Chairman of the Senate Committee on Fi-
nance, announced today that the Committee's Subcommittee on International Trade
has scheduled a hearing on two bills dealing with the export of U.S. telecommunica-
tions products.

Chairman Packwood said the Subcommittee on Trade's hearing is scheduled to
begin at 9:30 a.m., Friday, May 3, 1985, in Room SD-215 of the Dirksen Senate
Office Building.

The Chairman said Senator Jack Danforth (R-Missouri), Chairman of the Subcom-
mittee on International Trade, would preside at the May 3 hearing.

The hearing will review S. 942, a bill designed to press nations to remove trade
barriers to U.S. exports of telecommunications equipment and services; and on S.
728, a bill to prohibit the entry of Japanese telecommunications products into the
United States until Japanese markets are open to U.S. telecommunications goods.

S. 942 was introduced by Senator Danforth and S. 728 was introduced by Senator
John Chafee (R-Rhode Island), another member of the Committee on Finance.

Chairman Packwood said S. 942 is different from a telecommunications bill intro-
duced by Senator Danforth last year. S. 942 provides negotiating authority and le-
verage for the U.S. to achieve access to foreign markets for U.S. telecommunications
exports comparable to that enjoyed by foreign companies doing business in the
United States. For nations such as Japan, where agreements on telecommunications
trade already exist, the bill would provide a results-oriented measure of success and
mandatory retaliation in cases of agreement violations. The Committee on Finance
Chairman added that markets other than Japan also remain closed to the U.S. tele-
communications exports.

Senator Chafee's bill, S. 728, would close U.S. markets to Japanese telecommuni-
cations exports until the President certifies to the openness of the Japanese market
for U.S. telecommunications exports.

US. counter-measures provided in S. 942 include increases in tariffs, restrictions
on the registration or approval of equipment from other nations, restrictive govern-
ment procurement and other steps.

(1)



2
STATZMENT BY SENATOR JOHN H. OuAr=

Mr. Chairman, for more than 4 years now the administration has worked to
achieve a better balance in our bilateral trade relations with Japan. Yet despite the
best efforts of our trade negotiations market access in Japan is still far from a
reality.

Negotiations toward a more equitable trade relationship with Japan have become
a disheartening, repetitious game. The Japanese beg for patience while deliberately
creating new and sophisticated obstacles to U.S. entry into their markets. We have
played out this game on cigarettes, beef, citrus, and satellites.

We are here today because of our concern over the stance the Japanese have
taken in recent negotiation to obtain access for American companies to their tele-
communications market. This is a sector where we make the best equipment in the
world and are far superior in software driven services.

Because of the privatization of the Japanese market, making N7T private com-
pany and opening up to the market to all, we set April 1 as our goal or achieving
market opening before their new rules were set in concrete. However, April 1 has
come and gone without the new and major concessions we had hoped for.

We hear in the press that the Japanese have agreed to some additional demands
of our negotiators. I believe they are calling this phase one of a three phase process.
Quite honestly I had hoped an administration witness would appear today to bring
us up to date officially on the outcome of the most recent negotiations in Tokyo and
advise us as to how we ought to proceed.

A few concessions however hardly warrant rejoicing over our success. The prob-
lems we have had with weak implementation by foot-dragging mid-level bureacrats
in Japan leave little room for optimism that even these agreed concessions will be
implemented to our advantage.

I wonder if the United States can continue to be Japan's free and open trading
partner in the face of Japan's increasingly mercantilistic policies. In industry after
industry Japan has by sophisticated techniques barred foreign entry into certain in-
dustries while it targeted, protected, and eveloped capacity not only for domestic
supply but for worldwide competition as well. I am not criticizing the fact that
Japan has striven for global competitiveness; we can do much to enhance our own
competitiveness. But to develop weak industries by denying access to foreign com-
petitors is an unacceptable industrial policy.

In these telecommunications talks we have fought tooth and nail for concessions
and still American companies will face notice and registration requirements before
they can provide certain high speed data transmission networks-the value added
networks.

This is one of those areas where we are the most advanced and the Japanese have
quite a way to go to catch up. We have the edge and I don't believe for one moment
that somehow these registration requirements will not be used to delay our entry
into Japan until they are better able to compete or until many of the market oppor-
tunities are simply gone.

We have no choice but to take drastic steps. The legislation I have sponsored
would close our market to Japanese telecommunications equipment until the Japa-
nese are ready to give us true and equal access to theirs. S. 728 would deny entry to
their equipment until U.S. trade officials certify that we are able to sell in Japan on
the same basis they have been selling to us.

In 1984 the United States intelecommunication ran a $900 million trade deficit
with Japan. Japan's share of our market continues to grow. According to the Inter-
national Trade Commission, the growth rates c. U.S. imports of telephone and tele-
graph apparatus from Japan exceeded the rate of increase from all other sources.
By1981, Japan attained almost 50 percent of the market share of imports of these
products or $500 million in value. This market share has continued to grow.

I do not cite these figures to make the case for keeping out Japanese products. I
have always advocated that we maintain an open market for competitive Japanese
products. Japanese intoads into the United States were facilitated by the AT&T di-
vestiture, which amounted essentially to a unilateral and unconditional opening of
our market. Given this kind of access to the U.S. market, we have every right to
demand openings on the part of the Japanese.

How many times do we have to insist that the Japanese markets be opened?
American telecommunications and electronics producers clearly deserve a fair
chance to compete in the markets of their bigger competitor. Furthermore, Japa-
nese consumers clearly deserve the chance to buy the best products available.

Admittedly it isn't easy to penetrate the Japanese market but let us have that
opportunity. In some areas like telecommunications I have no doubt we will be suc-
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cesuful; in others perhaps we need the discipline of competing alongside our Japa-
nese counterparts. The point is we must have real and true access.

How do we achieve that access? My colleague Senator Danforth has proposed that
we negotiate a while longer to reach bilateral of multilateral agreements and equip
the administration with the means to retaliate if no agreements materialize or if
commitments are not lived up to. We do need to address the problems we have with
Europe and other countries whose markets are not even as open as Japan's.

On the other hand I have proposed that we proceed to close the market and in a
forceful draconian way compel the Japanese to open their market. After all we have
already had an agreement with NIT for years and not a single permanent central
office switch, for example, where we are both price competitive and technologically
competitive, was purchased.

The American people and this Congress have reached a point of frustration. I, for
one, being one of the most supportive in this body of the accessibility of the Ameri-
can market to Japanese products, have reached a frustration point as well. We must
act to show the Japanese that we are serious. We cannot relegate foreign trade and
the future competitiveness of our growth sectr r-high technology-to the bottom of
the list of our priorities with our allies.

We must act swiftly to maintain the edge we have in this sector. We are not
trying to rectify past difficulties. We now have the opportunity to influence Japan's
regulatory framework with respect to imports into a newly-privatized market where
we can be very competitive. If draconian steps are required to exercise this influ-
ence then so be it.

I welcome the views of the witnesses today on the best way to achieve this goal.
Thank you.

STATEMENT BY SENATOR CHARLus E. GRASSLY

Mr. Chairman: I guess I'm pessimistic about whether or not we have a long-term
trade strategy, since we have been so soft in the way that we have approached com-
petition and the necessary negotiations that go on with our so-called trading part-
ners. We never seem willing to back up what we say and it seems like we are
always trying to put out trade fires.

Congress is always running there with a bucket full of water. If we use a hose, the
hose isn't long enough, or there isn't enough water pressure. We never quite get the
job done. I just wonder if we thought enough about an overall trade policy.

I know that in 1981 and 1982 I made a suggestion for a domestic economic and
trade summit in which we would have the best people in our country from acade-
mia, labor, business, Government, and agriculture get together to establish an over-
all trade policy similar to what had been done under the Williams Commission. Un-
fortunately, that wasn't really taken very seriously or given very serious consider-
ation.

If we don't get some sort of an overall strategy ... not just in the telecommunica-
tions but in everhi ... we are going to have to resolve these approaches
through hearings ike his, through legislation... always trying to play catch up.

That is why we always look like a paper tiger in international trade. It seems to
me like not only in telecommunications but in so many things in foreign trade we
are going to have to get our act together and have an overall strategy or we are
always going to be having a brush fire to fight.

I commend Senator Danforth and Senator Chafee for their active participation in
trying to resolve our telecommunications trade imbalance with Japan as well as
other trading partners. However, I would suggest we begin looking more long-term
rather than spend all our time trying to put out each brush fire that may ultimate-
ly consume that entire forest.

STATEMENT BY SENATOR MAX BAUCUS

INTRODUCTION

Thank you, Mr. Chairman.
I'm delighted that you called today's hearing.
This Committee needs to keep a close watch over all four areas cf the so-called

"MOSS" negotiations with Japan. This important hearing on the first of those areas
to reach some interim progress serves to intensify the Committee's focus on the na-
tion's trade problem.

As you know, the problem's getting worse.
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Earlier this week, the Commerce Department announced that our first quarter
trade deficit was $32.8 billion. That's about $5 billion larger than the previous quar-
ter's deficit. In fact, it's larger than our Annual trade deficit five years ago.

This huge trade deficit is not just some abstract statistic.
It represents mines and factories closing down.
It represents good, hard, American workers losing their jobs.
And it's a sign of an economy threatening to collapse under the accumulating

weight of foreign imports.

TZLEWPMA3NCATIONS

The telecommunications industry is a good illustration of our trade problem.
Last year we had a sectoral trade deficit. We imported about $1 billion more

worth of telecommunications products than we exported.
This makes no sense. Our industry is the best in the world. Our engineers are

innovative. Our workers are efficient.
So what's going on?
Shakespeare wrote that "the fault is not in our stars, but in ourselves."
That's true here. The major problem is with ourselves.
We've made economic decisions as if the U.S. exists in serene isolation, unconnect-

ed to foreign producers and foreign markets. We've made trade policy the poor step.
child of domestic policy.

Let me be specific. A few years ago, telecommunications deregulation may or may
not have made sense as domestic policy.

But as trade policy, the way we did it was a disaster. We unilaterally invited the
world to partakee of our $20 billion telecommunications market. Our trading part-
ners were delighted to accept the invitation. But they kept their own markets nailed
shut.

Take the case of Japan. Japan has captured one-tenth of our telecommunications
market. We have only one-twenty fifth of theirs.

So now we're trying to extract reciprocal concessions retroactively.
It's been tough goi.
The privatization of NTT was a step in the right direction. I'm glad to hear of

more progress drafting the implementing ordinances. ,,
But we must remain somewhat skeptical. We want to see more than ordinances.

We want to see results.
Between ordinances and results are at least three more hurdles.
First, the regulations implementing the ordinances. They must be fair.
Second, the attitude of the bureaucrats who administer the new system. Impar-

tiality is required.
And third, the attitude of Japanese companies and consumers. It must change

from "buy Japanese" to one giving more consideration to competitive U.S. products.
Prime Minister Nakasone took a good step in this direction two weeks ago, when he
made a televised address encouraging Japanese consumers to buy more foreign
goods. But further-stepe will be necessary.

THE DANFORTH-BENTgKN BILL

The problem is not just Japan. It's also Canada, the countries of the European
Community, and the newly industrialized countries.

We all know that none of these countries will open their telecommunications mar-
kets just because we ask them to. Instead, it will take sustained pressure.

The Danforth-Bentsen bill provides the right kind of pressure. If other countries
insist on telecommunications protectionism, we'll simply revoke the windfall we
gave them a few years ago. We'll close our market, selectively. That's sensible and
fair,

WARNING

Let me say one more thing. This episode should be a lesson for the Administration
and for Congress.

When we make major economic policy decisions, whether they involve telecom-
munications deregulation, tax reform, or any other issue, we must carefully consid-
er how our decision affects America's trade competitiveness.

Otherwise, we'll continue to undermine American companies that are trying hrd
to compete in a fierce international market, making our trade deficit grow each
time.
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CONCLUSION

Mr. Chairman, I look forward to hearing about progress in the telecommunica-
tions area. It is an important industry. But let me remind my colleagues and the
Administration that other major trade issues with Japan remain unresolved, like
forest products. I would not want the Japanese or our own negotiators to get the
impression that if they "fix" the telecommunications problem, Congress will lose in-
terest and take the pressure off.

We in this Committee must-and I'm sure my colleagues will join me in this-
insist on progress on the other issues as well.
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99TH CONGRESS
1ST SESSION .942

To promote expansion of international trade in telecommunications equipment and
services, and for other purposes.

IN THE SENATE OF THE UNITED STATES

APEIL 17 (legislative day, APRIL 15), 1985

Mr. DAPqFORTH (for himself, Mr. BENTSEN, Mr. LAUTENBERO, Mr. WILSON, and
Mr. INOUYE) introduced the following bill; which was read twice and referred
to the Committee on Finance

A BILL
To promote expansion of international trade in telecommunica-

tions equipment and services, and for other purposes.

1 Be it enacted by the Senate and House of Representa-

2 ties of the United States of America in Congress assembled,

3 SECTION 1. SHORT TITLE.

4 This Act may be cited as the "Telecommunications

5 Trade Act of 1985".

6 SEC. 2. FINDINGS AND PURPOSES.

7 (a) FINDINGS.-The Congress finds that-

8 (1) rapid growth in the world market for telecom-

9 munications products and services will continue for

10 several decades;
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2

1 (2) the United States can improve prospects for-

2 (A) the growth of-

3 (i) United States exports of telecom-

4 munications products and services, and

5 (ii) export-related employment and con-

6 sumer services in the United States, and

7 (B) the continuance of the technological lead-

8 ership of the United States,

9 by undertaking a program to achieve an open world

10 market for trade in telecommunications products, serv-

11 ices, apd investment;

12 (3) many foreign markets for telecommunications

13 products, services, and investment are characterized by

14 extensive government intervention (including restrictive

15 import practices and discriminatory procurement prac-

16 tices) which adversely affect United States exports of

17 telecommunications products and services and United

18 States investment in telecommunications;

19 (4) unfair and discriminatory trade practices in

26 foreign countries threaten the loss of jobs in the United

.1 States telecommunications industry;

22 (5) the open nature of the United States Ielecom-

23 munications market, accruing from the liberalization

24 and restructuring of such market, has resulted, and will

25 continue to result, in a dramatic increase in imports of
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3

1 telecommunications products and a growing imbalance

2 ii competitive opportunities for trade in telecommuni-

3 cations; and

4 (6) unless this imbalance is corrected through the

5 achievement of substantially equivalent competitive op-

6 portunities for United States telecommunications prod-

7 ucts and services in foreign markets, the United States

8 should avoid granting continued open access to the

9 telecommunications products and services of such for-

10 eign countries in the United States market.

11 (b) PuRPOSES.-The purposes of the Act are-

12 (1) to foster the economic and technological

13 growth of the United States telecommunications indus-

14 try and all United States persons who benefit from a

15 high quality telecommunications network;

16 (2) to ensure that countries which have made

17 commitments to open telecommunications trade fully

18 abide by those commitments; and

19 (3) to achieve a more open world trading system

20 for telecommunications products and services through

21 negotiation and achievement of substantially equivalent

22 competitive opportunities for United States telecom-

23 munications exporters and their subsidiaries in those

24 markets in which barriers exist to free international

25 trade.
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4

1 TITLE I-ACTIONS TO ACHIEVE

2 COMPETITIVE OPPORTUNITIES

3 SEC. 101. INVESTIGATION OF FOREIGN TRADE BARRIERS.

4 (a) ANAYLSIS OF BARRIERS.-By no later than the

5 date that is 6 months after the date of enactment of this Act,

6 the United States Trade Representative, in consultation with

7 the Secretary of Commerce and the interagency trade organi-

8 zation established under section 242(a) of the Trade Expan-

9 sion Act of 1962 (19 U.S.C 1872), shall-

10 (1) for purposes of section 102, identify and ana-

l1 lyze all acts, policies, and practices in the markets of

12 foreign countries that deny to telecommunications

13 products and services of United States firms and their

14 subsidiaries any competitive opportunities that are sub-

15 stantially equivalent to the competitive opportunities

16 available to such products aiud services of foreign com-

17 panies and their United States subsidiaries in the mar-

18 kets of the United States, and

19 (2) for purposes of section 103, shall determine

20 which of such acts, policies, or practices-

21 (A) is inconsistent with the provisions of, or

22 otherwise denies benefits to the United States

23 under, any trade agreement,

24 (B) is unjustifiable and burdens or restricts

25 United States commerce, or



10

5

1 (C) otherwise has the effect of-

2 (i) nullifying or impairing iny benefit

3 from concessions or commitmeiriQ to the

4 United States under any agreement. or

5 (ii) impeding attainment of aiiNy objective

6 of any agreement to which the United States

7 is a party.

8 (b) FACTORS To BE TAKEN INTO ACCOUNT.-

9 (1) In conducting the analysis under subsection

10 (a)(1), the United States Trade Representative shall

11 take into account the following factors:

12 (A) the economic benefits (actual or poten-

13 tidal) accruing to firms in each foreign country and

14 to their United States subsidiaries from the open

15 access to the United States telecommunications

16 market that has resulted from the liberalization

17 and restructuring of such market; and

18 (13) actual patterns of trade, including -sales

19 of telecommunications products and services in

20 foreign countries by United States firms and their

21 subsidiaries in relation to the international com-

22 petitive position and export potential of such prod-

23 ucts and services.

24 (2) In making determinations under subsection

25 (a)(2), the United States Trade Representative shall
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1 consider as dispositive any evidence of actual patterns

2 of trade (including sales of telecommunications products

3 and services in a foreign country by United States

4 firms and their subsidiaries) that do not reflect patterns

5 of trade which would reasonably be anticipated to flow

6 from the concessions or commitments of such country

7 based on the international competitive position and

8 export potential of such products and services.

9 (c) DISCONTINUANCE OF INVESTIGATION.-

10 (1) The United States Trade Representative may

11 exclude any country from the investigation conducted

12 under subsection (a) if the United States Trade Repre-

13 sentative determines that the potential market in such

14 country for United States telecommunications products

15 and services is not substantial.

16 (2) Before making a final determination under

17 paragraph (1) to exclude any foreign country from the

18 investigation conducted under subsection (a), the

19 United States Trade Representative shall-

20 (A) consult with the Committee on Finance

21 of the Senate and the Committee on Ways and

22 Mears of the House of Representatives regarding

23 such proposed exclusion,
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1 (B) publish notice of such proposed cKclusion

2 in the Federal Register and the reasons for such

3 proposed exclusion, and

4 (C) provide an opportunity for written public

5 comment on such proposed exclusion.

6 (d) REPORT TO CoNORESS.-By no later than the date

7 that is 6 months after the date of enactment of this Act, the

8 United States Trade Representative shall submit a report on

9 the analysis and determinations made under subsection (a) to

10 the Committee on Finance and the Committee on Commerce,

11 Science and Transportation of the Senate and to the Commit-

12 tee on Ways and Means and the Committee on Energy and

13 Commerce of the House of Representatives.

14 SEC. 102. ACTION BY THE PRESIDENT IN RESPONSE TO INVES.

15 TIGATION.

16 (a) INITIAL ACTION.-

17 (1) Upon conclusion of the investigation conducted

18 under section 101, the President shall enter into nego-

19 tiations with those foreign countries whose acts, poli-

20 cies, or practices are identified under section 101(aX1)

21 for the purpose of entering into trade agreements under

22 section 201 which provide to the telecommunications

23 products and services of United States firms and their

24 subsidiaries competitive opportunities in the markets of

25 such countries that are substantially equivalent to the
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1 competitive opportunities available in the United States

2 market to such products and services of foreign firms

3 and their United States subsidiaries.

4 (2XA) The general objectives of negotiations con-

5 ducted under paragraph (1) shall be-

6 (i) to obtain multilateral or bilateral agree-

7 ments (or the modification of existing agreements)

8 that provide to the telecommunications products

9 and services of United States firms and their sub-

10 sidiaries competitive opportunities in foreign mar-

11 kets that are substantially equivalent to the com-

12 petitive opportunities available in the United

13 States market to such products and services of

14 foreign firms and their United States subsidiaries;

15 (ii) to correct the imbalance in competitive

16 opportunities accruing from uncompensated reduc-

17 tions in barriers to the access of foreign firms and

18 their subsidiaries to the United States telecom-

19 munications market; and

20 (iii) to facilitate the increase in United States

21 exports of telecommunications products and serv-

22 ices to a level commensurate with the competitive

23 position of the United States telecommunications

24 indus try.
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1 (B) In the negotiations conducted under paragraph

2 (1), the President shall pursue specific objectives in

3 order to reduce or eliminate foreign barriers to United

4 States exports of telecommunications products and

5 services, including (but not limited to)-

6 (i) national treatment for such products and

7 services of United States firms and their subsidi-

8 aries;

9 (ii) most-favored-nation treatment for such

10 products and services;

11 (iii) nondiscriminatory government procure-

12 ment policies with respect to such products and

13 services;

14 (iv) equipment standards and procedures for

15 certification of equipment that do not exceed the

16 minimum standards and procedures necessary to

17 protect the telecommunications network;

18 (v) reduction or elimination of customs duties

19 on telecommunications products;

20 (vi) elimination of subsidies, dumping, viola-

21 tions of intellectual property rights, and other

22 unfair trade practices that distort international

23 trade in telecommunications;

24 (vii) elimination of investment barriers that

25 restrict the establishment of foreign-owned busi-
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1 ness entities which market telecommunications

2 products and services; and

3 (viii) monitoring and dispute settlement

4 mechanisms to facilitate compliance with telecom-

5 munications trade agreements.

6 (C) In pursuing the objectives described in sub-

7 paragraphs (A) and (B) and in establishing the strategy

8 of the United States in negotiations conducted under

9 paragraph (1), the President shall take into account the

10 factors described in section 101(b)(1).

11 (b) ACTIONS To BE TAKEN IF No AGREEMENT OB-

12 TAINED.-

13 (1) If the President is unable to enter into an

14 agreement under section 201 with any foreign country

15 described in subsection (a)(1) which achieves the objec-

16 tives described in subsection (a)(2)(A), the President

17 shall, by no later than the date that is 2 years after the

18 date of enactment of this Act, take whatever actions

19 authorized under paragraph (3) against such country

20 that are necessary to fully achieve such objectives.

21 (2) In taking action under paragraph (1), the

22 President shall first take those actions which most di-

23 rectly affect trade in telecommunications products and

24 services with the country concerned.
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1 (3) The President is authorized. to take any of the

2 following actions under paragraph (1):

3 (A) terminate, withdraw, or suspend any por-

4 tion of any trade agreement entered into under-

5 (i) the Trade Act of 1974,

6 (ii) section 201 of the Trade Expansion

7 Act of 1962, or

8 (iii) section 350 of the Tariff Act of

9 1930,

10 with respect to any duty or import restriction im-

11 posed by the United States on any telecommuni-

12 cations product;

13 (B) take any action described in subsection

14 (b)(2) or (c) of section 301 of the Trade Act of

15 1974 with respect to any telecommunications

16 product that is subject to registration or, approval

17 by the Federal Communications Commission'

18 under part 2, 15, or 68 of title 47 of the Code of

19 Federal Regulations;

20 (C) prohibit the Federal Government from

21 purchasing the telecommunications products of

22 any specified foreign country;

23 (D) increase domestic preferences under title

24 III of the Act of March 3, 1933 (41 U.S.C. 10a,

25 et seq.) for purchases by the Federal Government
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1 of telecommunications products from any specified

2 foreign country;

3 (E) suspend any waiver of domestic prefer-

4 ences under title HI of the Act of March 3, 1933

5 (41 U.S.C. 10a, et seq.) which may have been ex-

6 tended to any specified foreign country pursuant

7 to the-Trade Agreements Act of 1979 with re-

8 spect to telecommunications products or any other

9 products;

10 (F) order the appropriate Federal officials to

11 deny Federal funds or Federal credits for pur-

12 chases of the telecommunications products of any

13 specified foreign country;

14 (G) suspend, in whole or in part, benefits ac-

15 corded articles from specified foreign countries

16 under title V of the Trade Act of 1974 (19

17 U.S.c. 2461, et seq.); and

18 (H) take any other action pursuant to subsec-

19 tion (b) or (c) of section 301 of the Trade Act of

20 1974 with respect to-

21 (i) any product other than a telecom-

22 munications product of such country, or

23 (ii) any service of such country.

24 (4XA) Notwithstanding section 125 of the Trade

25 Act of 1974 and any other provision of law, if any por-
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1 tion of a trade agreement described in paragraph (3)(A)

2 with a foreign country is terminated, withdrawn, or

3 suspended under paragraph (1) with respect to any

4 duty or nontariff import restriction imposed by the

5 United States on products of such foreign country, the

6 rate of such duty provided for in rate column number 2

7 of the Tariff Schedules of the United States shall apply

8 to such products after the date on which such termina-

9 tion, withdrawal, or suspension takes effect.

10 (B) Notwithstanding subparagraph (A) of this

11 paragraph, section 125 of the Trade Act of 1974, and

12 any other provision of law, if any portion of a trade

13 agreement described in paragraph (3)(A) is terminated,

14 withdrawn, or suspended by the President under para-

15 graph (1) with respect to any duty imposed on the

16 products of any foreign country before the date that is

17 2 years after the date of enactment of this Act, the

18 President may delay (to such extent as the President

19 may provide by proclamation) the application of sub-

20 paragraph (A) with respect to such duty or import re-

21 striction until the date that is 2 years after the date of

22 enactment of this Act.

23 (5) No action taken under paragraph (1) shall

24 affect any binding obligations under any written con-
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1 tract entered into before April 17, 1985, to which any

2 national of the United States is a party.

3 SEC. 103. ACTION BY UNITED STATES TRADE REPRESENTA-

4 TIVE IN RESPONSE TO INVESTIGATION.

5 (a) INITIAL ACTION.-If an affirmative determination is

6 made under section 101(a)(2) with respect to any act, policy,

7 or practice of a foreign country, the United States Trade

8 Representative shall, by no later than the date that is 30

9 days after the date on which the report is submitted under

10 section 101(d), take whatever actions authorized under sub-

11 section (c) against such foreign country that are necessary-

12 (1) to fully offset such acts, policies, and practices,

13 and

14 (2) to restore the balance of concessions between

15 the United States and such foreign country.

16 (b) REVIEWS BY THE UNITED STATES TRADE REPRE-

17 SENTATIVE.-

18 (1) By no later than the date that is 1 year after

19 the date on which the report is submitted under section

20 101(d), and annually thereafter, the United States

21 Trade Representative shall conduct a review to assess

22 the extent to which the objectives described in section

23 102(a)(2) are being met by each foreign country whose

24 acts, policies, or practices were identified under section
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1 101(a)(1), taking into account the factors described in

2 section 101(b).

3 (2) If the United States Trade Representative de-

4 termines, on the basis of a review conducted under

5 paragraph (1), that a foreign country-

6 (A) is not in compliance with any agreement

7 entered into under section 201, or -

8 (B) has adopted an act, policy, or practice

9 described in section 101(a)(2),

10 the United States Trade Representative shall take

11 whatever actions authorized under subsection (c) that

12 are necessary to restore the balance of competitive op-

13 portunities. %

14 (c) AUTHORIZED ACTIONS.-

15 (1) The United States Trade Representative is au-

16 thorized to take the following actions under subsection

17 (a) or (b):

! 8 (A) terminate, withdraw, or suspend any por-

19 tion of any trade agreement entered into under-

20 (i) the Trade Act of 1974,

21 (ii) section 201 of the Trade Expansion

22 Act of 1962, or

23 (iii) section 350 of the Tariff Act of

24 1930,
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1 with respect to any duty or import restriction im-

2 posed by the United States on any telecommuni-

3 cations product;

4 (B) take any action described in subsection

5 (b)(2) or (c) of section 301 of the Trade Act of

6 1974 with respect to any telecommunications

7 product that is subject to registration or approval

8 by the Federal Communications Comipission

9 under part 2, 15, or 68 of title 47 of the Code of

10 Federal Regulations; or

11 (C) take any other action pursuant to subsec-

12 tion (b) or (c) of section 301 of the Trade Act of

13 1974 with respect to any products other than

14 telecommunications products or any services of

15 such country.

16 (2) Actions described in paragraph (1)(C) may be

17 taken against a foreign country under subsection (a) or

18 (b) only if-

19 (A) the United States Trade Representative

20 has taken all feasible actions described in subpara-

21 graphs (A) and (B) of paragraph (1) against such

22 country, and,

23 (B) the objectives of subsection (a) or (b) (as

24 the case may be) have not be achieved.
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1 (3) Notwithstanding section 125 of the Trade Act

2 of 1974 and any other provision of law, if any portion

3 of a trade agreement described in paragraph (1)(A)

4 with a foreign country is terminated, withdrawn, or

5 suspended under subsection (a) or (b) with respect to

6 any duty or nontariff import restriction imposed by the

7 United States on any products of such foreign country,

8 the rate of such duty provided for in rate column

9 number 2 of the Tariff Schedules of the United States

10 shall apply to such products after the date on which

11 such termination, withdrawal, or suspension takes

12 effect.

13 (d) ACTIONS NOT To AFFECT CERTAIN CONTRAC-

14 TUAL OBLIGATIONS.-No action taken under this section

15 shall affect any binding obligations under any written con-

16 tract entered into before April 17, 1985, to which any na-

17 tional of the United States is a party.

18 SEC. 104. CONSULTATIONS.

19 (a) ADVICE FROM DEPARTMENTS AND AGENCIES.-

20 For purposes of determining appropriate action under section

21 102(b) or 103, the President and the United States Trade

22 Representative shall consult with the Secretary of Com-

23 merce, the Federal Communications Commission, and the

24 interagency trade organization established under section
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1 242(a) of the Trade Expansion Act of 1962 (19 U.S.C.

2 1872).

3 (b) ADVICE FROM THE PRIVATE SECTO.-For pur-

4 poses of identifying the objectives of negotiations conducted

5 under section 102(a), conducting the investigation pursuant

6 to section 101, and determining appropriate action under sec-

7 tions 102(b) and 103, the United States Trade Representa-

8 tive shall provide the opportunity for presentation of views by

9 any interested party, including appropriate committees estab-

10 lished under section 135 of the Trade Act of 1974.

11 (c) CONSULTATIONS WITH CONGRESS AND OFFICIAL

12 ADVIsoRs.-For purposes of conducting negotiations under

13 section 102(a), the President shall keep appropriate commit-

14 tees of the Congress, as well as appropriate committees es-

15 tablished pursuant to section 135 of the Trade Act of 1974,

16 currently informed with respect to-

17 (1) the negotiating priorities and objectives for

18 each country involved;

19 (2) the assessment of negotiating prospects, both

20 bilateral and multilateral; and

21 (3) any United States concessions which might be

22 included in negotiations to achieve the objectives de-

23 scribed in section 102(a)(2).
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1 TITLE II-TRADE AGREEMENT AUTHORITY

2 SEC. 201. GENERAL TRADE AGREEMENT AUTHORITY.

3 (a) IN GENERAL.-During the 3-year period beginning

4 on the date of enactment of this Act, the President may enter

5 into trade agreements which meet the objectives described in

6 section 102(a)(2)(A) with foreign countries which provide

7 for-

8 (1) the harmonization, reduction, or elimination

9 of-

10 (A) duties, or

11 (B) restrictions, barriers, or other distortions

12 to international trade, or

13 (2) the prohibition of, or limitations on the imposi-

14 tion of-

15 (A) duties, or

16 (B) restrictions, barriers, or other distortions

17 to international trade.

18 (b) AGREEMENT TREATED IN SAME MANNER AS

19 AGREEMENT UNDER SECTION 102.-For purposes of sec-

20 tion 151 and subsections (c), (d), (e), (0, and (g) of section 102

21 of the Trade Act of 1974, any trade agreement entered into

22 under subsection (a) shall be treated as a trade agreement

23 entered into under section 102 of the Trade Act of 1974.

24 (c) APPLICATION OF AGREEMENT BENEFITS.-Not-

25 withstanding any other provision of law, any agreement en-
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'-1--ered into under this section may provide that the benefits

2 and obligations of such agreement-

3 (1) apply solely to the parties to the agreement,

4 or

5_... (2) not apply uniformly to all parties to such

6 agreement. a

7 The President shall take into account any actions which may

3 be necessary to reconcile such treatment with United States

9 international obligations.

10 SEC. 202. COMPENSATION AUTHORITY.

11 (a) IN GENERAL.-If-

12 (1) the President has taken action under section

13 102(b) with respect to any foreign country, and

14 (2) the United States Trade Representative is not

15 required to take action against such country under sec-

16 tion 103(a),

17 the President may enter into trade agreements with such for-

18 eign country for the purpose of granting new concessions as

19 compensation for such actions taken by the President in order

20 to maintain the general level of reciprocal and mutually ad-

21 vantageous concessions.

22 (b) AGREEMENT TREATED IN SAME MANNER AS

23 AOREEMENT UNDER SECTION 102.-For purposes of see-

24 tion 151 and subsections (c), (d), (e), (0, and (g) of section 102

25 of the Trade Act of 1974, any trade agreement entered into
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1 under subsection (a) shall be treated as a trade agreement

2 entered into under section 102 of the Trade Act of 1974.

3 (c) FACTORS To BE TAKEN INTO ACCOUNT.-In de-

4 termining whether to enter into an agreement under subsec-

5 tion (a) and in determining the terms of such an agreement,

6 the President shall take into account the factors described in

7 section 101(b)(1).

8 TITLE Ill-MISCELLANEOUS PROVISIONS

9 SEC. 301. ACTION TO ENSURE COMPLIANCE WITH FCC REGU-

10 LATIONS.

11 (a) IN GENERAL.-

12 (1) Any product of a foreign country that is sub-

13 ject to registration or approval by the Federal Commu-

14 nications Commission may be entered only if-

15 (A) such product conforms with all applicable

16 rules and regulations of the Federal Communica-

17 tions Commission, and

18 (B) the information which is required on Fed-

19 eral Communications Commission Form 740 on

20 the date of enactment of this Act is provided to

21 the appropriate customs officer at the time of such

22 entry in such form and manner as the Secretary

23 of the Treasury may prescribe.

24 (2) For purposes of this subsection, the term "en-

25 tered" means entered, or withdrawn from warehouse,
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1 for consumption in the customs territory of the United

2 States.

3 (b) COOPERATION.-The Federal Communications

4 Commission, the Secretary of Commerce, and the United

5 States Trade Representative shall provide such assistance in

6 the enforcement of subsection (a) as the Secretary of the

7 Treasury may request.

8 (C) COMPILATION OF INFORMATION COLLECTED.-At

9 least twice every year, the Secretary of the Treasury shall

10 compile the information collected under subsection (a)(2) into

11 a summary and shall submit such summary to the Congress.

12 Such information shall also be made available to the public.

13 SEC. 302. ACTIONS UNDER SECTION 301(c) OF THE TRADE ACT

14 OF 1974.

15 (a) IN GENERAL. -Paragraph (6) of section 301(e) of

16 the Trade Act of 1974 is amended by inserting ", or a for-

17 eign supplier of goods related to a service," after "foreign

18 supplier of services".

19 SEC. 303. REPORT BY THE SECRETARY OF COMMERCE.

20 By no later than the date that is 6 months after the date

21 of enactment of this Act, and at least once every 2 years

22 thereafter, the Secretary of Commerce shall submit to the

23 Congress a report on the impact of United States domestic

24 policies and practices on the growth and international com-
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1 petitiveness of the United States telecommunications indus-

2 try. Such report shall include-

3 (1) a *statement of the actions taken or recom-

4 mended to overcome any domestic policies and prac-

5 tices found to inhibit the growth and international com-

6 petitiveness of the United States telecommunications

7 industry; and

8 (2) a statement which assesses the probable trade

9 consequences of failure to take the actions identified in

10 paragraph (1).

11 SEC. 304. TELECOMMUNICATION PRODUCT.

12 For purposes of this Act, the term "telecommunication

13 product" means any articles classified under the following

14 item numbers of the Tariff Schedules of the United States (19

15 U.S.C. 1202):
684.57 684.67 685.24 685.39
684.58 684.80 685.25 685.48
684.59 685.10 685.28 688.17
684.65 685.12 685.30 688.41
684.66 685.16 685.32 707.90.
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99TH CONGRESS
18T SESSION 7

To prohibit the entry of Japanese telecommunication products until Japanese
markets are open to United States telec(:.a iunication products.

IN THE SENATE OF THE UNITED STATES

MARCH 20 (legislative day, FEBRUARY 18f, 1985

Mr. CHAFEE introduced the following bill; which was read twice and referred to
the Committee on Finance

A BILL
To prohibit the entry of Japanese telecommunication products

until Japanese markets are open to United States telecom-
munication products.

I Be it enacted by the Senate and House of Representa.

2 ties of the United States of America in Congress assembled,

3 That (a) no telecommunication products produced or manu-

4 factured (in whole or in part) in Japan may be entered, or

5 withdrawn from warehouse, for consumption in the customs

6 territory of the United States during the period which-

7 (1) begins on the date that is 15 days after the

8 date of enactment of this Act, and

51-591 0 - 85 - 2
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1 (2) ends on the date on which the written state-

2 ment described in subsection (b) is submitted to the

3 Congress.

4 (b) The written statement referred to in subsection (a) is

5 a written statement in which the Secretary of Commerce and

6 the United States Trade Representative certify that telecom-

7 munication products which are produced or manufactured in

8 the United States have equal access to the markets of Japan.

9 (c) For purposes of this Act, the term "telecommunica-

10 tion product" means any of the following articles of the Tariff

11 Schedules of the United States (19 U.S.C. 1202):

64.57 685.10 685.24 685.48
684.58 685.12 685.25 685.49
684.59 685.14 685.28 688.17
684.65 685.16 685.30 688.18
684.66 685.18 685.32 688.41
684.67 685.20 685.34 688.42
684.80 685.22 685.39 707.90.
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Senator DANFORTH. This is a hearing on S. 942, the Telecom-
munications Trade Act. It's the second version of the bill that was
introduced and hearings were held last year. The original cospon-
sors of this bill are Senators Bentsen, Lautenberg, Wilson, in addi-
tion to myself.

The bill is predicated on several points. First, that the real
market for telecommunications will be the source of rapid growth
in the coming decades. Second; that the United States can increase
U.S. telecommunications exports, export related employment, tech-
nological leadership and consumer service by achieving an open
world trading system for telecommunications products, services
and investment.

Third, foreign telecommunications markets are characterized by
extensive government intervention, including restrictive import
practices and discriminatory government procurement.

Fourth, these unfair discriminatory practices in the foreign coun-
tries threaten the loss of jobs in the U.S. telecommunications in-
dustry.

Fifth, deregulation of the U.S. market for telecommunications
will result in dramatic increase in imports of telecommunications
equipment and a growing imbalance of trade opportunities with re-
spect to other countries.

And, finally, unless this imbalance is corrected through the
achievement of substantially equivalent competitive opportunities
abroad for U.S. telecommunications exports, the United States
should avoid granting continued open access to foreign telecom-
munications products in this market.

In other words, the theory of this bill is that the telecommunica-
tions trade is going to be increasingly important; that as a result of
AT&T divestiture, the American telecommunications market is
going to be open to the rest of the world. The Bell companies are
no longer going to be captives of Western Electric. They are going
to be very lucrative markets for the rest of the world.

Traditionally, the telecommunications markets in other countries
have been closed to tho United States. We believe, cosponsors of
this bill, that some method has to be reached for assuring that if
other markets are going to be closed to us, we are going to have
some leverage to open them. And that is the point of the bill.

The bill, basically, sets up a 6-month investigation period for the
U.S. Trade Representative to determine the actual state of interna-
tional trade in telecommunications, to identify barriers that exist.
It grants to the President a 3-year period to negotiate trade agree-
ments, either multilateral or bilateral in telecommunications. It
provides that in the event that no trade agreements are reached
within 2 years or after 2 years, the President is directed to correct
imbalances in competitive opportunities through a range of sanc-
tions that must be imposed by him. And with respect to countries
where we now have agreements on telecommunications, it directs
that the President is to impose sanctions in the event that those
agreements are not lived up to after the 6-month period of time.

So it's two-tr-,-k legislation. One track for those countries where
there is already agreement; one track to encourage the President
to enter into agreements within a reasonable period of time.
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I am convinced that telecommunications is an area which is at
the cutting edge of American opportunity. As we think about job
opportunity and economic opportunity for our country, looking
down the road, telecommunications should be an area where Amer-
ican know-how gives us the ability to compete very successfully in
world markets. We are really going to be able to take advantage of
that competition if we make sure that we have at least as good an
opportunity of selling in other markets as people in other countries
have the opportunity of selling in our market.

That doesn't exist right now. And, therefore, S. 942 is directed to
go to that problem.

The hearing also, in addition to S. 942, which has been described,
deals with another approach to the issue of telecommunications
trade that has been offered by Senator Chafee. And that is S. 728.
I'm not going to undertake to explain Senator Chafee's legislation
because he's here today and he is much more able than I am toex lam' it.think that what it indicates is that there is a convergence

of opinion in the Senate that we must move to assure equal oppor-
tunity in telecommunications trade, and that Congress is very in-
terested in achieving the correct legislative formula for accomplish-
ing that oWective.

Senator hafee.
Senator CHAP=. Thank you very much, Mr. Chairman. I have a

statement here which I would like to put in the record, but basical-
ly what it says is that we've striven over many years to gain access
to the Japanese markets. I feel very strongly that the Japanese
have full access to our markets. I've never been for any form of
quotas, restrictions, or protectionism. As you know, Mr. Chairman,
I have always been opposed to automobile quotas in particular. If
the Japanese build a better automobile or better mousetrap or
better camera, whatever it is, so be it. They should have access to
our markets. It helps our consumers.

But this is a two-way street, Mr. Chairman. And I feel very
strongly that we must have access for our products to the Japanese
markets. Now there have been all kinds of restrictions imposed ar-
bitrarily by the Japanese-nontariff trade barriers against those
goods in many instances where we are superior. They have locked
off their markets and mastered the engineering technical superiori-
ty in a particular field and then flooded the world with those
goods, not giving us a chance in the interim to have competed with
them.

And the clearest cut evidence of that is in the telecommunica-
tions area. On April 1, there was deregulation of NTT which they
are privatized. The regulations enacted to achieve that deregula-
tion became clear-cut examples of our goods not having an opportu-nity to compete.;9t my legislation says is that within 15 days after enactment

of this legislation, our markets to Japanese telecommunications
equipment would be closed, unless previous to that or thereafter
the USTR and the Secretary of Commerce certify that we have
access to the Japanese markets in telecommunications to the same
extent that they have access to our markets. It seems that this is
very specifically direct. It deals with the Japanese. It deals with a
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particular form or piece of equipment that is definable. It is draco-
nian, I admit, but, Mr. Chairman, everything else seems to have
failed. As you so often have said, we are not in the business of
sending messages. That seems to be a futile effort.

So, Mr. Chairman, I would hope that this committee would adopt
my legislation or some form of your legislation, whatever might be
in order to achieve the goals that we seek. And that goal is fair-
ness. This isn't intended to keep anybody out. It's having free
access to Japan as they have to the United States.

Thank you, Mr. Chairman.
Senator DANFORTH. Thank you, Senator Chafee.
Senator Bentsen.
Senator BzNTsEr. Thank you very much, Mr. Chairman.
We have the President of the United States at the economic

summit in Bonn talking about trade. But all I have seen thus far
out of this administration is talk when it comes to trade. I've seen
no coordinated, aggressive policy making trade a top priority.

I read in the papers this morning that the United States is
trying to overcome the French objections to reaching an agreement
that would lead to trade talks starting next year. Trouble is the ad-
ministration hasn't done its homework. I don't think they know
what they really want. And I don't think they know what they are
willing to give up in order to get the concessions to open up mar-
kets to our products.

I'm told that one of the reasons they want to have new trade
talks is because they want to cool the so-called protectionist senti-
ment in the Congress. Well, if they are concerned about that, then
why aren't they here this morning? Why did the administration at
the last minute decide not to send representatives this morning on
the telecommunications trade bill?

We are told that the testimony they might give this morning
could throw a wrench into the negotiations with the Secretary of
State and the Japanese Foreign Minister this weekend. The Japa-
nese are the ablest, maybe the toughest, negotiators we run into. I
have a great admiration for them. But threats, pleas make no
headway at all. I think what they understand and what they re-
spect is action, and we haven't seen this.

You have a situation where you will get our trade representative
to come up with a policy and then the Defense Department will
rush in and say, oh, you can't do that; we are about to get some
areement on cruise missiles, and we don't want to upset the

ATO countries, the European Common Market.
Or the Secretary of State comes in and says, no, you can't do

that. That's a foreign policy ally of ours.
For years we have traded off economic points, economic positions

to gain some point in foreign policy, a transitory one. We could do
that once upon a time and we could afford that luxury because we
were the dominant economic power in the world. Today we have
got some tough competitors out there and they are peers of ours.
And we need a tough, coordinated trade policy.

When they talk about a new trade round, the administration
hasn't even been up to talk to us about it. We haven't the vaguest
idea of their objectives. We have no earthly idea; nor do they have
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any idea of our views on what the objectives should be in restruc-
turing global trading rules.

It doesn't calm my concerns when the administration refuses to
come before the Congress and discuss important telecommunica-
tions trade legislation. It doesn't calm rny concerns when the ad-
ministration refuses to come before the Congress to discuss the
wide and rapid fluctuations in currency that are so disruptive to
world trade. It doesn't calm my concerns when the administration
refuses to come before the Congress and discuss our goals in new
rounds of trade negotiations before launching those negotiations.
All they have to do is study history a little bit.

The executive branch has the right to arrive at an executive
agreement without consulting Congress. But all they have to do is
look back to see what happened in Lyndon Johnson in that kind of
a situation. When he went to Europe and thought he had worked
out something on dumping agreements, and he came back and the
Congress didn't back him up on it.

It takes communications and it takes understanding on both
sides. I think the administration's trade policy is in disarray.

The President went to Bonn and he left his trade advisers at
home. He did the same thing a year earlier when he talked trade
with Prime Minister Nakasone. He left the Secretary of State. Now
only he, the Secretary of State, and the Secretary of Defense were
present. He came away with nothing but empty promises, pledges.

I think this trade legislation that we have before us now is neces-
sary only because the administration has not taken the steps
needed to restore free trade in telecommunications goods. They al-
ready have the legislative authority that they need to accomplish
that. They are across the ocean talking about the benefits of free
trade. And the dangers of protectionism. I simply cannot under-
stand why we can't get them to sit down and talk with us about
legislation that might well be the first step toward trying to open
up some of these markets, and getting back to something that re-
sembles free trade.

What you are seeing all around the world is a lessening in trade
that has taken place since 1980 as related to the GNP in the world.
Free trade, increased trade, will improve the lot of all the people
around the world. John Chafee is absolutely right on that. We
ought to be opening up these markets. And the chairman is abso-
lutely right on that. What we are endeavoring to do is see that we
have something that gets back to free trade.

Now who they are emulating around the world is not us. You get
the lesser developed countries today and they are emulating Japan.
That's the role model. Why should they emulate us with a big defi-
cit in our budget, an enormous trade deficit? And yet they see
Japan putting up protectionism, barriers, to protect their burgeon-
ing industries and really expanding their economy. So South
Korea, Taiwan, Singapore, Malaysia, that's where they head. Look
at Mexico, Brazil. Same type of action.

It's going to take this kind of forceful action-and I'm sorry we
have to resort to this, but I think this is the sort of thing that has
to be done to open up those markets. Make them understand we
are serious.

Mr. Chairman, I congratulate you on your leadership on this.
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Senator DANFORTH. Thank you, Senator Bentsen.
The first panel is Mr. Edmund Fitzgerald, Northern Telecom;

Mr. Thomas Campobasso, Rockwell International Trading Co., on
behalf of the Electronic Industries Association; Mr. Baline Davis,
Strategic Business and Market Planning, AT&T Technologies, on
behalf of the Computer Business Equipment Manufacturers Asso-
ciation.

Mr. Fitzgerald.

STATEMENT OF EDMUND FITZGERALD, PRESIDENT AND CHAIR-
MAN OF THE BOARD, NORTHERN TELECOM LTD., NASHVILLE,
TN
Mr. FIzGERALD. Good morning, Senator Danforth, and thank

you very much for again inviting me to appear before your commit-
tee.

I also wish to thank you and your colleagues for your very dili-
gent efforts in creating world markets for North American tele-
communications products.

My name is Edmund Fitzgerald. I'm chairman of Northern Tele-
com. My company is the second largest manufacturer of telecom-
munications equipment in the United States, and is the world's
largest producer of fully digital telecommunications switching
equipment.

I have submitted a written statement to your committee regard-
ing the bill S. 942, but I would like to emphasize four points that I
have made in that submission.

No. 1. You may recall that in commenting on S. 2618, your tele-
communications trade bill submitted in the last Congress, that I op-
posed trade reciprocity on a sectoral product-by-product or country-
by-country basis. I certainly commend you for turning away from
the sectoral approach of S. 2618 in your new bill. In my view, you
have strengthened S. 942 immeasurably.

No. 2. I wouid like to encourage pragmatism in this Nation's ap-
proach to international trade and investment issues. To me, the
concept of a level playing field is much more of a catchy phrase
than a likely accomplishment. I believe the reality of today is we
must seek the achievement of liberal trade policies which encour-
age trade expansion and which works to narrow trade inequities.

The best we can probably expect is a lumpy playing field with
favorable as well as unfavorable lumps, and no persistent tilt in
any one direction.

Precise judgments on trade equities are often complex and are
often intertwined with other U.S. trade and political objectives. In
any discussion of trade imbalances, you cannot overlook the disas-
trous impact of the strong U.S. dollar on U.S. telecommunications
trade. Therefore, in addition to the leverage of your trade bill, we
need to get our U.S. financial house in order through a reduction
in the Federal budget deficit, which will lower interest rates and
ultimately lower the value of the U.S. dollar against other world
currencies.

And, finally, in my testimony of last September, I advised you of
a joint project between NIPPN Telegraph and Telephone Corp.,
and Northern Telecom to develop what is now known as the KS-2
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digital transportable emergency switch for use in the NT' net-
work. This joint project, which has represented an investment of
almost $10 million on the part of the two participants has provided
Northern Telecom with an excellent opportunity to learn about the
configuration, the protocols and the "iterfaces of the NTT network,
and the objectives of NTT's new Integrated Services Network [ISN],
which NTT intends to install in Japan during the next 10 years.

In turn, NTT has had the opportunity to learn more about
Northern Telecom and our broad technological capabilities and our
fully digital switching systems. The prototype KS-2 switch, which
is a derivative of the Northern Telecom DMS-10 digital community
dial office, will be delivered to Japan during the fourth quarter of
1985.

I am pleased to announce this morning that this experience has
now borne significant fruit. On May 1, 1985 in Tokoyo, Japan, our
two companies entered into a memorandum of understanding to
enter into new studies leading to a long-term supply contract for
the Northern Telecom DMS-10 as a digital central office switch in
the NTT public network.

These DMS-10 switches will be produced at the Northern Tele-
com Inc. digital switching systems complex in Research Triangle
Park, NC. These studies are to be concluded no later than Decem-
ber 31, 1985. Assuming compliance to this schedule and a success-,
ful consummation of the long-term supply agreement, we would
expect Northern Telecom DMS-10 fully digital central office
switches to begin entering the NTT network in late 1986 or early
1987. This would equate to a 5-year interval between initiation of
sales activities at NTT and the installation of tLo first switch. As
such, this interval would be equivalent to that experienced by
Northern Telecom in introducing the first DMS-10 into the AT&T
network in the United States in 1981.

I thank you, Senator, for this opportunity to again appear before
your committee. I wish to assure you that Northern Telecom shall
continue to make those investments in global market development
necessary to take full advantage of the trade opportunities you are
seeking to achieve for U.S. equipment producers.

Senator DANFORTH. Thank you, Mr. Fitzgerald.
[The prepared statement of Mr. Fitzgerald follows:]
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I am Edmund B. Fitzgerald, Chairman of Northern Telecom

Inc. of Nashville, Tennessee and Chairman and Chief

Executive Officer of Northern Telecom Limited of

Mississauga, Ontario. I am an American and maintain my

principal residence in the United States.

I have been employed for nearly 40 years by U.S.

high technology companies and have been intimately

involved with international trade and investment issues

for at least the past 25 years. Prior to joining

Northern Telecom five years ago as President of its U.S.

subsidiary, Northern Telecom Inc., I served as Chairman

of Cutler-Hammer, Inc., of Milwaukee, Wisconsin and

subsequently as Vice Chairman of the Eaton Corporation of

Cleveland, Ohio.

In the early 1970's I spent three years as Vice

Chairman of the Industry Advisory Council of the U.S.

Department of Defense (IAC) and am currently a Member of

President Reagan's National Security Telecommunications

Advisory Committee (NSTAC). I am also Chairman of the

U.S. Committee for Economic Development (CED) in

Washington, D.C. and am a former President of the

National Electrical Manufacturers Association (NEMA) in

the United States.
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I want to thank you, Senator Danforth, for this

opportunity to again appear before you and present my

views on S. 912. In September 1984 you gave me a similar

opportunity to comment on your bill S. 2618. I also wish

to thank you for your continuing interest in the

expansion of international trade opportunities for

telecommunications equipment. As the second largest

manufacturer of telecommunications equipment in the

United States and in North America, Northern Telecom has

much to gain from the achievement of your objective.

In these days of heightened emotions regarding trade

issues, the posture of Northern Telecom in the U.S. market

has been often Incorrectly characterized in presentations

to the Congress, to the FCC, the Department of Commerce,

the USTR and the U.S. International Trade Commission.

Even though I covered this issue in my previous

appearance before you, I would like to again review our

U.S. posture for the sake of clarity.

Northern Telecom Limited Is a Canadian chartered

corporation with 52% of our shares owned by Bell Canada

Enterprises Inc., a large Canadian holding company. Our

shares not owned by BCE, Inc., are traded on public

exchanges in Canada, the U.S. and Europe.
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Approximately 50t of our shares not owned by SCE, Inc.

are owned by investors resident in the United States.

Northern Telecom, in practice, operates as a North

American corporation with approximately 68% of its

revenue produced in the U.S., 221 in Canada and 10% in

non-North American markets. As noted previously, our

U.S. company, Northern Telecom Inc. headquartered in

Nashville, Tennessee, is the second largest manufacturer

of telecommunications equipment in the United States. It

currently employs 20,000 people in 15 U.S. manufacturing

facilities, 15 U.S. R & D centers and more than 100 U.S.

sales, service and support offices. Its U.S. investment

base is nearly $2 billion, and similar to its employment,

continues to grow.

Northern Telecom is the largest supplier of fully

digital switching systems in the world with almost 30

million equivalent lines either installed or on order.

We believe we were the largest supplier of both public

(central office) and private (PBX) fully digital

switching systems in the U.S. in 1984. Our U.S. value

added is approximately 85%, which is almost the same

level of local content achieved in the digital switching

systems we produce in Canada for 9 :'e in Canada. The

values not added domestically in either country represent
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components and subassemblies imported from about 10

countries and is an indication of the global Integration

of the electronics manufacturing business today. I doubt

that any other U.S, telecommunications supplier has a

domestic value added significantly higher than Northern

Telecom Inc. I might add that Northern Telecom Inc.

exports approximately $100 million of Its output from Its

U.S. facilities.

In point of fact, the International Trade

Commission, the U.S. Department, of State, the

Export-Import Bank, and the U.S. Commerce Department all

regard Northern Telecom Inc. as a U.S. domestic

equipment manufacturer.

Suffice It to say, Northern Telecom Inc. is a U.S.

domestic manufacturer - the second largest manufacturer

of telecommunications equipment in this country. We

employ Americans, we pay taxes as Americans, we produce

equipment for the American market and we well serve

hundreds of American customers. We are a strong

contributor to the American economy and to America's

success in the telecommunications equipment industry. We

are proud of our role as a U.S. corporation and as a good

corporate citizen in the U.S.
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Senator, I should like to use the opportunity you have so

kindly given me to make four brief, but I believe

pertinent, points:

1) To speak to the significant improvements contained in

bill S. 942 as contrasted to bill S. 2618.

2) To comment on the inherent difficulties in precisely

equating perceived trade opportunities and/or

barriers.

3) To comment on the role of the strong U.S. dollar in

the current U.S. unfavorable balance of trade,

including trade in telecommunications equipment.

4) To update you on Northern Telecom's experience

in Japan, which we described to you in some detail

in our testimony last September.
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In addition to these four specific points, we will

be submitting In writing, directly to the committee, some

suggestions on specific wording changes to clarify the

Intent of. certain sections of your proposed bill.

When I first learned that you intended to prepare a

new version of your telecommunications trade bill, I

assumed your bill in the 99th Congress would be similar

to S. 2618. It appears that S. 942 is a vastly improved

version of S. 2618. Your bill this year is a tough,

demanding, and forceful piece of trade legislation aimed

at forcing open foreign markets for U.S.

telecommunications equipment. The bill obviously

reflects your frustration, and the frustration of many of

your colleagues, with the fact that most major

telecommunications markets in the world are much less

open than is the U.S. market.

Major manufacturers who do not produce their

equipment In the U.S. are making major inroads into the

U.S. telecommunications market, while their home

countries erect barriers to imports of U-.S.

telecommunications equipment. The U.S. market represents

nearly half of the world market for telecommunications,

so it is only to be expected that highly successful

world-class telecommunications manufacturers from Europe
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and Japan, would be attracted to the U.S. market. In all

likelihood, all of us would, in fact, regard the

attractiveness of our market and the involvement of

world-class competition in it as desirable - were it not

for the fact that telecommunications equipment produced

in the U.S. faces persistent trade barriers rather than

an open world trade system.

We at Northern Telecom strongly support an open

world trading system with global market access for U.S.

telecommunications equipment, and we support the basic

purposes of S. 942. Your telecommunications trade bill

seeks to secure for U.S. producers of telecommunications

equipment and services "substantially equivalent

competitive opportunities". Your new bill sends a strong

signal to our trading partners that foreign market

barriers must be eliminated so that equivalent

opportunities exist for U.S. producers. I wish you every

success In achieving a more open world trading system and

global market access for U.S. telecommunications

equipment producers.

You may recall that in commenting on S. 2618 we

opposed trade reciprocity on a sectoral product by

product or country by country basis. We commend you for

turning away from the sectoral approach of S. 2618 in
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your new bill. In our view it has strengthened S. 9Q

immeasurably.

Having spent nearly 25 years as a private sector

participant in the arena of international trade and

investment, I fear I may have lost my initial naivete

regarding the existence of unfettered free trade - much

less fair trade. Likewise, the concept of a level

playing field now appears to me to be much more of a

catchy phrase than a probable accomplishment. Free trade

like tax reform gives everyone a warm feeling of economic

equity until those facets which personally benefit us

come under attack.

I believe the reality of today is that we must seek

to spread the application of liberal trade policies which

encourage trade expansion and which tend to narrow the

gaps in trade inequities. The best we can probably

expect is a lumpy playing field with favorable as

well as unfavorable lumps and no persistent tilt in any

one given direction*

I make these observations not to dampen enthusiasm

for what you are attempting to accomplish but to

emphasize the difficulty of the task you are assigning to

the USTR and the President to make very precise
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judgements on trade equities that are often complex and

intertwined with other U.S. trade and political

objectives. Additionally, you are calling for harsh

remedies to adjust these precisely defined Inequities.

In many Cases the evidence disclosed may not be

sufficient to justify the severity of the sanction

prescribed. I wish the USTR and the President well in

executing the responsibilities you are assigning to

them. However, you are giving them a most difficult task

which will require patience, persistence and Infinite

wisdom to accomplish.

In any discussion of trade inequities, you cannot

overlook the disastrous impact of the strong U.S. dollar

on our current trade imbalance. It has had a major

negative Impact on U.S. telecommunications trade,

particularly with certain countries of Western Europe, in

which U.S. product prices have increased 50% or more in

the past two years due to the escalation of the U.S.

dollar against the local currencies.

Again, I do not wish to denigrate the Importance of

the thrust of your bill to open world markets to U.S.

telecommunications producerT. However, even if we had

completely open markets today there are few, if any, in

which we could successfully compete wiLh U.S. dollar
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denominated exports from U.S. facilities. Therefore, in

addition to the enactment of your innovative bill, we need

to get our U.S. financial house in order through a

reduction in the federal budget deficit which will, in

turn, lower U.S. interest rates and ultimately the value

of the dollar against other world currencies. Enactment

of your bill without commensurate adjustment in the value

of the dollar will not achieve the objectives you seek.

Over recent years, and, in particular the past few

months, much of the U.S. Government's attention has been

focused on the Japanese telecommunications market.

4'

At the outset, Mr. Chairman, I think all of us in

the U.S. telecommunications industry should commend you

for the leadership you and other members of the

subcommittee have given to current U.S.-Japan

telecommunications negotiations. You have greatly

contributed to the success of these negotiations, which

we hope will result in a significant opening of the

newly-liberalized Japanese telecommunications market to

foreign suppliers. Your concern about the

competitiveness of U.S. telecommunications suppliers

worldwide, and your unrelenting determination to pursue

enhanced trading opportunities for U.S.

telecommunications manufacturers and suppliers who wish
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to sell in Japan and the rest of the world is deeply

appreciated.

Your primary focus on Japan is understandable In

view of the U.S.-Japan negotiations over market access to

the newly-liberalized Japan telecommunications market

Including the privatization of Nippon Telegraph and

Telephone (NTT) and the authorization of competition In

the telecommunications services business. And of course

the on-going negotiations over the NTT procurement

agreement has served to keep attention focused on Japan.

In the past few months of negotiations, the U.S. has

made many demands of Japan and Japan has granted numerous

concessions, including reduced performance standards for

home and office telephone equipment; modification of some

standards to fit U.S. requests; deletion of regulations

requiring telephones to make the same buzzing sound;

acceptance of U.S. test data; the promise to inform U.S.

telephone equipment manufacturers of the complex

protocols established for transmission of computer data

on telephone lines so that U.S. makers can supply the

right kind of equipment; another promise to consider

having protocol set by an independent body to reduce

chances it will be used to keep out advanced equipment,

which Japanese companies are not able to produce;
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registration requirements which will not keep U.S.

companies from providing global service; and many

others.

Japan has been responsive to our government's

demands. I agree with you that it is essential to

continue negotiation, and to monitor progress on the

recent concessions Japan has made, and to continue to

negotiate with Japan for open market access. In just the

past month, Japan accepted the U.S. position on standards

and certification of telecommunications equipment, which

means we have "technical reciprocity' with Japan - a

major achievement.
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In my testimony before you last September, I noted

that In my opinion, a major factor In the unfavorable.

North American balance of trade in telecommunications

equipment was that non-North American producers had

dedicated substantially greater time, financial and human

resources to the development of the North American market

than North American producers have dedicated to

developing non-North American markets, particularly

Japan. In many Cases the charge of "closed market" has

been made when the real problem has been the lack of

sufficient investment in adequate market development.

Last September I also told you that I regarded the

limiting factor in Northern Telecom's penetration of the

market in Japan not to be an unwillingness on the part of

Nippon Telegraph and Telephone to deal with us, but

rather our capacity to recruit and train Japanese

speaking telecommunications engineers and sales

personnel, our capacity to produce documentation in the

Japanese language and format, and our capacity to make

the necessary modifications to our equipment to make it

compatible with the Japanese network.
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In other words, our degree of success in penetrating

the Japanese market did not depend so much on trade

barriers as upon our ability to serve our customer, NTT,

in a manner equivalent to that offered by their current

indigenous suppliers.

Since I last appeared before you, Northern Telecom

has continued its program of substantial technological,

financial and human resource investment in the

development of Japan's telecommunications market. We

have recruited a skilled, experienced and multi-lingual

staff in the offices pf Northern Telecom Japan Inc. in

Tokyo. We have invested in product modification and

documentation translation in order to make our products

more attractive to customers in Japan. We received

certification in less than six months to connect our SL-1

digital PBX and many of its data options to the NTT

network. We have also been selected by NTT as one of two

designated suppliers of large line size digital PBX's.

Our order input to date has been modest. We have

sold to NTT 70,000 single line telephone sets of two

different styles for which certification was obtained in

one month from date of documentation submittal. NTT has

purchased a 1000 line SL-1 digital PBX from us which is

now installed and operating at the Rananomaki Hotel.
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We have also sold to or have on order from private

telecommunications users a reasonable quantity of Sl-1

digital PBX's for connection to the NTT network.

The number of sales opportunities currently being

presented to us in Japan has multiplied many times since

we began serious investment in that market in early

1982. We expect to receive over $20 million of new

orders in Japan in 1985 and to ship $15 million of

product. This represents a three-fold increase from

1984.

in 1983, NTT announced that Northern Telecom had

been selected to jointly develop with NTT, under what is

called a Track III procurement, an emergency

transportable digital switch. This switch, now known as

the KS2, is a derivative of the Northern Telecom DMS-10

digital community dial office. The initial prototype of

the KS2 is scheduled for delivery to NTT in the 4th

quarter of 1985.

This Track III procurement process has been a very

valuable experience for both Northern Telecom and NTT.

It has provided us with an excellent opportunity to learn

about the configuration, protocols and interfaces of the

NTT network and the objectives of the new integrated
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services network to be developed and installed in Japan

by NTT during the next ten years. In turn, it has

provided NTT the opportunity to learn more about Northern

Telecom and our broad technological capabilities In fully

digital switching system. For our part, we have been

pleased to confirm that the NTT network, although

different from the North American public network, is more

similar to the North American network thak the public

networks of Western Europe and many other parts of the

world. Conformance to the NTT network, however, has

required Northern Telecom to make significant hardware

and software modifications to our network products.

This joint educational project has represented a

substantial investment (approaching $10 million) on the

part of both Northern Telecom and NTT but represents the

type of activity and investment which must be undertaken

to establish the mutual trust and respect required to

support a long term, mutually advantageous relationship

between a sophisticated telecommunications services

provider and a competent equipment supplier.

It is in fact very similar to the process by which

Northern Telecom became a supplier to the network of AT&T

in the United States also using the DMS-10 as the entry

product. This activity, which began in 1976, predated
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the AT&T divestiture by eight years. Product

presentations were made at the AT&T Basking Ridge

headquarters, in 1977 and initial quotations were

requested in 1978. In November, 1979 the Bell System

Purchased Products Division announced approval of the

Northern Telecom DMS-10 for sale to the Bell Operating

Companies.

A supply agreement for the DMS-10 was signed in

February, 1980 and the first DMS-10 was placed in service

in the Bell System on December 30, 1981 - nearly five

years'following the commencement of Northern Telecom

sales activities. There are now over 200 DMS-10's in

service in the Bell Operating Companies with the

expection that this number will more than double in the

next two to three years.

It is, therefore, with considerable satisfaction

that I am able to report today that Northern Telecom's

experience with NTT in Japan has become ever more

similar to our experience with AT&T and the Bell

Operating Companies in the United States.

On Mal 1, 1985 we signed in Tokyo, Japan a

memorandum of understanding with NTT setting forth the

intention of our two companies to now enter into new
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studies leading to a long term supply agreement for the

DMS-10 as a digital central office switch in the NTT

public network. The DMS-10 switches to be provided under

the long term supply agreement shall be produced at the

Northern Telecom Inc. Digital Switching Systems complex

in Research Triangle Park, North Carolina.

The memorandum signed in Tokyo takes note of the

knowledge that each of our companies has gained of the

other through our previous studies dealing with the

development of the KS2 emergency transportable digital

switch and sets forth our intention to undertake these

new studies relating to the technological and economic

evolutions necessary to qualify the DMS-10 for central

office service in the NTT network.

These new studies are to be concluded no later than

December 31, 1985. Assuming compliance to the schedule

and the successful consummation of a long-term supply

agreement, we would expect Northern Telecom DMS-10

digital central office switches to begin entering the NTT

network in late 1986 or early 1987. This would equate to

a five year interval between initiation of sales

activities at NTT and the installation of the first

DMS-10 switch. As such, this would be exactly the same

interval experienced by-Northern Telecom in supplying
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the DNS-1O to the U.S. networks of AT&T and the Bell

Operating Companies.

It is difficult at this time to predict the number

of DNS-10's that may eventually become part of the NTT

network. However? based on the success of this product

in many other public networks we are confident that the

ultimate quantity will be substantial.

In summary, Senatorr I again wish to thank you for

your assistance in providing to the U.S. telecommunica-

tioni suppliers opportunities to gain greater access to

world markets for our products. In return I want to

assure you that Northern Telecom will continue to make

the global marketing investments necessary to avail

ourselves of the opportunities your actions are helping

to create for us. I believe our experience in Japan is

indicative of what can be achieved through close

cooperation between the U.S. public and private sectors.

Once again, thank you for the opportunity to appear

before your subcommittee.
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STATEMENT OF THOMAS A. CAMPOBASSO, PRESIDENT, ROCK-
WELL INTERNATIONAL TRADING CO., PITTSBURGH, PA, ON
BEHALF OF ELECTRONIC INDUSTRIES ASSOCIATION, WASH-
INGTON, DC
Senator DANPORTH. Mr. Campobasso.
Mr. CAMPoBAsso. Good morning, Chairman and Senators.
I'm Tom Campobasso, vice president, corporate international

marketing and regional management for Rockwell International,
and also serve as President of the Rockwell International Trading
Co., and the Rockwell International Overseas Corp.

This morning, I am testifying on behalf of the Information and
Telecommunications Technologies Group of the Electronics Indus-
tries Association, which is a group that represents some 100 elec-
tronic manufacturers, telecommunications manufacturers in this
country, and represents about 85 percent of the manufactured
products.

The Information and Telecommunications Technologies Group of
the Electronic Industries Association strongly supports the enact-

-ment of S. 942, the Telecommunications Trade Act of 1985 for the
following reasons:

First, the language of S. 942 makes clear that this is a market
opening legislation and not a protectionist initiative. This legisla-
tion would use access to our market as leverage to secure market
opening concessions from our trading partners. I think it's very
clear to all of us in industry that the only leverage we have in ne-
gotiation is our market. And without that market access, half the
miracles that have occurred in some of the developed industrial
countries would not have occurred.

Second, this legislation is comprehensive. It establishes a broad
array of measures to address the complex trade problems created
by the deregulation of our telecommunications market, which
started with Carter-phone and was completed with the ATf divesti-
ture.

S. 942 would provide a mandate to the President to negotiate
agreements providing for equivalent market opportunities in for-
eign markets by U.S. exports of telecommunications products and
services by a fixed date. In addition, the executive branch would be
given a flexible array of remedies which may be applied as lever-
age for securing such agreements. Most of the required legislative
tools for achieving open market access are available today, and
they have not been used. We feel that your bill gives credibility to
our negotiators and that the bill also creates the sunset dates that
afe necessary to get negotiations concluded, within the necessary
time.

Finally, this legislation recognizes the critical importance of the
time element. The U.S. telecommunications equipment industry's
market position is rapidly deteriorating. In fact, I think we have
already seen much deterioration and eroding of this industry. We
simply cannot wait for another 5 years or another round of multi-
lateral trade negotiations which I think as Senator Bentsen put
very well this morning, we don't have our homework or an agenda
created which tells us what we really want to accomplish, and, of
course, what has to be given up to accomplish it. And I think that
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agenda should be jointly put together by Government and industry
since we are directly affected as well.

We simply cannot wait, for example, for another 5 years to
secure more equivalent competitive opportunities abroad. We be-
lieve the 2-year timetable, or maybe a lesser timetable as we have
recommended in our statement, which I would like to have entered
in the record, providing for market access agreement is absolutely
necessary with offsetting restrictions if that timetable is not met.

If we don't do this, I don't believe anything will happen. I think
we will continue the dialog, and continue negotiations without real
results.

While the ITG supports a new round of multilateral trade negoti-
ations, we feel that it would be a serious mistake to defer action on
the telecommunications trade legislation in favor of obtaining com-
mitments through the MTN approach. I just think that that will
take another 5 plus years, and I don think we can wait that long.
This industry is already in deep trouble.

The ITG endorses S. 942, but would respectfully recommend
making certain modifications. No. 1, we would suggest modifying
the bil to provide for action by the Executive against any country
which refuses to enter into market access commitments or which
fails to observe an existing commitment on the same timetable.

In other words, today as the legislation is written it would
appear to single out Japan, although that may not be the intent
because they are the only country with which we have an agree-
ment although no results have really been achieved.

[Time buzzer sounded at this point.)
If I may just continue to finish three points, Senator. So I think

the timetable ought to be consistent, and I think it ought to be
shortened from 2 years to 1 year to get those negotiations conclud-
ed. I think our agenda is pretty clear as to what we need.

Second, we are concerned that section 101 may have an adverse
effect on U.S. subsidiaries of foreign firms. We are looking to open
markets; not close investment across borders. I think that we
should really not impose restrictions on U.S. subsidiaries of foreign
companies, any more than we would want the foreign countries to
retaliate against foreign subsidiaries of our U.S. companies. I don't
think that achieves what we are looking for, and I don't think it
circumvents our attainment of stated objectives either.

Finally, we would support under section 304 the refining of the
definition of the term "telecommunications products." We believe
it is too broad and includes consumer products. I think this de-
tracts from the thing for which we are really trying to negotiate,
the high technology telecommunications industry.

The U.S. telecommunications industry needs the Telecommunica-
tions Trade Act of 1985 and strongly urges the Senate Finance
Committee to report S. 942 favorably and work toward quick
Senate passage. feel that only Congress is in a position to re-
dress the serious and critical imbalance in market opportunities
which currently threaten the competitiveness of U.S. high technol-
ogLyindustry.

Thank you.
Senator DANFORTH. Thank you, sir.
[The prepared statement of Mr. Campobasso follows:]



59

Summary

STATEMENT OF THOMAS A. CAMPOBASSO
ON BEHALF OF THE

OF THE
INFORMATION AND TELECOMMUNICATIONS TECHNOLOGIES GROUP

OF THE
ELECTRONIC INDUSTRIES ASSOCIATION

THE INFORMATION AND TELECOMMUNICATIONS TECHNOLOGIES GROUP OF
THE ELECTRONIC INDUSTRIES ASSOCIATION (*ITGN) strongly
supports the enactment of S. 942 - The Telecommunlcations
Trade Act of 1985, for the following reasons:

First, the language of S. 942 makes clear that this is
market opening legislation, not a protectionist
initiative. This legislation would use access to our
market as leverage to secure market-opening concessions
from ot,: trading partners.

Second, this legislation is comprehensive. It
establishes a broad array of measures to address the
complex trade problems created by the deregulation of
our telecommunications market. S. 942 would provide a
mandate to the President to negotiate agreements
providing for equivalent market opportunities in foreign
markets for U.S. exports of telecommunications products
and services by a fixed date. In addition, the
executive branch would be given a flexible array of
remedies which may be applied as leverage for securing
such agreements.

Finally, this legislation recognizes the critical
importance of the time element. The U.S.
telecommunications equipment industry's market position
is rapidly deteriorating. We simply cannot wait, for
example, for another five years to secure more
equivalent competitive opportunities abroad. We believe
the two year timetable under S. 942 providing for market
access agreements, or the application of offsetting
restrictions, is not only essential, but will prove
considerably more effective than an open-ended
negotiating mandate.

While the ITG supports a nmw round of Multilateral Trade
Negotiations (MTN), we feel that it would be a serious
mistake to defer action on telecommunications trade
legislation in favor of obtaining commitments through the MTN
approach. An MTN Round would take too long and the prospects
for success are too uncertain.
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The ITG endorses S. 942 but would recommend making the
following modifications:

(1) We suggest modifying the bill to provide for action by
the Executive against any country which refuses to enter
into a market access commitment, or which fails to
observe an existing commitment, on the same timetable.
This should be on an accelerated but nondiscriminatory
schedule.

The ITG opposes singling out Japan for special sanction
-- and for this reason we do not support S. 728. The
IT has directed substantial criticism toward Japan
because our bilateral telecommunications trade deficit
with Japan is larger than that with any other country.
However, Japan has displayed a willingness to discuss
market access problems, and to enter into commitments,
hat has not universally characterized our dealings with

other trading partners.

(2) We are concerned that Section 101(b)(l)(A) may have an
adverse effect on U.S. subsidiaries of foreign firms and
work as a disincentive to the free flow of investment by
foreign firms in this country.

(3) Finally, we would support under Section 304 a refining
of the definition of the term "telecommunication
product" to exclude non-telecommunications consumer
electronics products.

The U.S. telecommunications industry needs the
TelecomMunications Trade Act of 1985 and strongly urges the
Senate Finance Committee to report S. 942 favorably and work
towards quick Senate passage.

we feel that only the Congress is in a position to
redress the serious and critical imbalance in market
opportunities which currently threatens the competitiveness
of the U.S. high technology industries.
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Mr. Chairman, I am Thomas A. Campobasso, Vice President of

Corporate International Marketing and Regional Management of

Rockwell International Corporation. I also serve as President of

the Rockwell International Trading Company and of Rockwell

International Overseas Corporation. In 1980, I served as

Chairman of the Board of Directors of the Electronic Industries

Association (EIA) and I am here today on behalf of the

Information and Telecommunications Technologies Group (ITG) of

the EIA, which represents 100 U.S. manufacturers of

telecommunications equipment. I appreciate the opportunity to

testify before you today.

Mr. Chairman, last year you demonstrated an early awareness

of this problem, and our member companies are indebted to you for

the leadership you have shown in seeking comprehensive legisla-

tion aimed at the rather unique trade problem which we confront

in this sector. The U.S. telecommunications equipment industry

is highly competitive and a world leader technologically, yet we

ran a negative trade balance in this sector last year of

$608 million -- an imbalance which is likely to grow

substantially this year. This imbalance is not a reflection of

the competitiveness of our industry, but of the fact that our

market is open, while those of our principaX foreign competitors

are wholly or partially closed to our products.

As you know the telecommunications trade probleri has Pcome

the subject of widespread Congressional concern this year, and

appropriately so. We supported the legislation which you

introduced in the last session of Congress, and we likewise

51-591 0 - 85 - 3
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endorse the legislation you have introduced this year, the

Telecommunications Trade Act of 1985. I would like to outline

briefly the reasons why the ITG supports this bill.

First, the language of the bill makes clear that this is

market opening legislation, not a protectionist initiative which

we could not support. We seek to open foreign markets, not close

our own. This legislation would use access to our market as

leverage to secure market-opening concessions from our trading

partners. Such an approach is not only consistent with the ITG's

philosophy, but with this country's approach to trade

negotiations since-the end of World War I.

Second, this legislation is comprehensive. It recognizes

that a complex set of trade problems have been created by the

deregulation of our telecommunications market, and it establishes

a broad array of measures to address those problems. These

include, most importantly, a mandate to the President to

negotiate agreements providing for substantially equivalent

market opportunities for our companies by a fixed date. The

executive branch is given a flexible array of remedies which may

be applied as leverage for securing such agreements. In

addition, the U.S. Trade Representative will be required to

monitor these agreements regularly to ensure compliance, and is

given direct authority to take the appropriate action where U.S.

rights under such agreements are not being respected. These

provisions will substantially enhance the market opportunities

available to U.S. companies abroad.
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Finally, this legislation recognizes the critical importance

of the time element which our industry confronts today. The U.S.

telecommunications equipment industry's market position is

rapidly deteriorating in the current environment. We simply

cannot wait, for example, for another five years to secure more

equivalent competitive opportunities abroad. By that time, a

significant portion of the U.S. industry will have eroded. Thf,

current bill requires that either an open access agreement must

be negotiated, or offsetting restrictions applied, within two

years of enactment. We believe that this sort of time limitation

is not only essential, but will prove considerably more effective

than an open-ended negotiating mandate. In fact, we propose that

the timetable for concluding trade agreements be accelerated from

18 months to 6 months.

As this legislation is considered by the Congress, the

question is likely to be raised as to how it may affect the

prospective new round of Multilateral Trade Negotiations (MTN).

The ITG supports a new MTN round as well as this legislation, and

we believe that the 'wo are not inconsistent. If for no other

reason than the time element which I have mentioned, we feel that

it would be a serious mistake to defer telecommunications trade

legislation in the hopes that foreign commitments to open market

access can be negotiated multilaterally. This would take too

long and the prospects for success are too uncertain,

particularly given the fact that we have already given away our

principal source of leverage -- access to our market. I note

that during the last MTN round, most European countries refused
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to include telecommunications procurement by their PTTs in the

GATT Agreement on Government Procurement, and even now, will not

accede to this Agreement.

On the other hand, if this legislation is enacted, and the

President is able to secure a series of bftateral commitments

from our trading partners to open their telecommunications

markets, the groundwork will have been laid for a broad

multilateral agreement covering telecommunications procurement --

an important aspect of which would be the inclusion of foreign

government telecommunications monopolies within the coverage of

the GATT Agreement on Government Procurement. Such a multi-

lateral agreement should be an ultimate U.S. objective -- but not

a pretexL for inaction in a sector where a gross imbalance in

competitive opportunities currently exists.

For t'lese reasons, the ITG strongly supports the enactment

of S. 942. There are, however, certain aspects of the bill which

concern our members and which I would like to bring to your

attention today.

First, as we read the bill, upon conclusion of the six-

months investigation by the U.S. Trade Representative, the

imposition of sanctions would be mandated against countries which

have already entered into sectoral market agreements with the

U.S. and which are found to be in noncompliance with the

agreement. At present, only one country, Japan, has entered into

a bilateral telecommunications agreement with the U.S., and the

bill, as currently urritten, would thus seem to provide for the
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possible imposition of restrictions against Japan prior to any

other country.

The ITG opposes singling out Japan for any sort of special

sanction -- it is for this reason that we do not support S. 728,

the other legislation which your subcommittee is considering

today. The ITG has directed substantial attontion and criticism

toward Japan because it has not done enough to open its markets

to our products -- and as a result, we ran a bilateral trade

deficit with Japan in 1984 of $1.89 billion. At the same time,

Japan has displayed a willingness to discuss market access

problems, and to enter into commitments, that has not universally

characterized our dealings with other trading partners in this

sector. We do not wish to penalize Japan for making such

commitments, particularly when other countries -- most notably

the EEC nations -- have been considerably less forthcoming in

their willingness to entertain commitments to a more open world

market.

Further, we fear that other countries that have been

unwilling to enter into negotiations leading toward equal market

access will see the bill as another reason not to sit down at the

table with us. Access to the market of those other countries is

extremely important and negotiations -- on a bilateral or

multilateral basis -- are ti',-- necessary threshold to the

marketplace. We should be careful not to build into our own

Irade structure disencentives to negotiate.

We suggest that the bill might be modified to provide for

action by the Executive against any country which refuses to



66

enter into a market access commitment, or which fails to observe

an existing commitment, on the same timetable. This should be an

accelerated but non-discriminatory schedule; sanctions might be

made applicable, where appropriate, within six months of the date

of completion of the USTR investigations -- in effect lengthening

the time for possible action against Japan but shortening it for

other nations from 18 months to six months.

A second area of concern in the legislation is the prospect

that it may -- directly or indirectly -- have an adverse effect

on subsidiaries which foreign producers have established in the

United States. Specifically, Section 10l(b)(1)(A) provides that

in conducting his investigation, USTR should take into account

economic benefits

accruig to firms in each foreign country and
to their United States subsidiaries from the
open access to the United States telecom-
munication market that has resulted from
liberalization and restructuring of such
market.

This language suggests that the sales made by a U.S.

subsidiary ot a foreign company might be a factor weighing

against a foreign country in USTR's investigation. The ITG has

for many years opposed foreign measures which tend to restrict

the free flow of investment across national borders, and our

members are troubled by any proposal which might arguably work as

a disincentive to such patterns of investment by foreign firms in

this country. Accordingly we suggest deletion of the words wand

to their United States subsidiaries" from this section of the

bill. As a general matter we would like to make clear that we do
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of foreign firms.

Finally, we note that Section 304 of the bill defines the

term "telecommunication product" by designating the TSUS numbers

embraced by that term. These TSUS numbers currently include some

consumer electronics products such as AM-FM radios. We support a

refining of the definition of the term Otelecommunication

product" to exclude non-telecommunications consumer electronics

products. The ITG's concern is to secure access to foreign

telecommunications markets, and it would prefer to avoid coverage

of non-telecommunications products by the bill.

I would like to stress that we offer these suggestions as

supporters of the basic legislative package which has been

presented in S.942. Our industry needs this legislation and

strongly supports its enactment. At present only the Congress is

in a position to redress the serious and potentially critical

imbalance in market opportunities which currently exists in this

sector, and this legislation is therefore extremely important.

We look forward to working with you this year in devising

solutions to this problems.
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STATEMENT OF BLAINE E. DAVIS, VICE PRESIDENT, STRATEGIC,
BUSINESS AND MARKET PLANNING, AT&T TECHNOLOGIES, ON
BEHALF OF THE COMPUTER AND BUSINESS EQUIPMENT MAN.
UFACTURERS ASSOCIATION, WASHINGTON, DC
Senator DANFORTH. Mr. Davis.
Mr. DAVIS. Thank you, Mr. Chairman.
My name is Blaine Davis, and I'm vice president, strategic, busi-

ness and market planning at AT&T. I'm delighted to appear before
the subcommittee today on behalf of CBEMA, the Computer and
Business Equipment Manufacturers Association.

In the interest of time, I would like to summarize my remarks.
Earlier this week we provided the subcommittee staff with a copy
of CBEMA's statement, and would appreciate having it included in
the record.

Senator DArORTH. Fine. All statements will be automatically in-
cluded in the record in full so that the witnesses don't even have to
ask for that. If you will just summarize your testimony.

Mr. DAVIS. CBEMA has 38 member companies who employ 1.6
million people worldwide. In 1984, CBEMA members had combined
sales of $135 billion. Approximately $35 billion is sales in telecom-
munications products. CBEMA has, since its inception, endorsed
free trade in the world market for goods and services. Conversely,
we have opposed protectionism both in the United States and
abroad. We have no interest whatsoever in closing our borders to
products made in other countries. Protectionist actions would, we
are convinced, lead to retaliation among our trading partners, and
that retaliation would seriously reduce the sales of U.S. companies
in international markets.

Our free trade principles apply to all areas, including telecom-
munications. But telecommunications does present us with a
unique problem. It has been the object of long-standing worldwide
Government control and ownership; thus, it has not been included
in the regular ongoing multilateral, multiproduct trade negotia-
tions that we have long supported.

We encounter restrictive standards, certification and registration
systems. We fimd national procurement conducted largely by gov-
ernment entities that do not allow foreign competition. We face ar-
tificial imposition of restrictions in the use of PTT transmission fa-
cilities. In fact, the international telecommunications market is
among the most highly restricted in the entire world.

But the' telecommunications restrictions are implemented in
ways unique to each country with which we trade. Thus, no single
policy, no one remedy, no procedure, can address all of these re-
strictions.

Our interest in the objectives of the Telecommunications Trade
Act of 1984 led CBEMA to join a multi-industry working group to
address telecommunications trade. One of the group's products was
a set of principles that focused on attainable negotiated solutions
and encouraged targeted actions to achieve the balance of opportu-
nity if negotiations fail.

CBEMA has endorsed these principles as a template for judging
trade legislation in this area. Let me review them with you.
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First, the President hould have explicit authqp"ty to negotiate
multilateral and bilateral agreements to eliminate barriers in tele-
communications trade. Second, there should be a reasonable period
for negotiations and an attainable set of objectives tailored to indi-
vidual countries. If United States producers cannot gain equivalent
competitive opportunities in foreign markets, the administration
should act to achieve a trade balance.

The third principle involves monitoring of existing or newly ne-
gotiated trade agreements. If a country agrees to open telecom-
munications markets, but then fails to do so, the administration
should again take action to achieve a balance of competitive oppor-
tunities. An important test in monitoring the success of trade
agreements should be increases in sales commensurate with the
product's international competitiveness.

And S. 942 general adheres to these principles. It focuses on
market access. And unie many proposals that single out only one
country, this proposal requires telecommunications negotiations
with *umor trading partners.

While S. 942 generaly conforms to our principles, we have some
suggestions to help its effectiveness. First, the term "substantially
equivalent competitive opportunities in telecommunications,P
needs definition. We do not think it should mean that we require
our trading partners to have a mirror image of the U.S. telecom-
munications market.

A second suggestion is that S. 942 include some flexibility in
tariff imposition. We agree with the general two-track approach.
However, flexibility in the implementation of the tariff option
under both tracks should be considered.

For instance, let's say that the United States and Canada en-
tered into a negotiation under the bill but that Canada refused to
lower its onerous 17.8 tariff on U.S. telecommunications imports.
Instead of being able to raise our tariff to a commensurate level,
the President now must implement a 35 percent tariff. Instead of
competitive opportunities, the scale becomes tilted in the other di-
rection, which may contradict the fundamental objectives of the
bill.

A fair concern is the breadth of the products covered in the bill.
AM/FM radios, console TVs, stereos, clock radios, car radios, tele-
phone answering machines and CBs are not relevant to the objec-
tive of S. 942 and, therefore, we suggest they be deleted.

We also suggest that Congress be involved when actions to
achieve a balance of opportunities are called for.

CBEMA does not normally welcome bilateral sectorial negotia-
tions. Multilateral, multiproduct trade rounds should lead to far
better results in the long-run. But we agree with those on this sub-
committee, including the chairman, who have made the point that
the United States must carefully prepare before we launch into
multinational trade negotiations. We feel the negotiation process
called for in this bill can serve as a useful preparation for a new
trade round.

On behalf of CBEMA, I want to end on a note of personal appre-
ciation to Senators Danforth and Bentsen. CBEMA has worked
closely with you and your staffs over the years to insure fair and
equitable treatment for U.S. products in the international market-
place. Your influence inthe Trade and Tariff Act of 1984 was cru-
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cial in making that a positive step for U.S. exports. S. 942 is a trib-
ute to your continued leadership in this sensitive and difficult area.
We look forward to working with you on this and future trade leg-
islation.

[The prepared statement of Mr. Davis follows:]
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My name is Blaine E. Davis and I am Vice President, Strategic,

Business and Market Planning at AT&T. I am testifying today on behalf

of the Computer and Business Equipment Manufacturers Association

(CBBHA). As you may know, CBEMA is the trade association of producers

of information processing, business and telecommunications products,

supplies and services. Its 38 member companies had combined sales Of

more than $135 billion in 1984, about 35 billion of which is from

telecomun'ications. They employ more than 1.6 million people

worldwide.

We are very grateful for the opportunity to testify on the important

issues facing us in international telecommunications trade. We are

most appreciative of the efforts of Senators Danforth and Bentsen for

their very thoughtful proposal and for their efforts on behalf of the

national economy.

CBEMA has, since its inception, endorsed free trade in the world

market for goods and services. Conversely, we have opposed

protectionism both in the U.S. and abroad. We have no interest

whatsoever in closing our borders to products made in other countries.

Protectionist actions would, we are convinced, lead to retaliation

among our trading partners. And that retaliation could seriously

reduce the sales of U.S. companies in international markets.
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Proteotionism would also, we tear, tire a new inflationary spiral by

raising consumer prices.

Our free trade principle applies to all areas, including

telecommunications. But telecommunications does present us with a

unique problem. It has been the object of long-standing world-wide

government control and ownership. Thus it has not been included in

the regular, ongoing multilateral, multi-product trade negotiations

that we have long supported.

And we have reason to be encouraged by recent bilateral negotiations

in this area. Our telecommunications negotiations with Japan, for

instance, have made progress. Of course, we have leverage there. And

the agreements must lead to results. But the negotiations demonstrate

that bilateralism can work.

Telecommunications trade is an example of a double standard in

trading. Our telecommunications markets are open to foreign

telephones, foreign switching equipment, foreign PBXs. And we support

that open market. But when we try to sell U.S. telecommunications

equipment and services in other countries, we are often blocked.

" We encounter restrictive standards, certification and

registration systems.

o We find national procurement conducted largely by government

entities that do not allow foreign competition. There is
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3.

ovorreliance on exemptions from the OAT procurement code or an

avoidance of that code altogether.

0 We face an artificial imposition of restrictions on the use of

PTT transmission facilities.

In fact, the international telecommunications market is among the most

highly restricted in the entire world. Telecommunications seems

uniquely outside the general world trading system.

But the telecommunications restrictions are implemented in ways unique

to each country with which we trade. Thus no one policy, no one

procedure can address all these restrictions. The single remedy

proposed in last year's telecommunications trade bill (S. 2618) did

not provide the flexibility needed to respond to these complexities.

Our interest in the objectives of the Telecommunications Trade Act of

1984 led CBEMA to join a multi-industry working group to address

telecommunications trade. One of the group's products was a set of

principles that would authorize attainable, negotiated solutions and

encourage targeted actions to achieve the balance of opportunity if

negotiations fail. CBEMA has endorsed these principles as a template

for judging trade legislation in this area. Let me review them with

you:

0 First, the President should have explicit authority to negotiate

multilateral and bilateral agreements to eliminate barriers in

telecommunications trade.
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4.

o Second, there should be a reasonable period for negotiations and

an attainable set of objectives tailored to individual countries.

If U.S. producers cannot gain e4uiv&lent competitive

opportunities in foreign countries, the Administration should act

to achieve the balance. The tools used should be

carefully-honed, surgical instruments to be applied with care and

forethought to individual situations in the most effective, least

disruptive manner.

0 The third principle involves monitoring of existing and

newly-negotiated trade agreements. If a country agrees to open

telecommunications markets but then fails to do so, the

Administration should again take action to achieve the balance of

competitive opportunities. An important test In monitoring the

success of trade agreements should be increases in sales

comensurate with the product's international competitiveness.

S. 942 generally adheres to those principles. It focuses on market

access. And unlike many proposals that single out only one country,

this proposal requires telecommunications negotiations with all major

trading partners. Only after thorough negotiations are flexible,

targeted remedies instituted.

While 5. 942 generally conforms to our principles, we have some

suggestions to help enhance its effectiveness:
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5.

0 First, the term "substantially equivalent competitive

opportunities" in teleoommunioations needs definition. We do not

think it should mean that we require our trading partners to have

a mirror image of U.S. teleooraunications market structure.

For example, in the U.S. we have inter-city telecommunications

competition. But U.S. companies could have reasonable market

access in a foreign country without that country's having such

competition. The President should be authorized to define

"substantially equivalent competitive opportunity" for each

country, balancing the selection of negotiating objectives, the

importance of the market, the incentives available to be offered,

the value of access to the U.S. market and the availability of

effective actions if negotiations fall.

o A second suggestion is that S. 942 include more flexibility in

tariff imposition. We agree with the general two-track approach:

one that deals with negotiations and a different one that deals

with violations of existing agreements. But the tariff option

under both tracks is inflexible.

For instance, let's say that the U.S. and Canada entered into a

negotiation under the bill, but that Canada refused to lower its

present 17.8$ tariff on U.S. telecommunications imports. Instead

of being able to raise our tariff to a comensurate level, the

President must implement a 35% tariff--the Smoot-Hawley rate.

That's not achieving a balance of competitive opportunity.
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Therefore, we believe there should be flexibility in the

implementation of tariff remedies.

0 We have a third concern with the breadth of products covered by

the bill. It seems probable that some products have been

included inadvertently: AM-FM radios, console TV stereos, clock

radios, those multi-system t: ,ts >opularly known as "boom boxes,*

car radios, telephone aiswering machines and CBs. They are not

relevant to the objectives of S. 942.

0 We also suggest that Congress be involved when actions to achieve

a balance of opportunity are called for. We agree that mandated

responses are necessary for negotiating purposes. But

circumstances might change; the national interest might change.

Congressional approval of the measures--using the same fast-track

approach demanded for approving the results of

negotiations--would increase the confidence of those who fear

that automatic responses devised today would not reflect the

national interest in the future.

(;BEMA does not normally welcome bilateral, pectoral negotiations.

Multilateral, multi-product trade rounds should lead to far better

results in the long run. But we agree with those on this

subcomittee, including the Chairman, who have made the point that the

U.S. must carefully prepare before we launch new multilateral trade

negotiations. Since telecommunications underlies virtually all

industries, and since the tools and approaches included in this bill
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are in fact transportable to other types of negotiation, we feel the

negotiation process called for in this bill can serve as useful

preparation for a new trade round.

o behalf of CKMA, I want to end on a note of personal appreciation

to Senators Danforth and Benteen. CBEA has worked closely with you

and your staffs over the years to ensure fair and equitable treatment

for U.S. products in the International marketplace. Your influence in

the Trade and Tariff Act of 1984 was crucial in making that a positive

step for U.S. exports. S. 942 is a tribute to your continued

leadership in this sensitive and difficult area. We look forward to

working with you on this and future trade legislation.
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Senator DANFORTH. Gentlemen, thank you very much. I'm going
to ask you one question with several parts, and just ask you to re-
spond to it however you wish.

Let me give you these thoughts to respond to.
First, the goal of telecommunications trade policy should be to

open international markets; not to close our own markets. That if
we have a reasonable opportunity to compete on an international
basis, the American telecommunications industry will do quite
well. It's a wonderful opportunity for us. Therefore, our policy
should be to open markets; not to close them.

Second, while much attention has been focused on Japan, par-
ticularly with telecommunications trade negotiations ongoing end
with one agreement having been completed in 1980, the concern for
telecommunications trade should go beyond Japan. That we should
also be interested in telecommunications trade with Europe, with
Canada, with Latin America.

Third, the standard of substantially equivalent competitive op-
portunities is an appropriate standard for us to pursue. We cannot
expect with any given country dollar-for-dollar, equality in trade-
we cannot expect with any given country that their regulatoryy
scheme or licensing scheme should be identical to what we find in
the United States, but we can expect substantially equivalent op-
portunity to be able to enter other markets.

And, finally, and I guess most importantly for this legislation,
access to the United States market is the only effective leverage to
gain access to other markets. That is to say that if we take the po-
sition that our market is going to be open perpetually regardless of
the trade practices of other countries, then there is no real lever-
age in any negotiations to open up the markets of Japan or Europe
or Canada or anywhere else.

So I would like any comments you might have on that range of
concerns.

Mr. Campobasso.
Mr. CAMPOBASSO. Thank you. Let me address all four of the

issues. First of all, the goal of the telecommunications policy to
open and not close markets, I couldn't agree more. I feel that if the
United States industry cannot compete on a fair and fairly level
playing field, then we have really no complaint because that's our
meth of operating in a free and fair marketplace.

The second thing is that, yes, Japan has the largest surplus with
us, and Japan has not opened its market, despite the negotiations
that have taken place. There have been no changes in the market.
There have been a few agreements. We sell some things into Japan
as well, but only where they will allow us to come in and not on a
free access basis as in the United States market.

But I do think the telecommunications problem is global. It's not
just Japan. It is Canada, where we have a difference in tariffs, and
certain other problems such as discriminatory purchasing with the
Bell Canada and Northern Telecom, the company of which they
own 52 percent. We have problems with the EEC, throughout
Europe. And a lot of these countries are using the government pro-
curement code as a form of shield and I don't think the GATT was
ever intended to protect grown, mature, strong industries. It was
meant, if anything, for the developing industries to be protected.
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And, third, access to the U.S. market definitely, as I mentioned
in my own opening statement, is the only leverage we have. It
must be used judiciously, effectively and in the spirit of fair trade.
But it's got to be two ways.

Senator DANFORTH. Thank you, sir.
Mr. Davis.
Mr. DAvs. Yes; CBEMA cannot support more strongly the goal

of making sure that the legislation is to open markets and not close
them. I think the current focus is on Japan, but Japan is certainly
not unique in this business at all. Most countries do not use open
competitive international tender for telecommunications equip-
ment, and that is one test-to get equal access to the telecommuni-
cations market.

You need to look at Japan in particular and other countries in
general. There are three general classes of telecommunications
equipment. One is the network systems equipment that is switches
and transmission systems, which are typically Government pro-
curement activities, and the Government can decide on how it
wants to do that.

The class that has the most emphasis today is end user equip-
ment or uiter connect equipment-PBX's, office automation de-
vices, computers-that requires distribution channels to participate
and, therefore, are subject to cultural influence. Unfortunately
widespread cultural differences are a form of sales resistance that
the Government can't get at directly, and they can play an influ-
ence.

The third class of telecommunications equipment is operating
support systems and other software devices, that have a different
market.

I think in terms of focusing on the standard equivalent competi-
tive opportunity, we have to distinguish between those three class-
es of telecommunications products because the markets within the
countries are different. But for the No. 1 item, the markets are
typically the same. It is Government procurement, which is suscep-
tible to the pressures on the Government itself. And that pressure
certainly can be used most effectively with using the leverage of
access to the U.S. market.

But, again, I want to caution that our objective is to open mar-
kets and not close them.

Senator DANFORTH. Mr. Fitzgerald.
Mr. FrTGiERALD. Well, Senator, I would say yes to all of the four

points. I would, however, like to clear up just one piece of misinfor-
mation that was stated here. Northern Telecom is not 52 percent
owned by Bell Canada. Bell Canada is owned by a company called
BCE, Inc., which also owns 47 percent of Trans-Canada Pipelines
and 52 percent of Northern Telecom. We sold $600 million worth of
equipment to Bell Canada last year, which was 20 percent of our
output. AT&T's captive supplier sold 35 percent of its output to
AT&T for $4 billion. And GTE's captive supplier sold a billion dol-
lars worth of equipment to itself for 75 percent of its output.

Senator DANFORTH. Thank you, sir.
Senator Chafee.
Senator CHAMEE. Thank you, Mr. Chairman.
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Gentlemen, first of all, one quick question. You all agree that the
restrictions against U.S. sales of telecommunications equipment
are universal. In other words, in the EC, in Japan and elsewhere.
Is that true? It's not restricted to Japan?

Mr. CAMPOBASSO. Yes.
Senator CHAFEE. Now let's get back to Japan, if we could. Mr.

Fitzgerald, in your testimony, first of all, on page 7 you indicate
that the major manufacturing, foreign manufacturers, have erected
barriers to U.S. imports. Their home countries erect barriers to im-

rts of U.S. telecommunications equipment. You say that on the
bottom of page 7. But then you discuss the effect of the high value
of the dollar. On page 10, you say: "We would have difficulty com-
peting." In other words, if I take your statement at face value, it's
due to the U.S. dollar. Even if we had access, we couldn't compete.
Is that what you are saying?

Mr. FTzGERALD. No, sir; I meant to say that we need both. We
need the relief that Senator Danforth's bill is intended to provide,
and we need a more-and we need a less strong U.S. dollar also.

Senator CHAwE. I think everyone on this committee will agree
with you on the problems of the U.S. dollar.

Now, finally, you then go on to discuss Japan. And you say on
page 12: "Japan has granted numerous concessions." And on page
18 you conclude by saying: "It is, therefore, with considerable satis-
faction I'm able to report that Northern Telecom's experience with
NTT in Japan has become ever more similar to our experience
with AT&T and the Bell operating companies in the U.S."

What is your view toward Japan? Are things OK? Can we sell in
Japan under the present circumstances, setting aside the value of
the dollar?

Mr. Frr GERALD. Well, we are setting aside the value of the
dollar in this current negotiation with Japan in that we are quot-
in* in yen, and we are hoping that by 1986 and 1987 the yen is
going to strengthen against the dollar, and, therefore, the prices we
have quoted will be better prices.

Senator CHAEs. Now I would like to set that aside, if I could,
and solely deal with what we might call the nontariff trade bar-
riers. In other words, is our equipment being restricted in Japanese
markets or is that just a myth that those of us on the committee
think. Is our equipment being restricted or is it just due to the fact
that, as you say, our sales techniques aren't good, we don't have
enough people that speak Japanese? And you run over in your tes-
timony a series of our capacity to recruit and change Japanese
speaking telecommunications engineers and so forth. Is that the
problem or are they keeping our equipment out?

Mr. FIZGERALD. Our experience is, sir, that if we make the re-
quired marketing investment in Japan that we are being able to
obtain orders.

Senator CHAFES. In other words, a level playing field does exist
in our relationships, trading relationships, with Japan?

Mr. FrrzGzRALD. A lumpy playing field, sir.
Senator CHAF=E. All right. Lumpy, but nonetheless you have no

complaints. Is that it?
Mr. FrrzRALD. Well, I don't know whether there is a market

even for the United States or that I don't have a complaint, sir. All
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I would say is that our experience is that if we invest sufficiently
in the marketplace and because of our advanced technological posi-
tion on digital switching, we have been able to get orders in Japan.
And I can't extrapolate that beyond my own personal experience.

Senator CHAFEE. All right.
What do you say to that, Mr. Davis? In other words, why are we

here? Why would we endorse this legislation if as far as Japan goes
everything is OK. What do you say to that, Mr. Davis?

Mr. DAVIS. Well, I think from CBEMA's point of view we are
very encouraged in what is happening in Japan in terms of some of
the concessions that they have made. However, I think we are at
the beginning of the process and not at the end.

One of the things that is missing is a kind of an objectively
viewed measure of merit in terms of the market being opened.
That measure of merit should be in terms of increased sales. I
think in the telecommunications area we need, again, to look at
the division in three ways: in terms of switching systems, in trans-
mission systems which NTT has at its own discretion-I don't
think that the signs are very encouraging at all. They do not use
open international competitive tender. Until they do, then I think
that we have to look askance at it.

In terms of the interconnect market-office automation products,
PBX's, computers and systems like that-I think there the distri-
bution channels to go to the end user comes into play. And I think
taking restrictions away from those and making the certification
ard the registration of those products shows signs of being helpful.
And what we need to do is push harder on that market.

In terms of operating support systems and software, I think pro-
tection in intellectual property is the key here, and until people
feel comfortable about selling those products in Japan, we will
have a difficulty doing it there.

So it's a mixed bag. The thing that we focus on is on the end user
part, but I think we need to put a lot more focus on the switching,
transmission, the Government procurement part where actions can
be taken, and I don't believe have been taken yet.

Senator CHAFEE. Well, my time is up, Mr. Chairman. I will come
back to Mr. Campobasso when we go around the next round.
Thank you.

Senator DANFORTH. All right. Senator Bentsen.
Senator BENTSEN. Thank you very much, Mr. Chairman.
Mr. Davis, I note in your testimony here that you are talking

about the fact that free trade principles apply to-should apply to
all areas, including telecommunications, but that telecommunica-
tions presents us with a unique problem. That's because it has been
the object of long-standing Government control in these various
countries, and, therefore, it has not been included in the regular,
ongoing multilateral, multiproduct trade negotiations.

It seems to me that is a unique problem, but also a unique oppor-
tunity because you can have a massive break-through by Govern-
ment action if they decide to do it. Now I watched with a great
deal of interest Prime Minister Nakasone and the television public
relations job that was done as he tried to sell Australian wines and
French perfume and British ties and American tennis rackets. And
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I thought it was quite amusing. It obviously didn't accomplish any-
thing except PR.

But here is a place where you can have a massive break-through,
substantial change. I agreed as a Democrat to work on this with
the chairman was because I thought here was a bipartisan effort
that could be made where we could have a substantial break-
through happen. But I'm also concerned about having a new trade
round. I feel very strongly we ought to have, but I get the feeling
we are not prepared for it, that not enough has been done in that
regard.

Now I know that probably some of you, maybe all of you, belong
to groups represented on advisory committees established under
the Trade Act of 1974. Now can any of you tell if you belong to any
of those groups? What discussions have occurred of the world tele-
communications problems in those advisory committees? What has
the administration asked of you in that regard in preparation for a
new trade round? Would you let me know what has been done
there?

Mr. MCDONNELL. Senator, I'm Jack McDonnell with the Elec-
tronic Industry's Association and I do serve on ISAC 5 which is the
Industrial Sector Advisory Committee for electronics, and we have
a telecommunications subgroup. And we had our first meeting on
this topic last Tuesday where the administration did come to us.

Senator BENTSEN. Last Tuesday?
Mr. MCDONNELL. Last Tuesday. That's correct, sir. And we have

another one this coming Tuesday of the full-not just the telecom-
munications subgroup, but the entire committee. And there was
considerable discussion about the phase two negotiations in Japan
and what the industry expected from those negotiations, as well as
what we should put on the agenda for the EEC.

Senator BracnsEN. Have they asked you for your advice and coun-
sel as to your position on this trade bill and to advise them in thatregard?Mr. MCDONNELL. Yes, sir, they did. There were several members

of the Administration there.
Senator BENTSEN. This was last Tuesday?
Mr. McDONNELL. This was last Tuesday.
And I would say that with very, very few exceptions there was

support from the industry for the legislation. We asked the admin-
istration to try to get their act together to take a position on the
bill this time since they hadn't taken any position on similar legis-
lation last year; and said that they were sending out the wrong sig-
nals, and they were strengthening the hands of the opposition in
terms of the negotiations by not taking a positive, and hopefully a
favorable position on the legislation.

Senator BENTSzN. Well, I'm delighted to hear your contribution
to that. And, obviously, I hope that the administration will finally
come around to a position of a decision in support of this particular
piece of legislation.

Do you think the President has sufficient authority under the
current law to deal with the telecommunications trade problem?

Mr. CAMPOBASSO. I do. I think the current law does allow suffi-
cient remedies to the President. I just don't think they've been
used.
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Senator BENTSEN. You know, I think it does, too. So why this?
Well, I think this is because we pushed them, and I think that's
what has to be done. I think it gives it impetus.

Mr. Davis, can AT&T relocate its facilities producing telecom-
munications equipment abroad? And if so, approximately what
amount of plant and equipment investment does AT&T anticipate
in the next 10 years? How much of it can be located elsewhere
than in the United States?

Mr. DAVIs. Senator, I'm here today representing CBEMA, and I
don't feel that it's appropriate for me to represent AT&T. And I
don't know the answer to your question specifically, but I certainly
can get a reply from our office to you.

Senator BEN irt. That would be helpful to us, because we want
to understand what we are facing ahead. We had one witness of a
very major corporation testifying before us and said that they now
have one-third of their production overseas. He said that in the
next five years they expected to have 50 percent of it overseas. And
in the next 10 years they expected to have two-thirds of it overseas,
and shipping the product back to us. And that has to be a concern
tous.

Thank you very much, Mr. Chairman.
[The information from Mr. Davis follows:]
A major objective of AT&T is to increase its international business while main-

taining a competitive position in the domestic market. AT&T is investing substan-
tial resources domestically to ensure the development and deployment of the most
advanced and competitive manufacturing capabflities. At the same time, the compa-
ny is committed to providing whatever design or manufacturing resources are re-
quired to support its international efforts. Competitively serving foreign markets
often requires investing offshore. However, investments required to gain access to
foreign markets vary from country to country and do not necessarily translate into
relocating or replacing domestic capacity. There is no set formula that dictates ex-
actly what percentage of AT&T's future investments might be made overseas. From
the point of view of a manufacturing company, AT&T compares each opportunity to
improve its competitive position internationally with the best job it can do in the
United States and invests its resources accordingly.

Senator DANFORTH. Thank you, Senator Bentsen.
Senator Baucus.
Senator BAucus. Thank you, Mr. Chairman.
I would like to follow up on that last point. Recently, I've spoken

with groups of major U.S. manufacturers, who've made the same
point to me that the Senator from Texas just made. One group I
met with a couple of weeks ago said that almost all of their new
investments would be offshore unless the value of the dollar
changes.

And, obviously, that's something that we can't tolerate in this
country. It has to be changed.

I would like to go back a little bit and ask you about the AT&T
divestiture period. I wonder whether anyone in the telecommunica-
tions industry considered how the breakup of AT&T would affect
U.S. telecommunications companies with respect to world markets.
That is, did we only look within the confines of the United States
borders, or did we look at Japanese, Canadian and European tele-
communications policies-either before Judge Green, the Justice
Department, or before congressional committees?
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Mr. CAMPOBASSO. On behalf of EIA, I don't think that was ever
really raised.

Senator BAUcUs. Never raised?
Mr. CAmPoBAsso. In any depth. It may have been raised. It

should have been raised in discussions but never really written as
a formal position or a concern.

Senator BAUCUS. Why was that? Was it just that we didn't have
our eyes open or was it that we didn't have the necessary mecha-
nisms?

Mr. CAmPoBAsso. I think the problem was it just was never con-
sidered. This whole subject of a trade deficit and our falling behind
is something new to a lot of us in the American industry and it's
something we now have to reckon with and something where there
has to be some very radical changes made in our perception. It's
just a new phenomenon for us and it's something we have to lookat.We are not saying to become protectionist or close doors, but we
certainly feel that something has got to be done if we are to contin-
ue in an open trading system. I guess it never came up because it
just was never fully considered as to what would happen, for exam-
ple, that we would have all of these companies or all of these for-
eign manufacturers coming in here, at will, in our open market or
that we would not be accorded equal access to their markets.

Senator BAucUS. Could we have foreseen this or was it impossi-
ble to foresee?

Mr. CAmnoeAsso. It's pretty hard to say. It could have been pre-
dicted possibly, but it would have had to have been examined in
regards to past performance in many other trade areas-the auto-
motive area or something like that possibly-for comparisons to be
made.

Senator BAucus. Let's assume that it could have been foreseen.
Do we have the mechanisms to be able to deal with it?

Mr. CAmPoBASSO. I don't know.
Mr. FrrzogaAw. Senator Baucus, I would just volunteer the

statement that I'm not sure that the divestiture of AT&T is the
date you are really looking for. I think the majority of the importa-
tion from overseas is for terminal equipment that is connectable to
the network, and that is really attributable to the Carterphone de-
cision that anticipated the AT&T divestiture by many, many years.

Senator BAucus. I guess that is probably right. I guess the major
point I'm trying to make is that from now on major U.S. policy,
economic policy, has to pay much more attention to trade ramifica-
tions. For example, we are about to consider comprehensive tax
reform. The Treasury Department is going to be coming up with its
own recommendations in a week or two. The question is: How will
that affect trade? How will that affect the distribution of income
within the United States? How will that affect so-called neutrality,
whatever that means, within the United States? But the key ques-
tion is how will tax reform affect trade? That is, how will the pro-
posed changes affect U.S. industry vis-a-vis tax code effects on
other companies in other countries?

Mr. FrzomAiw. I think it's difficult to isolate out just an event.
There was regulatory change. There was the divestiture. And there
also was severe technological change. And I think the sum of the

4
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three is what is causing the phenomena that you are witnessing.
And I don't think you can lay it off to any one of those three indi-
vidually.

Senator BAucus. Thank you very much.
Mr. CAMFOBASSO. If I might comment to the Senator's last state-

ment. I think that any legislation has to be looked at as regards to
splatter or side effects. For example, even technology transfer legis-
lation, which is incorporated in some of the other pending legisla-
tion, could have a serious affect on trade, while it supposedly pro-
tects national security or things of that nature. And I think those
have to be put in some form of balance by looking at what one
action does to another.

Senator BAUCUS. I trust that from now on you will make those
views known to us, too.

Mr. CAMPOBASSO. Personally to you, Senator, or anybody else on
the list.

Senator BAUCUS. Thank you very much.
Senator DANFORTH. There is a vote now on the floor of the

Senate. Senator Grassley, why don't you proceed with your ques-
tions and some of us can go and vote now and come back. Hopeful-
ly, there won't be any delay in the proceeding.

Senator GRAssLEY. Thank you, Mr. Chairman. And that's perfect-
ly satisfactory with my timetable as well.

I have in front of me the staff report on our trade imbalances in
this area of discussion this morning. And you, obviously, know that
we have in the last 2 years imported $1.8 billion versus exporting
$777 million. My question is why can't we sell these products do-
mestically considering the increased market share being taken by
foreign competition? Is it possible to delineate, and if it is, then I
would like to have you tell me to what extent the increased market
share comes from what might be generally recognized as superior
technology from abroad as opposed to just our inability to compete
pricewise.

And I would address it to any or all of you.
Mr. FrrzORALD. Well, I don't have the precise figures, Mr. Grass-

ley. But, again, going back to what I said before, I think you will
find that most of the trade imbalance comes in terminal equipment
for connection to the network rather than systems imbedded in the
network itself. And as such, you see the same type of thing happen-
ing on that equipment that you saw with hand calculators and
other devices such as that, things that are relatively simple hard-
ware, or strongly hardware oriented. There are many places in the
world that they can be made more economically than North Amer-
ica.

Senator GRAssixv. So it's not superior technology. It's pricewise.
Mr. FrrZOERALD. Well, it's good technology. It's good design. It's

high quality design. And it's good manufacturing. But I would di-
vorce that from what I would call large systems, particularly com-
plex software systems, which area I do not think the trade balance
is where you have a problem with the trade balance. It is the low
end equipment. It's like the shoe business and the hand calculator
business and all of that.

Senator GRASSLEY. Mr. Davis.
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Mr. DAvis. I think when you open a market in a high tech area,
everyone gains. So I thin: some of the increased imports into the
United States you are seeing are because of the expansion of the
market in and of itself. Opening the telecommunications market of
the United States and making it more competitive was supposed to
do that. And I think it has done that. And so everyone in a sense
benefits.

I think the reciprocal opportunity is really what we are trying to
focus on. And I think it will have two effects. No. 1, it will increase
the volume opportunity for American eporters, American compa-
nies, because their market potential wi a larger. Second, their
long-term costs will become more price competitive even in the face
of a strong dollar, because most of these products are highly
volume sensitive in terms of cots. But even it the strength of the
dollar went away, the telecommunications imbalance will still be
there.

Senator GRAssuzm. Mr. Campobasso.
Mr. CAMPOBASSO. I believe there is another phenomenon which

we ought to recognize as well that's at least contributing in part to
the situation. And that is the fact that when the AT&T divestiture
occurred, we really were a vertically integrated structure in this
country with AT&T being supplied mostly by Western Electric.
N"T was being supplied by a variety of manufacturers, which were
already in place and moving forward. I think when the U.S.
market opened up, they were ready, more ready than U.S. industry
was by and large, to take advantage of that breakup. With time, I
don't think there is any question that we can build back up.

But we have to have broader markets to approach andto pene-
trate than just our own market competing with them here, while
they have a base in their own countries which we cannot pene-
trate. That goes not only for Japan, but for the telecommunications
community at large, globally.

Senator GRAssuzY. All right.
Since I'm the only memer here, and I'm going to go vote, we

will have a short recess until the Chairman reconvenes the meet-
ing upon his return.

[ereupon, at 10:50 a.m., the hearing was recessed.)

AFTER RECESS

Senator DANFORTH. Mr. Campobasso, as I recall, Senator Chafee
asked a question to the panel and you didn't have an opportunity
to answer it. And I would like to give you an opportunity to answer
it. I think the question was to the effect would the American tele-
communications industry be able to make sales in Japan or in
Europe or in Canada or in Brazil or wherever if their markets were
as open as our markets are. That is, some people, I suppose, would
say, well, it really doesn't matter if their markets are closed be-
cause for one reason or another we can't sell anything anyhow.
And, therefore, just let them do whatever they want. Either the
value of the dollar is cited or it is said that we don't try hard
enough or our products aren't good enough or whatever. And I
think that that was the thrust of Senator Chafee's question. So I
would like to give ycu a chance to respond to that.
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Mr. CAMPoBASSO. Thank you. As far as I am concerned, if the
telecommunications markets of Japan, Canada, the EEC, et cetera,
were open, I'm sure that U.S. industry could make further penetra-
tions of those markets. There are certain things that have to occur,
and U.S. industry has to do those things, such as meeting the speci-
fications, et cetera. And I don't think that we would expect them to
emulate 100 percent our standards or our marketplace.

But given a reasonable or essential equivalence in the access to
those markets, I'm convinced that we can do a better job. But even
with the negotiations underway with Japan since 1981, the trade
balance has gone the wrong way. The reason is that those markets
are not really opening up except where they selectively pick some
particular thing that they want or need or find to their advantage
to do. I think that these are examples of some of the negotiations
which have taken place and some of the success stories you hear.

But as far as across the board market access, that is not the case.
I think that that needs to be accomplished. I don't know of any
other way-this is the brightest thing that I see on the horizon.

Senator DANFORTH. It would seem to me that if the standard is,
as it is in this bill, substantial equivalence in competitive opportu-
nity and if the point of the bill is to keep track of the degree of
access that we are given to other markets and then to use our
market as leverage to get into other markets, that it is very hard
to disagree with the thrust of this bill.

Mr. CAmponASSO. I would agree 100 percent. That's one of the
reasons why we wanted to recommend that the time factor be
shortened but made equivalent across the board so no one looks
like they are being singled out. And we also feel that in the GAT
negotiations they must try to get this government procurement
shield which some of the countries are hiding behind eliminated.

Senator DANFORTH. But, of course, the reason there are two
tracks is that there is a different situation for a country where
there already is an agreement in place. You don't have to negotiate
the agreement. You enforce it.

Mr. CAMPOBASSO. Exactly.
Senator DANFORT. If there isn't any agreement, in fairness,

there should be some time to negotiate the agreement.
Gentlemen, thank you very much. I especially want to express

my appreciation and the appreciation of the Finance Committee to
you and to the organizations you represent for the time you have
put into this issue over a period of years. I know that you have
been very helpful and very forthcoming. And you have given us the
benefit of your advice over a long period of time, and I appreciate
it.

Thank you.
Mr. FTZGERALD. Thank you, Mr. Chairman.
Senator DANFoRT. Next we have a panel of Robert Wood repre-

senting the International Brotherhood of Electrical Workers; and
John Morgan representing the Communication Workers of Amer-
ica.

Mr. Wood.
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STATEMENT OF ROBERT B. WOOD, DIRECTOR OF RESEARCH AND
EDUCATION, INTERNATIONAL BROTHERHOOD OF ELECTRICAL
WORKERS, WASHINGTON, DC
Mr. WOOD. Thank you, Mr. Chairman.
My name is Robert Wood, and I'm director of research and edu-

cation for the International Brotherhood of Electrical Workers. I'm
appearing here this morning on behalf of our international presi-
dent, Charles H. Pillard.

The IBEW represents over a million members employed through-
out the entire scope of the electrical, electronics industry. And
about 200,000 of our members are employed in the telecommunica-
tions field.

Senator Danforth, you and Senator Bentsen are to be compli-
mented for recognizing the significance of our trade problems in
the telecommunications industry. Your bill is certainly an initia-
tive in the right direction. We, indeed, agree with what appears to
be its purpose and objective. However, we have some specific sug-
gestions that we hope could be added to the bill that would, in our
view, enhance its effectiveness and produce the desired result.

Senator Chafee should also be complimented for the clarity and
forthrightness of his approach to solving a significant part of our
problem in this industry.

I would like now, Senator Danforth, to turn to my specific com-
ments on the bill. First, we believe that it is extremely important
to incorporate within the purpose of the act that the act is not only
to foster economic and technological growth, but to foster domestic
employment in the telecommunications industry.

Second, it's absolutely essential to define the U.S. telecommuni-
cations industry as the U.S. domestic operation of telecommunica-
tions companies within the telecommunications industry. No bene-
fits accrued to American workers from the foreign operations of
U.S. based multinational corporations.

Our third point: As well as being included in the stated purposes
of the act, U.S. domestic employment should be included as a factor
to be taken into account in any investigation of foreign trade bar-
riers and any review process should also give substantial consider-
ation to the U.S. domestic employment benefits that have resulted.

Fourth, the review process should not be left to the judgment of
the party who negotiated the agreement. We would prefer for Con-
gress, through an oversight arrangement, either approve or disap-
prove the agreements based on their effectiveness and results. Our
NTT experience clearly underscores that point.

Fifth, we recommend that one year be set as the time limit to
negotiate agreements with our trading partners. Experience shows
that negotiations normally run the full course of time allocated re-
gardless of how much time is given. One year is more than ade-
quate. The current situation requires expedient action; not pro-
tracted negotiations.

Last, the bill provides in its present form authority so that the
U.S. Trade Representative may exclude any country from investi-
gations if he determines that the potential market in such country
or telecommunications products and services is not substantial.

We recommend that the country being considered for exclusion
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must not only be absent of substantial market opportunities for
U.S. exports of telecommunication products, but that additionally
such country not be exporting telecommunication products to the
United States.

In closing, Mr. Chairman, Senator Bentsen, and other colleagues
of yours, we thank you for recognizing the trade problem in our
country. Our country is experiencing a serious trade problem in
the telecommunications area. And we appreciate the focus your ef-
forts have brought to bear on these problems. If our country is
going to come to grips with these problems, we must be prepared to
take appropriate remedial action. We must not only be prepared to
take appropriate action, we must take that action in a timely
manner in order for it to be effective.

With the inclusion of the adjustments we have offered in S. 942,
the International Brotherhood of Electrical Workers believes that a
very vital, technologically advanced and competitive industry will
be able to enjoy its rightful position, and that American workers
will be able to experience job opportunities and growth and not
suffer job losses and unemployment for unjustifiable reasons.

Thank you.
Senator DANFORTH. Thank you.
[The prepared statement of Mr. Wood follows:]
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TESTIMONY CF
REHRT B. WOOD

BEFORE THE
SENATE SL ITTEE C INTERNATIOW. TRADE

My mm is ROBERT B. Wowc. I Am AePFiNt. TODAY BEFRe THIS Sumco-

MITrEE ON BEHALF OF Cius H. Pitu , INTERNATIONAL PREsIDENT OF THE INTERNA-

TloNAL BROTHEHOD O ELECTRIC. WoPxERs. THE iEW REPREsErrs AOT ow
MILLION IEMBERS EMPLOYED IN THE DIFFERENT BRANCHES OF THE ELECTRICAL, ELECTRON-

ic Am TECoINMICATIONS INDUSTRIES. SEVERAL HUNRED F0JSANi OF OUR IEPERS
ARE DIRECTLY EMPLOYED IN THE TELECOM mICATIONS INDJ SRY. SCME OF THEM OJRRENT-

LY WORK FOR TELEPHONE OPERATING OOMIP ES, SUCH AS THE VARIOUS BELL CPERTING
CowmiP~Es, GENERA Teupmw, NITED TELEPHONE, CENTRAL TELEPHONE AND UTILI-

TIES, ALLTEL SYSTEM S AND KWY OTHER INOEPEN. INT TELEPHONE OWANIES. OTHERS

ARE EMPLOYED BY TELEPHONE INTERCW T COMPANIES, SUCH AS FisK TELEPHONE

SYSTEMS, INc.; RCA SERVICE CowANY; lit SERvIcEs, Inc,) GTE AJr TiC ELECTRIC

AND OTHERS. MMY OF OUR MEMBERS, AS HELL, AM EMPLOYED BY COWANIES THAT

MANJFACTURE TELECO RICATIONS EouIPMENT SUCH AS THE AT&T wAc1uUiNm BRANCH

AT&T TECHNOLOGY, FOl*ERLY WSTERI ELECTRIC; GE1 AJIIuOATIC ELECTRIC; GTE LENKURT

AND OTHERS.

FROM THE FOREGOING, ONE CAN SEE THAT THE IBEW'S INVOLVEMENT IN THE

TELoliCATotmS INDUJSRY HAS BEEN SUBSTANTIAL. NEEDLESS TO SAY, OURCONCERN

FOR WIHAT HAS BEEN HAPPENING TO THE DomESTIC TEL .O NICATIoNS EQuIpff

INDUSTRY IS PARMOU .

SENATOR DANFORTH YOU ARE TO BE COMPLIMENTED FOR RECOGNIZING THE SIGNI-

FICANCE OF OUR TRADE PROBLEMS IN THE TELECmmICATIO4S INDUSTRY. YOUM BILL IS
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CERTAINLY M INITIATIVE IN THE RIGHT DIRECTION. WE, INDEED, AGREE WITH WHAT

APPEARS TO BE ITS PURPOSE AND OBJECTIVES. HOWEVER, WE HAVE SOME SPECIFIC

SUGGESTIONS THAT klE HOPE WOU..D BE ADDED TO THE BILL THAT WOULD, IN OUR VIEW*

ENHANCE ITS EFFECTIVENESS IN PRODDING THE DESIRED RESULTS. THOSE CommENS

WILL BE OFFERED SHORTLY.

WHAT It SEE HAPPENING IN THE TElcomICATIctNs INDUSTRY IS A DIRECT

REFLECTION OF WHAT HAS HAPPENED TO THE TELeVisiON RECEIVER INDUSTRY iN THE

U. S. I Am SURE You ARE WELL nmE OF WHAT HAs HAPPENED m THE DOMESTIC TELE-
VISION IJS7u1RY AND DOMESTIC EWLOYENT WITHIN THAT INDUSTRY, BUT. BECAUSE OF

THE PARAL.LELING DEVELMIENTS iE SEE TAKING PLACE IN THE TELEcommICATIONS

IND S1RY, WE BELIEVE IT IS HELPFUL TO SMARIZE THOSE DEYEL3*1ENTS.

INITIALLY, IN THE JELEViSION RECEIVER INDUSTRY, IT WAS IMPORTED COMPO-

NENTS THAT IMPCTED UPON DC14ESTIC EFLOYMENT AND DO ESTIC MANIFACTURING OPERA-

TIONS INVOLVED IN THE PROXUCTION OF THOSE omPmTS. THE IMPORTATION OF

COMPONENTS GREW TO INO..L.E SUBASSELIES AND MOCDlES. NEXT, THE IkACK AD

WITE TELEViSiON RECEivER INDUSTRf BECAl! TOTALLY DOMINATED BY IMPORTED SETS

WITH ULTIMATELY NO U. S. PRODUCTION OF LACK AND WHITE SETS. COOWRREN1LY, THE

IMPORT PENETRATION RATIO OF q).O TELEVISION RECEIVERS GREW STEADILY,

AGAIN, JUST AS IN THE &ACK AND WHITE RECEIVER INDUSTRY, IT WAS AT

FIRST, IM'PORTATION OF PARTS, MODLLES AND SLBASSEMILIES. NEXT, NEARLY o0*PLETED

SETS WERE IMPORTED, THE, COMPLETED SETS OF 4AL SCREEN SIZE ENTERED THE
U. S. MARKETPLACE WITH THE SET SIZE STEADILY GRING. TODAY, IN aR CoUNTRY,

WE HAVE BASICALLY A CoLOR TELEVISION RECEIVER INDUSTRY CONSISTING OF FINAL.

ASSEMBLY OPERATIONS, PROVIDING JUST A FRACTION OF THE EJLOYt7ENT OPPORTUNITIES

THAT EXISTED PRIOR TO THE DECIMATION OF THIS INDUSTRY
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AS A COMPARISON OF TH DEVELOPMENTS IS MADE, IT IS IICRTN4T TO KEEP

IN MIND SEVERAL PERTINENT FACTS. TELEvIsIoNt TECMG WAS DEVB.OPED IN THIS

COITRY. U. S. PRODUCERS ENIDYE THE POSITION OF BEING ON THE LEADING EDGE OF

THAT TEHOOGY. THE DEVEOMENT OF THE TR NISTOR AMD INTEGRATED CIRCUIT TOOK

PACE IN THIS COUNTRY AND A NMCED THE STATE-OF-THE-ART OF THE TELEVISION

RECEIVER IFs'RY. IN SPITE OF THESE TECI10OGICAL AVNTMrES, iwoRTS

STEADILY GREW AND GREW TO SUCH MAGNITUDE THAT TODAY, IT IS I*OSSIBLE TO BUY A

TELEVISION RECEIVER THAT IS WHOLLY U. S. MADE. WHAT IS JUST AS SIGNIFICANT 10

NOTE, IS THAT W WHILE THE U. S. TELEVSISN RECEIVER INDUSTRY Has BEING AFFECTED

BY [PORTS ESPECIALLY FRO4 JAPAN, TAIWAN AND SOUTH KOREA, THERE WAS PRACTICALLY

NO OPPORTUNITY FOR THE EXPORT OF TELEVISION SETS MADE IN THIS COUNTRY,

WE SEE VERY SIMILAR DEVELOPMENTS OCOJING IN THE TELEcoUICATIONS
INiUSTY AND THESE EVELOPmENTS AE OCCURRIN UDe VERY SIMILAR CIRam'-

STANCES THE STATE-OF-THE-ART IN THE TELEcomuNICATIONS INDUSTRY IN THE U. c,

IS SECOND TO NONE. THE DOmESTIC ToI-dICATIONS INDUSTRY HAS BEEN AND

CONTINUES TO BE ON THE LEADING EDGE OF TECHNO*6Y IN THIS FIELD. YET, E HAVE

BEEN UNABLE TO DEVELOP EXPORT MARKETS FOR THE TELEcouicATIONS EQUIPMENT HE

PROmC. THE U. S. MARKET IS OPEN TO THE FIRIS OF FOREIGN COUNTIES. IMPORTS

HAVE BEEN INCREASING SUBSTANTIALLY, ESPECIALLY SINCE THE DIVESTITURE OF AT&T.
IWORTS OF TELEPHONE SETS USED IN BOTH HO4E AND COIMERCIAL OPERATIONS HAVE

FLOOD THE MARPKTICE. THERE HAVE BEEN INCREASING AMOUNTS OF IMPORTED EQUIP-

MENT USED IN THE TELEPHONE INTERCONNECT SECTOR AND THERE HAS BEEN AN INCREASING

NOT OF IMPORTED SWITCH GEAR AND OTHER TELEPHONE APPARATUS UTILIZED THROUGH-

OUT THE TELECmmICATIONS INDUsTRY, ALL OF THIS IS TAKING PLACE IN AN

INDUSTRY THAT IS HIGHLY RECOGNIZED TO BE THE MOST TECOLOGICALLY ADVANCED IN

THE WORLD,

51-591 0 - 35 - 4
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AT THE SAME TIME, E HAVE BEN DENIED EM@ RT OPPORTUNITIES FOR

PRODUCTS OF THIS INDJS1RY TO OUR SC.LED TRADING PARTNERS. IF A U. S.
INDUSTRY CANNOT ELL PRODUCTS IN AN AREA IN WHICH ME ARE HIGHLY TEC4OLOGICALLY

ADVANCED, WHAT KIND OF INDUSTRY CAN HE EXPECT TO DERIVE EXORT SALES FROM?

ANOTHER QUESTION ME MIGHT RAISE, IS GIVEN THE PRESENT COURSE OF EVENTS THAT

HAVE TAKEN RACE IN THE TE.E]coUCATIONs INDUSTRY, WHAT EVIDENCE CAN ONE

OFFER THAT THIS INDUSTRY WILL NOT GO THE SAME ROUTE THE TELEVISION RECEIVER

INDUSTRY VENT? WE SUBMIT THAT THERE IS NOT A GREAT DEAL OF DIFFERENCE IN THE

MICRO-ELECTRONICS INVOLVED IN TELEVISION PRODUCTION AND THAT INVO.VED IN THE

PRODUCTION OF TELEOIIUICATIONS EQUIPMENT. WHAT HAS HAPPEN TO THE DOMESTIC

TELEvIsIoN INDUSTRY C HAPPEN TO THE DomESTIC TELEC ICATIONS INDUSTRY AND

SUCH CHANGES CAN OCCUR VERY RAPIDLY,

FROM JANUARY 190, TO JANUARY ]IN1, EMPLOYMENT FOR PRODUCTION RKERS

IN SIC 3661, TELEPHONE AmN TE..EGRAPH EQUIPMENT, DECLINED IN THE UNITED STATES

By 23.4 PERCENT. THE IBEW HAS EXPERIENCED ABOUT A 14 PERCENT ,JOBS LoSs IN THAT

CATEGORY SINCE 1981. OF COURSE, THIS ONE SIC CATEGORY DOES NOT COVER THE FULL

RANGE OF PRODUCTS IN THE Tamx IwuCATIONS INDUSTRY: BUT THE EFLOWEN EXPERI-

ENCE IN THIS CATEGORY IS REPRESENTATIVE OF WHAT IS HAPPENING ON A BROADER SCALE,

A c.OSER LOOK AT EMPLOYMENT AT AT&T TEOLOGxIES, FORMERLY WESTERN

ELECTRIC, ALSO INDICATES THE EMILOYMENT TRENDS IN THIS INDUSTRY. COMBINED,

I'W EPLCt.OENT IN THESE PANTS IS NOw ABOUT 32,000. THIS IS DOW FROM APPROXI-

MATELY 55,000 JUST FOUR YEARS AGO. THE PLAwr-wHERE ME REPRESENT EMPLOYEES AT

LISLE, ILLINOIS, HAS C.OSED, AND THE PLANTS AT KEARNY, k4W JERSEY, HWIHORNE,

ILLINOIS; AND INDIANAPOLIS, INDIANA, ARE IN THE PROCESS OF CLOSINGS

THE INTENSITY WITH WHICH FOREIGN IMPORTS OF TELEPHONE AND TELEGRAPH

EQUIPMENT HAVE OVERWHELMED THE UNITED STATES MARKET IS OF A MAGNITUDE UNF ORE-



95

SEEN BY ANYNE. IN 1982 THE UNITED STATES HAD APPROXIMATELY A salO-MILLION

- DOLLAR TRADE SLRPUJS IN THIS INWSTRY. IN-198 THE SURGE OF IOIRTs HAD
GINGED THAT SURPLUS TO A $418 MILLION TRADE DEFICI, A *O MILLION SWING IN
JUST ONE YEAR# AND THE CONDITION *AS RAPIDLY OMRS4I1M. IN 1984 THE DEFICIT IN

Taxc IcATIOs WS oveR $1 BILLION, AND PORTIONS FOR 1985 ARE FOR A
DEFICIT ON THE ORDER OF $1.7 BILLION. THIS MEANS THAT FROM A $200l-IIILION
DOLLAR SURPLUS IN 1982 WE WILL HAVE GONE TO A COMINED DEFICIT OF APPROXIMATELY
$3.1 BILLION FOR THE YEARS 1983-1985. UMER ORENT CONDITIONS NO END OR

RELIEF FROM THIS SURGE IS ANTICIPATED. IN 1983 ImPCRTS INCREASED BY 93%; IN

198, BY 41 IN 195 IT IS ANTICIPATED BY ANOTHER 4; AND THIS IS EXPECTED TO

CONTINUE Lt4ABTED WITHOUT SOME STRONG ACTION.
WHAT HAS CAUSED THESE STAGGERING DEFICITS? CORDINGG TO U.S.

INDUSTRIAL QJTLOOK FOR 15, PUBLISHED BY THE ComERCE DEPARTMENT:

,THESE DEFICITS HAVE ARISEN BECAUSE U.S. MANFAC-

TURERS HAVE ONLY LIMITED ACCESS TO MANY FOREIGN

GOVE NENT-CONTROLLED MARKETS* WHEREAS DIVESTITURE

COMPLETELY OPENED THE U.S. MARKET TO FOREIGN

(OOPETITIONi

WHAT HAVE HE DONE TO REMEDY THIS PROBLEM? ON JANUARY 1, 191, WE PUT

INTO EFFECT AN AGREEMENT WITH JAPAN, THE LARGEST EXPORTER OF TELECimJICATION

EQUIPMENT TO THE UNITED STATES, TO OPEN UP THE JAPANESE MARKET TO U.S. EWORTS

OF TELECOKICATIONS EQUIPMENT. THIS WAS KNOWN AS THE NU (VREEIENT.

HAS THIs REMEDY WORKED?

IN EVALUATING THE AGREEMENT, IT IS HELPFUL TO USE THE STANDARDS

ESTABLISHED BY FaIER UNITED STATES TRADE REPRESENTATIVE REUBIN ASKEW AND

LATER BY A SUCCESSOR, NOW SECRETARY OFILABOR WILLIAM BROCK.
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IN DEjcf3E, 1980, " COMPLETION OF NEGOTIATING THE MREmENT, TE

Mum=SDO AsKBV SID0

*THE PROOF OF TIE tEt AGREEMENT WITH JAPAN WILL

BE IN How IJ PRocUeENT NT DOES wITh U.S.
AND FOREIGN SUPPLIERS. WE O)NSIDER JAPAN IS ON

A TRIAL PERIOD. IN THREE YEASTHE GATT Com
WILL BE REOPENED FOR NEGOTIATION - AND IF NTT
HAS NOT MAlE SIGNIFICANT PURCHASES FROM US,

SUPPLIERS, WE WOULD CONSIDER THEM NONCOMPLIANT

WITH THE GATT CODE AND THE U.S. 0LILD CONSIDER

COUNTERMEASRES ,

AISASSADoR BROCK aN J 9, 1982, BEFORE THIS SAE SENATE FINANCE

CommITTEE, SuB ITTt ON TRAE IN REPORTING ON THE OPERATION OF THE fN
GmmmwNT PRocIEmEN COtE AD THE U.S./JAPAN NTT AGREEMENT MADE THE FOLLOWING

STATEMENTS:

'THE ACID TEST FOR THE AGREEMENTS WILL BE THEIR

CI)HERCIAdL REStLTS."I

"TIE PROOF OF TIE RI DNG I S I N TIE EAT ING AND W.

ARE ENTERING INTO A CRITICAL PERIOD FOR THE AGREEMENT,,,

OF COURSE, WE WILL NOT AGREE TO EXTEND THE AGREEMENT

LN.ESS WE BELIEVE IT IA WORKED AS INTENDED. THE

NEXT TWELVE MONTHS WILL BE PARTICULARLY CRITICAL,,,

"I WILL TRY NOT TO PREDICT THE OUTCO E OF OUR EVYJUA-

TION AS AT THIS POINT ONLY TIME AND SALES BY U.S. FIRMS

WILL TEL.. IT IS MY HOPE HOI.EVER, THAT A YEAR FROM

NOW WE WILL BE A&.E TO REPORT SIGNIFICANT COMMERCIAL

RESULTS FROM THE AGREEMENT,.
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IN REVI~flNS TIE FOUR YEARS THIS REMEDY HAS DUN IN EFFECT, WE CAN

READILY DETERMINE THE "PROOF OF THE PUING." Foo' 1981 m 1984, THE JAPANESE

PURCHASED 61 MILLION IN TELECOMLICATIONS EQUIPMENT FROM THE UNITED STATES.

[WRING THIS SAWE FOUft-YEAR PERIOD, THE JAPANESE SOLD $1.9%8 BILLION IN TELE-

COMNICATIONS EQUIPMENT TO THE U.S. WITH EXPORTS OF $941 MILLION IN 198%4

A.ONE, THIS MEANS THAT DURING THE FOUR YEARS OF THIS AGREEMENT THAT FOR EVERY

$1 DOLLAR IN EXORTS OF U.S. TELECOMMUNICATIONS EQUIPMENT TO JAPAN THE JAPANESE

E)ORT $32 DOLLARS wORH OF TELE(IJ4ICATIONS EQUIPMENT TO THE UNITED STATES

THE WORKERS WE REPRESENT CANNOT AFFORD TO EAT ANY MORE OF THIS PUDDING. EVEN

WITH THIS ABHORENI RESULT* THIS AGREEMENT %%S RENEWED AM) CONTINUES TO BE HELD

AS A SOLUTION TO OUR PROBLEMS.

THE TRADE AN TARIFF ACT OF 1984, DEFINES THE TERM "LMEASMABLE WITH

REGARD TO TARIFF OR IMPORT RESTRICTIONS TO MIAN ANY ACT, POLICY OF PRACTICE

WHIICH1 IIILE NOT NECESSARILY IN VIOLATION OF OR IHOONSISTENT WITH THE INTER-

ATIONAL LEGAL. RIGHTS OF THE UNITED STATES, IS OTHERWISE DEEMED TO BE UNFAIR

AND INEQUITABLE. THE TERM ImiUS, BUT IS NOT LIMITED TO, AN ACT, POLICY OR

PRACTICE WHICH DENIES FAIR ANO EQUITABLE MARKET OPPORTUNITIES.

IT IS BEYOND THE REALM OF REASON TO SUGGEST THAT THE UNITED STATES

TB.ECOMUNICATIONS INDUSTRY, THE ACKNOWLEDGED WORLD TECtLOGICA. LEADER* IS

BEING PROVIDED ANYTHING RESEMBLING FAIR AND EQUITABLE MARKET CPPORTUNITIES IN

JAPAN WITH A 32 TO I TRADE FLow ADVANTAGE ON THE PART OF THE JAPANESE MWER THE

LAST FOUR YEARS. THE $914 MILLION TRADE SURPLUS IN TELEanUICATIONS EQUIP-

MENT THAT JAPAN HAD IN 1984 WITH THE UNITED STATES VERY a..ERLY IDENTIFIES THE

INEQUITABLE MARKET OPPORTUNITIES AFFORDED THE U. S.

IT IS EVIDCHT JAPAN HAS USED THE NT AGREEMENT AS A DELAYING TACTIC IN

ORDER TO INCREASE THEIR E) PORTS OF ELECOMKUIICATIONS EQUIPMENT TO THE U. S.
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MARKET VIHILE AT THE SAME TINE COWITNIN6 TO KEEP THEIR MARKET EOSD. THE
JAPAiESE HAVE USED THE UNFAIR ADVANTAGE OF A PROTECTED HONE IRKET TO PROMOTE

EXPORTS T ILE AT THE SAME TIME EXPERIENCING NO COMPETITION AT HOME.

WE WOULD LIKE TO, AT THIS TIME, OFFER SOME SPECIFIC CMEM ON THE

TEEcowucam IONS TRA ACT (Sg42), WE ARE IN AGREEMENT WITH WHAT APPEARS TO

BE THE INTENT OF THE STATED PURPOES OF TE AcT, BUT IwE WISH TO OFFER SOME

ADJUSTMENTS IN THE LAN QJAGE FOR C..ARIFICATION,

THE W BELIEVES IT IS EXTREMELY IMPORTANT TO STATE, WITHIN THE

PURPOSE OF THE ACT, THAT THE AT IS TO FOSTER NOT ONLY ECONOMIC AND TECINOLOG-

CAL GROWTH, BUT TO FOSTER GROWTH IN DOMESTIC EILMNT IN THE TEav icA-
TIONS INDUSTRY, WE ALSO BELIEVE THAT IT IS ESSENTIML.TO DEFINE THE U S.,

TELE I CATIONS INDUSTRY AS THE U, S. DOMESTIC OPERATIONS OF TELECOlUNICA-

TIONS COMPANIES WITHIN THE TEECOLE IlICATiONS INDUSTRY, WE FEEL THAT THIS IS

EXTREMELY IMPORTANT IN THAT NO BENEFIT ACCRUES TO AMERICAN WORKERS FF04 THE

FOREIGN OPERATIONS OF U, S.-BASED IJLTIIPTIONL CORPORATIONS. IN FACT, ANY

LEGISLATION THAT WOULD RESULT IN MAKING IT EASIER OR MORE CONDUCIVE FOR Us So-

BASED MJLTIITIONAL CORPORATIONS TO SET UP OPERATIONS IN FOREIGN COUNTRIES

WOULD BE INIMICAL TO ERICAN WORKERS'S INTEREST. THE INN BELIEVES A

CRITICAL ELEMENT OF ANY TRADE LEGISLATION SHOULD HAVE INHERENTLY A CONSTANT

FOCUS ON DOMESTIC F.cmerr. THE PROTECTION AND RESTORATION OF AJ ICAN

WORKERS' JOBS, DEVASTATED BY 71 FLOOD OF IMPORTS OF TELEC ICATIONS

PRODUCTS, SHOiULD BE THE PRIM ARY THEME OF ANY TRADE LEGISLAlION. THE IMPORTANCE

OF DOMESTIC E..LOYMIENT MUST BE a.EARLY IDENTIFIED IN TH. STATED PURPOSES OF THE

ACT.
THE PRESERVATION AND CREATION OF DOMESTIC JOBS IS SO IMPORTANT THAT IT

SOLD BE EPHASIZED THROUGHOUT THIS LEGISLATION. AS WuELL AS BEING INa.UDED IN



99

THE STATED PURPOSES, IT SHOULD BE INCLUDED AS A "FACTOR TO BE TAKEN INTO

ACCONU IN ANY INVESTIGATION OF FOREIGN TRADE BARRIERS. Amy REVIEW PROCESS

SH)LLD AMO GIVE SUBSTANTIAL. CONSIDERATION TO THE DOETIC EMPLOYMENT BENEFITS

THAT HAVE RESULTED.

ANOTHER AREA OF THE BIL. WE WXLD LIKE TO SEE ADJUSTED, IS THAT

DEALING WITH THE REVIEW PROCESS UNDER WILCH THE UNITED STATES TRADE REPRESENTA-

TIVE DETERMINES WHETHER THERE HAS BEEN COILIANCE WITH THE AGREEMENT. THIS

LEAVES US VERY UNEASY. WE BELIEVE THAT IT IS VERY DIFFICULT FOR THE PARTY WHO

NEGOTIATES AI AGREEMENT TO OBJECTIVELY EVALUATE THE SUCCESS OF THE IR OWN ORK,

THE NTi AGREEMENT AND ITS SUBSEQUENT REVIEWS CL..ERLY ILLUSTRATE OUR CONTEN-

TION. WE WOULD MUCH PREFER RATHER THAN HAVING THE ANNUAL REVIEWS BEING

CONDUCTED BY THE US, THAT THERE BE PUT IN PLACE A SYSTEM OF CO6RESSIONAL..

OVERSIGHT TO OBJECTIVELY EVALUATE THE EFFECTIVENESS OF THE AGREEMENTS.

PLSO, IN THE SETTING OF TIME LIMITS, HE RECMNEND THAT RATHER THAN

ALLOWING TiO YEARS FOR AI AGREEMENT TO BI REACHED, THAT THIS BE REDUCED TO ONE

YEAR. IT HAS BEEN OUR EXPERIENCE THAT THE NEGOTIATIONS OF INTERNATIONAL AGREE-

MENTS USE ALL THE TIME ALLOCATED FOR THAT PURPOSE, REGARDESS OF ITS LENGTH,

THE CURRENT SITUATION IN THE TELECOrmINICATIONS INDUSTRY REQUIRES EXPEDIENT

ACTION MND CANNOT AFFORD THE LUXURY OF PROTRACTED NEGOTIATIONS,

IN REGARD TO THE AUTHORITY PROVIDED TO THE UNITED STATES TRAE REPE-

SENTATIVE IN THE BILL, WHEREBY HE MAY EXCUDE MY COUITRY FROM INVESTIGATION IF

HE DETERMINES THAT THE POTENTIAL MARKET IN SUCH COUNTRY FOR U. S, TELECWLICA-

TIONS PRODUCTS AND SERVICES IS NOT SUBSTANTIAL, WE BELIEVE THAT WITHOUT BEING

MODIFIED, IT WOULD ALLOW THE UNITED STATES TRAE REPRESENTATIVE TO EXCLUDE
COUNTRIES THAT COULD VERY NELL BE EXORTING SUBSTANTIAL MOIUNITS OF TELECIRI-

CATIONS PRODUCTS TO THE U. S. THErEFORE, HE RECOMEND THAr THE COUNTRY BEING,-N
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CONSIDERED FOR EMUISICNJST NOT ONLY BE ABSENT OF SUBSTANTI. MRT OPPORTI-

NITIES FOR U. S. EMRTS OF TELECOMUNICATIONS PRODUCTS, nUT THAT ADDITIONALLY,

SUCH COUNTRIES NOT BE EXPORTING TELECEW9J4ICATIOINS PRDCTS TO THE U, So

WHILEE THE THRIUST OF OUR MWENTS HAVE BE 4 ON JAPAN, NE RECOGNIZE AND

SUPPORT THE ATTENTION YOUR BILL PROVIDES TO ADDRESSING THE PROBLEMS INT TaEx-
O09ILVICATIONS It0SIRY, CAMSED BY THE POLICIES OF OUR OTHER TRADING PARTNERS,

THE REASON FOR OUR ATTENTION TO JAPAN, WE BELIEVE IS CLEARLY UNDIERSOOD AND

CERTAINLY UNDERSCORED BY THE FOLLOWING QJOTE OF SENATOR DwORTH,

'N4HAT SETS JAPAN APART IS THIS: No OTHER

NATION CONTRIBUTES SO LITTLE TO THE OPEN

TRADING SYSTEM IN RELATION TO ITS GAIN FROM
THAT SYSTEM. INTERNATIONAL TRADE CANNOT

FUNCTION EFFECTIVELY MEN TIE WORLD'S SECOND

LARGEST ECONOMY ABDICATES ITS RESPONSIBILI-

TIES TO THE SYSTEM M

THIS SITUATION IS NO MORE CLEARLY ILLUSTRATED THAN INTIE T Omi-
CATION INDUSTRY.

MR. CHAIIWMN, E THANK YOU FOR RECOGNIZING THE TRADE PROBLEMS OUR

COUNTRY HAS IN THE TELECOM ICATIONS AREA, AN) WE APPRECIATE THE FOCUS YOUR

EFFORTS HAVE BROUGHT TO BEAR ON THESE PROBLEMS. IF OUR COUTRY IS GOING TO

COME TO GRIPS WITH THESE PROBLEMS, WE MUST BE PREPARED TO TAKE APPROPRIATE

REMEDIAL ACTION. WE MUST NOT ONLY BE PREPARED TO TAKE APPROPRIATE ACTION, WE

MUST TAKE THAT ACTION IN A TIMELY MANNER IN ORDER FOR IT TO BE EFFECTIVE. WITH

THE INCLUSION OF THE ADJJSTMENTS NE HAVE OFFERED IN S.942, THE INTERNATIONAL

BRyTHERNOOD OF ELECTRICAL WORKERS BELIEVES THAT A VERY VITAL, TECHNOLOGICALLY

ADVANCED ND OPETITIVE INDUSTRY WILL BE ABLE TO ENJOY ITS RIGHTFUL POSITION

AND THAT AMERICAN WORKERS WILL BE ABLE TO EXPERIENCE JOB OPPORTUNITIES AND

GROWTH AND NOT SUFFER JOB LOSSES AND LIVL1OYMENT FOR UNJUSTIFIABLE REASONS.
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STATEMENT OF JOHN MORGAN, ASSISTANT TO EXECUTIVE VICE
PRESIDENT, LEGISLATION/GOVERNMENT AGENCIES, COMMU-
NICATION WORKERS OF AMERICA, WASHINGTON, DC
Senator DANVoRTH. Mr. Morgan. \
Mr. MORGAN. Good morning, Mr. Chairman. Thank you for

asking me to be here.
CWA supports S. 942 offered by you and some of your colleagues

as a massive improvement over today's alleged policy in the tele-
communications trade, one which reasonably can be termed drift
and disaster. We do have a few suggestions also, paralleling many
of those of my colleague, Mr. Wood.

The bill addresses Japan on the one hand and the rest of the
world on the other in telecommunications trade, and properly so.
The situation is urgent, requiring early action to prevent further
damage to our domestic manufacture industry. The performance
since 1981 under the Nippon Telegraph and Telephone Agreement
has provided little genuine access to the world's number two
market, despite the lofty phrases by the administration. And by
genuine access I refer to sales. In the last few weeks we have all
been subjected to the word from the administration that the Japa-
nese have given virtually everything requested. The latest docu-
mentation we have seen was the March 28 exchange of correspond-
ence between Under Secretary Olmer and his counterpart, Mr.
Koyama. One might conclude that Mr. Olmer and Koyama were at
two different meetings and were reporting two different things.
And we think that Secretary Olmer did as good a job he could
given his circumstances.

Because of the administration's attitude, which we view as
unreal, we would frd great merit in Senator Chafee's bill, S. 728,
which would very soon stop all the endless talk and game playing
and would lead to some action.

We've had about 8 years of talk on NTT. And the 15 days called
for in S. 728 certainly suffice to wrap up any kind of an agreement
on it.

In S. 942, the NTT problem is put on a very short action oriented
timespan of 6 months in sections 101(aX2) and 103. At least in the
case of Japan, that full 6 months would be too long in our view.

One key recommendation that we would make in several places
would be under the factors to be taken into account to include the
domestic employment effects made applicable to trade with Japan
and the rest of the world.

In sections 101, 102 and 103, we would stress that success must
be measured in sales of exports from our shores. And we see that
the aim of the legislation is there and ask the committee to stress
that point. As we understand your bill, the remedies under 102 and
103 are certain, no longer left merely discretionary. And it is neces-
sary to keep a high degree of certainty in the process in order to
attain credibility in our trade posture.

We have a couple of reservations on title i of your bill. One of
those would be that it might be taken as grantihig general negotiat-
ing authority. And we agree with your remarks last week at the
Press Club that another round not be undertaken without having
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done a great amount of work to prepare, work which hasn't been
done.

The other suggestion on title I would be to shorten the timespan
from 3 years down to 2 so that if you are going to have that 1-year
breather period, the i-year grace period, that your total period
under that would be only 2 years.

We hope some day to see a world of free and fair trade with the
words "free" and "fair" inseparable. We note that section 302
builds on the service sector access authorization provisions of the
1984 Trade Tariff Act. Clarifying that equipment used in the provi-
sion of service also is to be covered.

And we endorse that provision and we appreciate your introduc-
ing this bill and sponsoring it.

Thank you.
Senator DANFORTH. Thank you very much.
[The prepared statement of Mr. Morgan follows:]
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May 3, 1985

STATEMENT OF JOHN MORGAN
ON BEHALF OF COMMUNICATIONS WORKERS OF AMERICA

BEFORE THE
SUBCOMMITTEE ON INTERNATIONAL TRADE

SENATE COMMITTEE ON FINANCE

CWA supports S. 942, offered by Chairman Danforth and

others, as a massive improvement over today's alleged policy-in

the telecommunications trade, one which can reasonably be

termed drift and disaster. We do have some suggestions to

clarify and strengthen the legislation.

The bill addresses Japan on one hand and the rest of the

world on the other in telecommunications trade. The situation

is urgent, requiring early action to prevent further damage to

our domestic manufacturing industry which has resulted from two

major Federal actions -- the April 1980 "Computer II" decision

of the Federal Communications Commission and the January 1984

breakup of American Telephone & Telegraph Co. As you correctly

noted last year in offering S. 2618, the AT&T divestiture was a

unilateral giveaway of unlimited access to the United States

market without any kind of corresponding action to open other

nations' markets, and especially that of Japan.

The so-called agreement to provide open procurement within

Nippon Telegraph & Telephone Public Corporation has been, is,

and is destined to remain mere words on paper. The performance

since 1981 under that so-called agreement has provided little

genuine access to the world's No. 2 market -- despite the lofty

phrases. By "genuine access" I refer to sales. In the last

few weeks we all have been subjected to attestations by the

Administration that the Japanese have now given virtually
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everything requested. The latest documentation we have seen

was the March 28 exchange of correspondence between Under

Secretary Lionel Olmer and his counterpart, Moriya Koyama of

MPT. One might conclude that Messrs. Olmer and Koyama were

reporting results of two different meetings and agreements.

While Secretary Olmer did as good a Job as possible in his

recent trips to Japan, It is necessary to keep in mind the

newer added complexities he faced. Before the NTT "privatiza-

tion" on April 1, the NTT agreement supposedly was functioning

to open the procurement processes. But it had little effect.

After April 1, the Japanese announced new barriers in their

processes. Secretary Olmer's statements and his testimony last

Tuesday before a House enking subcommittee provided no detail

as to the latest pro.-laimed "success" in securing access to the

Japanese market. We do await the details.

Because of the Administration's attitude, which we view as

entirely unreal, we find great merit In Senator Chafee's bill,

S. 728, which would very soon st( all of the endless talk and

games-playing and lead to action. We already have had about

eight years of talk about NTT; the 15 days called for in S. 728

should certainly suffice to wrap up an agreement.

We are more than deeply discouraged that Secretary Olmer's

testimony Tuesday noted that only the first of three phases now

has been completed. The estimate is for a further three years

of negotiations on telecommunications.
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In S. 942, the NTT problem Is put on a very short action-

oriented time-span of six months, in Sections lO1(a)(2) and

103. At least in the case of Japan, that full six months would

be too long, in our view.

Given the advanced telecommunications technology developed

and used in the United States by our domestic goods-makers, we

rind it repugnant that the Administration is not taking all

possible immediate steps to resist foreign protectionism in

Japan and elsewhere. As you noted in your summary of S. 942:

"Foreign telecommunications markets are characterized by

extensive government intervention, including restrictive import

practices and discriminatory government procurement. These

unfair and discriminatory practices in foreign countries

threaten the loss of Jobs in the United States telecommunica-

tions industry." We agree.

One key recommendation Is to include, in Section 10l(b)(1),

captioned "Factors to Be Taken Into Account," a new subpara-

graph "C", to include the domestic employment effects and made

applicable to trade with Japan and the rest of the world. We

also suggest that an employment effects requirement be included

within Section 104(b).

Within AT&T Technologies -- a unit created at divestiture

to include what was known as Western Electric -- we have noted

an employment drop of, about 15,000 Jobs from January 1, 1984,

through April 1, 1985. These Jobs have disappeared via attri-

tion, various kinds of voluntary and involuntary "early-out"
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programs and layoffs. AT&T's 1984 annual report notes the

problems encountered in the first year after the breakup; four

manufacturing plants are in the process of being closed. We

urge the Committee to include employment in the United States

as a high priority. We hope not to see large numbers of

telecommunications workers forced to forfeit skills, knowledge

and gainful employment In the industry and become dislocated

workers who will begin new "careers" flipping hamburgers in

fast-food outlets.

In Sections 101, 102 and 103 of S. 942, we would stress

that success in telecommunications trade must be measured in

sales of exports from our shores. We see that aim in the

legislation and ask that the Committee report stress that

point. Our trade negotiators must be aware that the merely

cosmetic signing of n agreement is meaningless; certainty of

follow-through and action carries a deep meaning.

As we understand the bill, the remedies under Sections 102

and 103 are certain, no longer left merely discretionary. It

is necessary to keep a high degree of this certainty of

penalty, in order to attain credibility in our trade posture.

We have reservations on Title II of S. 942, in that it

gives a one-year "breather" after the first two years. We have

two proposals on Title II:

a. Clarify the Title II language, including the caption,

which could be taken as providing for general negotiat-

Ing authority. We agree with your remarks last week
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at the National Press Club that a new negotiating

Round should not be undertaken soon. A new Round could

become yet another means by which three to six more

years of unfair trade practices would continue.

b. Shorten the three years to two, with one year granted

In Section 102 and the one-year "breather" or "grace

period" in Title II.

Our rationale is based on the general recognition of the

urgency of acting soon to achieve a world of free and fair

trade -- with the words "free" and "fair" inseparable.

Section 301 addresses the FCC's Part 68 terminal equipment

registration program, with action prospective in nature. (This

concept also is addressed in H.R. 2037, offered by Rep. Matt

Rinaldo.) Given the dynamic nature of the equipment market, a

prohibition against new registrations directed against goods

from nations not trading fairly would be effective, providing

another incentive to change trade policies.

Section 302 builds on the "service sector access authoriza-

tion" provisions of the 1984 Trade and Tariff Act, clarifying

that equipment used in the provision of service also is

covered.

We endorse Sections 301 and 302 as necessary parts of this

legislation.

First-quarter 1985 trade deficit statistics of $33

billion only underscore the urgency for the Congress to act.

For all of 1985, we can only expect $150 to $160 billion, with

manufactured goods once again ravaging our economy.
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Senator DANFORTH. Is employment in this industry, in the tele-
communications industry, widening or falling or staying the same?
And do you think that-well, what's the outlook for the future? Is
it bright or not as bright as it should be? What can you tell us
about employment in telecommunications?

Mr. WOOD. Senator, I would be pleased to respond to that. In the
IBEW, with AT&T technologies alone, formerly Western Electric,
the IBEW has experienced a job loss from an employment level of
55,000 members just 4 years down to approximately 32,000 today.
So we have in the neighborhood of about a 14-percent job loss.

If you look at BLS data for the relative SIC's, you find that the
experience has been very similar. In fact, even more so. We looked
at a period that went back to, I believe, 1980, if memory serves me
correctly, and unemployment was in the neighborhood of about 24
percent.

So one can see from those experiences that employment is cer-
tainly declining. We have plants closing around this country. We
have experienced plant closing in Kearny, NJ; a plant closing in
Illinois.

Senator DANFRTH. Mr. Wood, are these telecommunications
plants?

Mr. WOOD. Yes; Senator, these are telecommunications plants. In
fact, these are formerly Western Electric plants, AITI technology
plants.

And we understand that operations in other parts of the country
will be curtailed in the very near future, that some of the major
telecommunication producers in this country are getting out of the
telephone handset business, the home telephone set business. It's a
very distasteful experience that we see ourselves faced with be-
cause it tracks very much the experience that we had in the televi-
sion receiver industry. We saw job losses first come as a result of
the imports of components and then we saw subassemblies and
then whole black and white sets, and then color sets. So today in
this country we have just basically a final assembly type of oper-
ation of color television sets. In fact, in your home State we repre-
sent people that are employed at the Zenith plant. And there we
have had a number of people lose their jobs because much of the
work was taken out of this country and much of the component
and subassembly work done in places in Taiwan and Mexico.

And we see a very similar thing happening in the telecommuni-
cations. Another parallel, without taking too much time, that I
would like to draw is that I think it's really good to focus on these
two industries because the television receiver industry in this coun-
try was also very technologically advanced. We were on the leading
edge of technology in that industry. We developed the transistor in
the Bell Laboratories in 1948. We developed in this country the in-
tegrated circuit. Yet, we lost this industry. We lost an important
industry. We went down from an industry that employed 100,000
American workers to an industry today that has in the neighbor-
hood of about 22,000 or 23,000 people employed.

The same thing can happen to the telecommunications industry.
There is not a tremendous amount of difference from the micro-
electronics involved in the production of telecommunications equip-
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ment as to what you find in the production of television receiver
equipment.

Thank you.
Senator DANFORTH. Mr. Morgan.
Mr. MORGAN. Mr. Chairman, I can supplement my colleague by

offering a couple of numbers that were in my written statement.
Since divestiture, the 15-month period since divestiture, AT&T
technologies appears to have gone down in employment overall by
15,000, plus or minus a couple hundred. And that not only would
be manufacturing, but that would be in the supply distribution op-
erations in what used to be Western Electric.

So I think we are saying the same thing, but in different context.
Senator DANFORTH. Senator Chafee.
Senator CHA. Thank you, Mr. Chairman.
Mr. Morgan, Mr. Wood, I would like to thank you very much for

coming here today because it seems to me what you have done is
you have taken the focus away from billions of dollars of deficits
and access to markets and large terms like that, and you have
brought it right down to jobs in America, what this is all about. In
your statement, Mr. Wood, you stressed the technological lead we
had in the television construction business, television set produc-
tion, and how that is just gone. And we think everything is fine in
the telecommunications industry, but the same thing can happen.
It's just like the passenger pigeon. We've seen it and it can happen,
and we ought to be aware of this. N

And I think both your statement and that of Mr. Morgan have
brought that clear--when Mr. Morgan in his statement on page 4
says: "We urge the committee to include employment in the U.S.
as a high priority. We hope not to see large numbers of telecom-
munication workers forced to forfeit skills, knowledge and gainful
employment and become dislocated workers who will begin new'careers' flipping hamburgers in some fast food outlet."

I just hope that from this committee we can come forward with
some constructive proposals. I agree with what you said about
these negotiations that have been going on and on. And I don't
know whether it was you or Mr. Wood that quoted that we have
very fine representatives in the USTR, both Mr. Askew and Am-
bassador Brock, yet this all started in 1981 with NTT and the
access to the market.

So I want to thank you both for coming and bringing these facts
home to us.

In your testimony, Mr. Wood, you recite on page 4 the plants are
down from 55,000 to 32,000. So we have got a real problem. And,
true, it's not just Japan, as was testified by the prior witnesses. But
it seems to me Japan is the most flagrant. I think those quotes you
had from the distinguished chairman's speeches were good.

I read his speeches myself. [Laughter.)
And I find them excellent. As a matter of fact, he sends them to

me. [Laughter.]
And let's listen to this one. "What sets Japan apart is this: No

other nation contributes so little to the open trading system in re-
lation to its gain from that system." We ve said 100 times here-
and I have stressed-that this isn't to keep out any Japanese prod-
ucts. Come one, come all. But just let us in there so we can have
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access. And that isn't getting away from the things we have got to
attend to and which we are trying to attend to right-now, that is
the value of the dollar, which is directly tied to the U.S. budget def-
icit. So we are tackling that too. And we are not saying that we
don't have plenty of things to straighten out in the Senate and in
the Congress, hopefully, as a whole, but there are other aspects be-
sides the strong dollar.

Thank you both for coming.
Mr. WOOD. If I could, Senator Chafee, I would just add that I

don't see how anyone can say that we don't have a real problem
with Japan. And all we have to look at is the bottom line figure of
a $32 to $1 trade imbalance in telecommunications. Now how can
anyone argue or put forth any kind of a rational argument that we
don't have a problem with Japan when we have got that kind of a
trade imbalance. For ever $32 of goods they sell us in telecom-
munications, we sell them $1 worth.

Senator CHAFEE. Mr. Chairman, I would just like to add some-thing.Some of the press has carried the statements about Japan bash-
ing. That's utter nonsense. Nobody around here is out to bash
Japan. Japan is a wonderful ally of the United States. We have the
most splendid relations with them. Just because we've got a prob-
lem in the trade area has nothing to do with bashing Japan. And
I'd like to set that old wive's tale to rest once and for all.

Senator DANFORTH. Senator Baucus.
Senator BAucus. Thank you, Mr. Chairman.
I have several points to make. First, I want to thank both of you,

Mr. Wood and Mr. Morgan. I agree with Senator Chafee that we
are not involved in Japan bashing here, but the fact of the matter
here is that, as the chairman says, no country has benefitted more
from an open trading system than has the country of Japan, espe-
cially since World War II.

When Japan adopted the Yoshida Doctrine at the end of the war,
it tried to become an Asian Switzerland. That is, build up economi-
cally but not become involved in world political affairs. And it was
very successful in adopting that course.

But now Japan has grown so much that it's incumbent upon the
Japanese to undertake more responsibility to open up, to change
and to adapt. The fact of the matter is that there is no country
that can adapt more quickly than can Japan. Certainly Japan
adapted very quickly at the end of the war. And Japan also did a
turnaround in 1867 when Perry came to Japan and Japan realized
if it was going to survive, it had to open up. Otherwise, it would be
dominated by other countries.

Japan can adapt. The problem, though, is that I don't know how
quickly Japan wants to adapt. I was talking to a major industrial-
ist in Japan several months ago about the privatization of NTT. He
said that once the regulations are opened up and some of the more
visible barriers to trale are reduced, Japan is still going to be like
a hotel in which the doors are open, but the rooms are all full.

A lot of this is attitudinal. And I think, frankly, that a lot of
people in Japan know that those attitudes have to change. They
nave to not only open up the doors, but also have some empty
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rooms, too, so that the hotel can be used by Americans as well as
Jaaese.

Turning to another subject, though, I would like for you to both
tell me what you know abut labor advisory committees' advice toour trade negotiators or to our trade policy people with respect to,
first, this bill or these series of bills, and, second, advisory commit-
tees' advice on the new round of GATT.

Mr. WOOD. Well, first, Senator, I would say that we don't believe
that sufficient effort is made to solicit our advice. Second, I would
say that when we have attempted to offer our advice, for the most
part it-has been ignored.

For example, we recommended against the renewal of the NTT
agreement simply because we saw no fruits accruing to American
industry and American workers. That advice was completely ig-
nored. Again, for the most part, we had to take the initiative there
to even get that advice to them. With regard to the discussions for
upcoming negotiations, upcoming multilateral negotiations, again,
it appears that our advice is being taken rather lightly.

We feel that they could benefit, that the administration, this ad-
ministration or any administration in office, .ould benefit substan-
tially from the advice that labor has to offer because we can make
them aware of the experiences that we are having in the various
industries where we represent workers.

Senator BAucus. Could you give me one clear example of advice
that has been offered and rejected?

Mr. WOOD. Yes; the advice on the NTT agreement, the renewal
of that agreement. We appeared before the Trade Policy Staff Com-
mittee and offered the recommendation that that agreement
should not be renewed. We attempted td have other consultations
with the USTR's office to try to underscore that point and to try to
find out where was the recommendations coming from in support
of renewing the agreement. If the USTR had contrary views
coming from industry, then we asked please share those views with
us; please let us know why it is important to renew this agreement.

We began to draw the conclusion that we have people in the
USTR's office that just like to negotiate and it apparently doesn't
matter to them what the bottom line of their negotiations are or
whether they ever reach a bottom line.

Senator BAucus. I see my time is up. Could you, for the record
by documentation of times and dates and advice given and also
what the correspondence has been, provide that?

Mr. WOOD. Yes, I could.
Senator BAucus. Mr. Chairman, I think part of what Mr. Woodis saying is that we may not be ready for a full GATT round. And a

lot of us have been saying that.
And, Mr. Chairman, I have been reading your speeches too and I

know you agree. And I think what Mr. Wood is saying tends to con-
firm that we may not be ready for a new GATT round.

Senator DANFORTH. I have never been so flattered in my life to
know that you all have read my speeches. Thank you.

Gentlemen, thank you very much for your testimony. It has been
very helpful.

Mr. MORGAN. Mr. Chairman, for Senator Baucus' benefit espe-
cially, I also have quite a large amount of paper, documentation
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over the last 8 years on ta matter which I would be delighted to
share.

Senator DANFORTH. We would be happy to look at it. Thank you.
[Mr. Wood subsequently supplied the following documentation of

correspondence, requested by Senator Baucus:)

I\
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IBEWQ
INTERNATIONAL BROTHERHOOD OF ELECTRICAL WORKERS
11 25-Fifteenth St. N.W. C€wM. 100e, 6d Fih A L*WoInterma-" net"s4 le r w
Washington, D.C. 20005 preet se,

January 30, 1985

Ambassador Willism E. Brock
United States Trade Representative
600 - 17 Street, NW
Washington, DC 20506

Dear Ambassador Brock:

The International Brotherhood of Electrical Workers gave testimony on
November 15, 1984, at the International Trade Commission (ITC) on a matter you
had asked the Commission to investigate. The investigation was TA-131(B)-g on
the "Probable Economic Effect of Providing Duty Free Treatment for U.S. Imports
of Certain High Technology Products." We expressed several concerns in that
testimony, such as loss of revenue to the U.S. Treasury, the resulting strength-
ening of Japanese Research and Development, incentives to U.S. firms to continue
to move production to foreign locations, etc. One of our major concerns was that
employment opportunities would continue to be eroded. Another important concern
we conveyed to the Commission wis the likely effects the elimination of the
tariff on semiconductors could have on domestic production and thus our national
security.

'it is our understanding that the ITC submitted their report to you on
December 14. 1984. Would you advise us as to their findings and also as to the
status of any negotiations with Japan on tariffs on semiconductors. What is USTR
doing or planning to do on this issue?

Let me again emphasize that the IBEW believes that such bilateral negotia-
tions are a mistake and that tariff reductions on vital high technology products
are inappropriate at this time.

Sincerely yours,

Charles H. Pillard

International President

CHP/jl /RB

Enclosure
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IBEWQ
INTERNATIONAL BROTHERHOOD OF ELECTRICAL WORKERS
I I 25Fifteenth St. N.W. Ctwies M , BIP.dkrN A* I LO-on

Ir~ert rsaj~ k~larrot 'wW1

Weshington, D.C. 20005 P, Went Wct ary

January 29, 1985

Ch irman
International Trade Commission
701 E Street, NW
Washington, DC 20436

Dear Mr. Chairman:

On November 15. 1984, the International Trade Commission had public hearings
on the probable economic effect of providing duty-free treatment of U.S. imports on
certain high technology products (332-199). The International Brotherhood of Elec-
trical Workers was a participant in these public hearings and is vitally interested
in the ITC's findings.

It is our understanding that a final report on this matter was sent to the
United States Trade Representative (bSTR) on December 14, 1984. The IBEW, because of
its involvement in this case and in these public hearings, requests a copy of your
report to the USTR.

Sincerely yours,

Charles H. Pillard

International President

CHP/jl /RBW
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October 11. 1984

Ambassador William E. $rock
United States Trade Representative
600 - 17 Street. NW
Washington, DC 20506

Dear Ambassador Brock:

As You know, the International Brotherhood of Electrical Workers (1EKV)
has been very concerned with how the Nippon Telegraph and Telephone (BITT) Agree-
ment has operated.

On* criteria that should be used In Judging the performance of the ITT
Agreement Is the employment generated In this country as a result of IT purchases.
We urge you to make sure that the employment effect Is carefully considered.

Members of my staff and others from organized labor met with
Ambassador Smith and others of your staff In September. At that meting data on
the operation of the BITT Agreement and sales wder the government Procurement
Code during the past year was premised. Me look forward to receiving that data
in the near future.

We are In the process of preparing data relative to the IlM's expe-
rience in telcomunctatIons. We will make that data available to your office
as soon as It Is in final form.

The annual review under the extension of the IT Agreement was added
to ensure that the Japanese didn't Just come forward with am purchases at the
end of another three-year period as they did in 1983. Therefore, I urge you to
make this review a meaningful process. because of the Importance of this evalu-
ation process in terms of employment for U.S. workers and sales for U.S. firms,
ve would recommend you give consideration to conducting public hearings on the
operation of the agreement during the first year of the extension.

Sincerely yours,

Charles H. Pillard
International President
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~t~24, 1953

htbserador Wi1liw. E. Brock
United States Trade Representatiw
600 - 17 Street, W
Washington, D 20506

Dear M&MM&&x Brook,

In .vyr role as the UnIted States Trade Pepresentatve Wyu
posit.an as cmlrrnx o the Interagencv. review procs-, yov wi.? nD 6xft
bev', t.tantAe' Inout IntA, tht ,ir-'4w c o' 0.ther or nrt b, ren the MY"
nrevnnt. Ite 7nterntowl Brot.wrhty" of F.-ectrica] torkerc be, fever

very strongly that this agreement should not be renew*.

During the term of this agreemet, the Japmnese he increased
their penetrating o the U.S. telecouniistions mrket to in alarming
degree; ani the IM; has suffered more than a 23 percent decline in aploy-
ment in the industry while at the sas time sales to Wf have been at an
inwultingly low levei. 1his is an Intolerable situation.

its goal of the original MW n.gotistions ams empremed in tta
Straws-shiba *joint Statement' ws to bring out Joint reciprocity in
trade between or two oamtrie in tleimmlcatieo. te .7 me hm
raped our rvrket while throwing us a few cnmbs. Their perfaccw tuder
the term of this aqremnt has beem in mch manifestly bed faith as to
deserve no seorn chance - three years of this kind of epier -moe,
injsed, Is enoughl

An VM you have worked hard to bring about cm~lianoe an the port
of the Japanes. You and your assistants have met with the Japonese on
numous cocasicns, both in this okxntry and in JAMu. You have publcly,
In new interviews nd before congressional omuitteie, wriz that unle
there was perform in the form of signlfinint mss to Wff by U.S. firm
this agreement wuld not be renewed. I appeal to you now to use y=ur best
efforts to iee that the agr.e t is rot rawwed.

I't* M Agrent represents the essence of what is wrong in our
trading relationship with J3qw. Or market is open while theirs In
essentially closed. in an area like teleom unioatiorn where the United
States is the undisputed world leader, the Japenea use stalling tactics
while building up the strength of their nestlc intlustry Wi will orgy
begin to allow outsiders into their mket when it no longer makes any
difference. We must now act in a timely fashion to insure that this tactic
does rot work once again in teloommicmtions the may it has in so many
other industries.
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k'hrra or V:. F. Brock - 2 - Ocb'he 24, 199.

Mr. A.basaior, . have an u -. c1cY.nt rate in this ocuntrv of
wtU over 9 percent t!le umw Vovveit in Japar, is only aIvxt 2.5 pp.rrcnt.
'be IBU" repretentP over 100,000 vorkerF in the tpieocniceaton indutry,
and their jobs are affected, by st, agreeswts s the T Agreerwt. _ I'ese
wwkers a wel.] as many thousands of others are be!ng unfairly injured.
Surely, your office will want to cocern itself with the question of hov
many .diestic Job have resulted. frc the MT Agreement. W.th mlt-
nsticnrwl -rportonw able to surce vlor portions of their proedution
labor fri. foreign opratioms, it is crittoal!y hqxrtant to krvm the wMer
to the precling question. 7his should be the criteria by Webi the vu
Agreement is judged.

enePwal would al. Iw the Japaese o~ntdmd uraered r ac@ss to
our market. Non-renewl .Id sen a aesga.e to the V.S. Ccnress that
there are serious problem in this tra* area vith ,aten thAt d*-mev correc-
tive action. It wt' PlAvo reinrtitutp the Po," efce rw5v'c.-, cvf
(Ckernomrt ProCJrenontl hit rore ,it-.rt y, no1w-renew.O o th il Tvy,-
T e.ep.raph anrd Teejme Agreaient could I* an important link in onrrectirnq a
broad range of trade problem with Japan.

I trust theee oeervetions will be of wv gu ide to yu at this
critical time.

Sirverely ywrs,

charise f. Pillard

International President

OHP/jl /RBW
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January 11, 1983

Ambassador William E. Brock
United States Trade Representative
600 - 17 Street, NW
Washington, DC 20506

Dear Ambassador Brock:

The United States Government, through your office, is presently nego-
tiating with the Governments of Brazil and Peru on the subject of export sub-
sidies. The International Brotherhood of Electrical Workers is vitally concerned
with the general stance the United States is taking in these negotiations and
with the substance of these proposed agreements.

In late 1979, Brazil agreed to staged reductions of their IP1 and ICM
subsidies by June 30, 1983. In response, the United States accepted Brazil as
a signatory to the Subsidies Code of the General Agreement on Tariffs and Trade
(GATT) thus giving Brazil the benefit of the injury test. In the spring of 1982,
it was discovered that Brazil had, as part of its BFIEX program, signed contracts
with exporting firms guaranteeing continuation of the JPI export premium through
1989. This should be prima facie evidence of bad faith on the part of the Govern-
ment of Brazil. The United States should expect other governments to act in good
faith and live up to their international agreements. Brazil's present financial
piobleis ad Lhc iieLvuusress of U.S. bankers should not prevent the United States
from withdrawing the injury test. To allow Brazil's subsidized products (such as
auto parts and civil aircraft and their associated electrical/electronic parts)
to continue to enter the United States without the appropriate countervailing
duties is to require U.S. workers and industry to bear the burden for Brazil's
actions.

The proposed agreement with Peru on export subsidies Is likewise bad for
U.S. workers and industry. This agreement calls for the U.S. to immediately forgive
past countervailing duties and provide an injury test, whereas Peru gives nothing
for three years, a promise to end subsidies in an end loaded staging scheme in five
years and even be able to repudiate that without penalty. Frankly, I am appalled
that such an agreement would even be considered; and this would certainly be the
wrong signal to send to other potential signers to the Subsidy Code.

The substance of these proposed agreements points up once again the ineffec-
tiveness of the general stance the U.S. Government has taken in trade negotiations.
Our sometimes tough talk fails because it is not accompanied by actions of any sub-
stance in cases where our vital interests are at stake. Thus, our domestic industry
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Ambaudor V.. L. Brock
January 11, 1983

continues in decline; and American workers continue to lose jobs to subsidized
and other imports. This has no doubt contributed to what Ambassador facdonald
referred to recently when he stated that the domestic sentiment in the U.S. is
not one of "protectionism" but rather a loss of confidence in the trading system.
One can well understand this "loss of confidence" whun such inequitable agree-
ments are 'not only proposed but also enacted to the detriment of domestic workers
and industry.

Thank you for the opportunity to comment on these two proposed agreements.
I would urge you not to accept them in their present form but to negotiate agree-
ments that are equitable and fair to the interest of American workers and industry
in line with the above comments.

Sincerely yours,

Charles H. Pillard
International President

ClP/jl/RBW
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(AFFILIATED WITH AFL.CIO)

OFFCE OF IM K STET.-,-I. WASINT6 D.C. 34M
THE PAESIENT

September 20, 1978

Adyilorr Note to U.S. International Trade Conmail

On numerous pages of the attached CWA testimony, we refer to certain

numbered Tables, which make up the 29 pages of the Conission's Preliminry

Report.

At the time the Unionos testimony was prepared, the Commission had not

assigned numbers to the Tables on those pages.

Thus, CW assigned numbers to the Tables in the order they were collated

and published by the Commission in its Preliminary Report. This CWA numbering

system may differ somewhat from the designations appearing in the Final Report

in the Comiisaioners' hands.

Where Table numbers such as 0100 and N24A* appear, the references are to

the lower Table on a given page.

UNIo. mAOF OPEIU 7-LmITHO U.S.A.
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The following Is a guide to coordinating table

used in the CVA testimony with the numbering system

Commission's Final Report.

Table No.
in CWA
Testimony

1

2

3

5

6

7

8

9

10

11

12

13

14

15

16

Table No.
in USITCReport

8

10

12

11

14

19

20

21

22

23

24

25

13

15

16

17

Table No.
in CVA
Testimony

17is
18A

19

20

21

22

23

24

24A

25

25A

26

21

28

29

references

in the

Table No.
in USITC
Report

18

1

35

36

37

38

4

39

40

2

3

5

43

41

42
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Before the

UNITED STATES INTFRNATTONAL TRADE COMMISSION

In the Matter of

Baseline Study of the )
Telephone Terminal and ) Docket No. TA-333-92
Switching Equipment )
Industry )

TESTIMONY OF
JOHN MORGAN

ADMINISTRATIVE ASSISTANT TO THE PRESIDENT
COMMUNICATIONS WORKERS OF AMERICA (AFL-CIO)

SEPTEMBER 26. 1978

The Communications Workers of America is an affiliate of

the AFL-CIO, and represents more than one-half million American

men and women. Most of these are employed in some aspect of the

telephone industry. However, among the more than 650 contractual

relationships we have with employers, there also are persons in

public employment, non-telephone manufacturing, broadcasting and

many other endeavors.

We have been following the matter of importation of telephone

equipment for several years, and we have not yet seen much to

encourage us. We hope we are not being dismally pessimistic about

the future of the telephone communications equipment industry,

which today employs approximately- 200,000 Americans.
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Hard and definite numbers have been most difficult to

secure. The Commission's baseline study has added a considerable

amount to the knowledge of all of us. We are grateful the Com-

mission has performed the study. We hope the Commission will

monitor the situation in the future. We do not now have

information to allege "dumping."

Tie equipment business I refer to is in excess of $8 billion

a year. Most of that domestic business -- at this time -- goes

to Western Electric Company. GTE Automatic Electric and GTE Lenkurt.

We would be rash to assume that the situation will always be so,

given the recent history of radio and television receivers,

textiles, shoes, motorcyles, and many other products.

Since the Carterfone decision of the Federal Communications

Commission a decade ago, the equipment field has been opened to

what the FCC has come to call "competition." The word "competition"

appears at this late date not to have an agreed-on defiition. The

proposed rewrite of the Communications Act, H.R. 13015, uses the

term without definition. This proposal contains a 4-line

provision which would require the divestiture of Western Electric

Company and perhaps Automatic Electric and Lenkurt; the actual

conditions under which the divestitures must come about are at

this point murky, given the very simplistic language of Section 333.

As the International Trade Comission is aware, the Department

of Justice has asked the divestiture of Western Electric Company

as part of the relief sought in its anti-trust suit. We continue

to question whether a newly independent Western Electric Company
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would be allowed to compete in the marketplace, since it is

so large. With rare exceptions, Western Electric only has 2

customers: the Bell System and the U. S. Government. As I

understand the A. T. & T. policy, Western Electric declines

to sell its wares in the open market becuase of the 1956 consent

decree and the corporate desire to avoid further anti-trust

actions. I have read and seen arguments whose burden is that

the consent decree does not specifically bar Western Electric

from offering its wares to all comers. I assume this issue

will shak. out in my lifetime.

At the time of the Carterfone decision, there were only

6 significant manufacturers of telephone equipment located

in the United States -- Wcutern Electric, Automatic Electric,

Lenkurt, ITT, Stromberg-Carlson and North Electric. Since

Carterfone, a number of major foreign multinational corporations

have entered the United States market. These companies include

Ericsson of Sweden, Northern Telecom of Canada, Plessey of

Great Britain, Siemens of Germany, Nippon, Iwatsu, Fujitsu,

Hitachi and Oki of Japan.

From 1975 through 1978, the Federal Communications

Commission issued 3 Report and Order documents and a Memorandum

Opinion and Order, all in the Docket 19528 proceedings on the

interconnection of various kinds of terminal equipment to the

telephone network. In acting, the FCC created Part 68 of its
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Rules and Regulations, to cover many of the aspects of the

equipment registration program that has flowed from the

Carterfone decision of 1968.

We hope the Customs Service, which has inspection

personnel, will watch to see that coummunications equipment

will meet the standards set by the FCC Docket 19528 program.

We do not believe the FCC currently has the personnel to

provide enforcement to its rules. Equipment not meeting the

Part 68 technical standards could enter the domestic market-

place, given the somewhat unclear means of enforcement.

It is worth noting here that the FCC equipment registration

program does not provide that any item of equipment must operate

as designed. The Commission some time early in its proceedings

took the position that it would not get itself into the consumer

protection business. It decided simply that the certification

would mean only that the equipment in question would not cause

harm to the switched telephone network. In a way, the

certification program is analogous to that of Underwriters'

Laboratories regarding electrical devices.

Previously I mentioned that hard and definite numbers have

been most difficult to obtain. Since August 1976, I have queried

the former Office of Telecommunications of the Department of

Commerce; the Bureau of the Census, at Suitland; the former

Office of Telecommnications Policy; the New York office e of

the U. S. Customs Service; this Commission; the Bureau of

International Labor Affairs of the Department of Labor; and the

Federal Trade Commission. In addition, I have queried Professor

51-591 0 - 85 - 5



126

Ithiel de Sola Pool of Hassachu:setts Institute of Technology

and Professor James McKenney of Harvard School of Business.

Professors Pool and HcKenney in January 1975 completed their

report entitled "Domestic Employment Effects of Foreign

Direct Investment in the Electronics Industry," for the

Department of Labor.

Publications on imports I have examined include "United

States International Trade in Telecommunications Equipment,"

issued by OTT in February 1977, and "An Analysis of Domestic

and Foreign PABX Markets," a contractor study done for the

Office of Telecomunications in Commerce, issued in April 1976.

I have interviewed Dr. Paul Polishuk, former assistant director

of Cmomerce's Office of Telecommunications and Donald Dittberner,

who did the 1976 OT contractor study. In Annex A, we have

included several pertinent pages from the OT contractor study

of Mr. Dittberner.

In Annex B, we include several sets of questions for which

we have tried to gather pertinent and specific information on

the imports situation.

The information on imports collected by the U. S. Government

has been inadequate. When we attempted to get more specific

information in an inquiry to Commerce Secretary Juanita Kreps,

we were informed by a letter from Census Director Manuel Plotkin

that the kind of information we wanted was exempt from disclosure
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by law. In following .up this matter, both at Census and at

this Commission, I learned that there have been some difficulties

in categorization of various items of equipment, difficulties

caused in great part by technological advances and the under-

stazding thereof by government personnel. Similarly, the

Federal Trade Coamission's "Line of Business" information is

restricted.

Besides better categories, another area of information

which has been lacking is numbers of units being imported

and the dollar values on the market. We want to know who gets

this equipment; we want to know who gets importedparts for

rapid and low-labor-intensity assembly in domestic plants;

we want to know the trade names and if imported items do in

fact bear nation-of-origin labeling; we want to see nation-of-

origin labeling on equipment made of foreign parts but assembled

in domestically based plants. We do not want to see the words

"manufactured in U. S. A." having a meaning other than actually

produced in this country. As this Commission knows, CWA in

March filed a petition for rulemaking at the FCC, to require the

nation-of-origin labeling under the Comnission's Part 68 rules

on equipment registration. After ignoring the CWA petition for 8

weeks, and being cajoled several times, the FCC finally gave

us the courtesy of a response -- which was negative. The

labeling requirements we had inmind would be consistent with,

but more stringent than those imposed by 19 USC 1304 and 16 CFR15.207,

the latter an advisory opinion of the Federal Trade Coamnission
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on the use of imported parts in domestic assembly operations

and the improper use of 'ade in USA" as a label.

We intend to continue to monitor importation of coumunications

equipment, since we cannot be assured in any way that the

manufacture thereof will not follow radio and television receivers

and a host of other items to places outside the United States.

We believe the U. S. Government must be prepared soon to step in

very soon and impose the same kind of port of entry restrictions

that are used by other countries, under so many variations.

The data in the Comission's preliminary report tables show

imports are indeed heading upward. In our analysis, some of the

tables appear to be conveying inconsistent information, which

is explained by unreliable source material.

We know that some telephc- a companies have been buying

imported equipment. We are not attempting to' say that all

telephone companies use only U. S.-made equipment; we also

are not trying to say that all interconnect companies use only

imported equipment.

Table 1 shows U. S. shipments of terminal and switching

equipment; since these figures have been compiled by this

Comission, the 1976 and 1977 figures are reliable. We see

$439.3 million in 1976 and $584.5 mJllion in 1977, representing

an increase of about 33%. This table shows the "non-captive"

market, that is excluding the Western Electric and Automatic

Electric business within the Bell System and General System,

respectively. We are informed that the "interconnect" business,
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the telephone equipment competitor. is included

in these figures. Imports and domestic production figures are

included in these figures.

If we project on a 30 annual increase for 1978, 1979 and

1980, we then find the shipment totals in the "non-captive"

market would be in the area of $760 million, $985 million and

$1.25 billion, respectively.

Figures of those magnitudes obviously have significant

employment implications. Our Union has been informed by

Bell System management that the 1978 business forecast now

appears likely to fall short by one-half million telephone

stations. We do not know if this downward revision of the

1978 forecast means (1) that the one-half million new stations

failed to materialize; or (2)' that the one-half million new

stations were provided by competitors; or (3) some combination

of (1) and (2).

Table 2 also gives ITC survey figures on U. S. shipments

of equipment to other than common carriers. From our inquiries,

we find that most of tV.e $204.9 million in 1976 and $309.4 million

in 1977 is in t.e "interconnect" market. Again, imports are

included in these figures.

The increase from 1976 to 1977 is $104.5 million, or 51.

in what we can call the "non-captive" market.

From Table 6, we derive the imports figures on the same

items of equipment, with a total of $127.6 million as the "ex-factory"

value plus CIF. I very cautiously will note that this $127.6 million

of imports value could represent 41% of the "non-captive" market.
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Because of the confidentiality rules here at this Commission,

we are unable to line up squarely the data of Tables 2 and 6.

(We would request the Commission to do this.)

That 51% increase in shipments in Table 2 may or may not be

a solid trend. If we can project a 50% annual increase for 1978

to 1980, we would have totals for those years reaching approximately

$460 million, $690' million and $1.035 billion, respectively.

If we are more conservative, and apply only a 25% annual increase

for 1978-80, we would have totals of around $360 million, $450

million and $560 million, respectively..

Whichever way we project, these figures become significant

in GNP and employment aspects.

Tables 3 to 5, inclusive, are based on Census data. We

do noc believe the figures are reliable, because of problems

in categorizing and reporting. For a single example, please

note the 1977 exports total on Table 4, which is shown as $256.1

million. This figure does not reconcile with the "hard" data

furnished to this Comamssion in this baseline study, as shown

on Table 13 for exports, at $67.7 million.

This Commission's staff looked at those Census exports

figures with concern because of the wide variance. We are

informed that the exports figures reported by Census in all

probability include many items not correctly includible in the SIC

3661 code and TSUSA 684.62 and 724.9 schedules.

The 1977 imports totals, set forth on Table 4 at $128.7

million, appear close to the Table 6 total of $127.6 million in

"hard" data secured by this Commission. However, the Table 4
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total of $128.7 million includes more than the telephone

equipment at issue in this inquiry. The Census data figures

seem to be understated by about $22 million.

In Annex C to this testimony, we adapt and project from

the Table 4 imports figures, since we have secured Census

figures on the first 6 months of 1978 in several subcategories.

If the Census figures are correct, then we see the sharp increase

of $57.1 million on a full-year basis, or 53%.

Table 6 shows imports of telephone equipment, generically

stated, es $87 million for 1976 and $127.6 million for 1977;

these are "hard" figures derived by the Commission from its

current baseline study. The $40.6 million increase is about

47%.

By projecting at a 47% annual increase we would have imports

reaching $187 million for 1978; $275 million in 1979; and

$404 million in 1980, We are more comfortable in projecting

at a 25% increase, which would mean $162 million in 1978;

$202 million in 1979; and $253 million in 1980.

These imports figures are the values of the goods ex-factory

plus CIF, as secured by this Comnission in response to the industry

questionnaire. The actual market value can be 3 to 4 times these

Comission imports values, according to an estimate expressed by

Donald L. Dittberner in 1977. Hr. Dittberner and his organization

performed the Office of Telecommnications contractor study in 1975

on the domestic and foreign PABX markets.
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Although we have expressed some concern over the reliability

of portions of Table 4, we still are able to note that Census

has reported some significant increases - over 50% - in imported

telephone equipment for the first 6 months of 1978 in 3 sub-

categories. Annex C explores some of the trends and the cause

of our concerns thereon.

Tables 7 to 10 are based on Department of Comerce

statistics; they are expansions of the information on imports

shown in Table 4. Once again, it is necessary to refer to the

CWA comments on Tables 4 and 6 and our Annex C.

Overall, we import primarily from Canada and Japan.

Table 11 shows that relatively minor amounts -v.! telephone

equipment are afforded Section 806.30 treatment.

Table 12 shows that Section 807-treatment goods came to

$11.9 million, with about $8 million value-added outside-tLi-

United States.

Table 13 gives "hard" Commission data on exports of telephone

equipment, generically considered, on the same basis as in Table 5

for imports. We find $67.7 million in exports in 1977, a sharp

discrepancy from the $256.1 million shown on Table 4.

The exports in 1976 and 1977 indicate an increase of 9.6%

in dollar value. We are unable to determine how much of the 9.6%

can be ascribed to inflation.

However, if we project on a 10.annual increase in export

values, we would have about $74.5 million in 1978; $82 million

in 1979; and $90.2 million in 1980.



We have to agree with the findings of the February 1977

Interagency Committee on International Telecommunications Trade.

which explored the problems affecting the cope 4tive environ-

ment for United States telecommunications goods exports. A

key problem, stated on preface page v, is: "Collaboration

between foreign governmentss and their telecommunications

equipment industries handicaps the efforts of U. S. equipment

manufacturers competing for sales both within these countries

and in third-country markets."

CWA's position is that the United States must either

secure some real changes and concessions from other nations

or see our domestic industry involved in the continued one-way ---

inward-bound --- trading.

The preliminary report of this Commission lists a number

of the open trade barriers in other countries on our tele-

cou unications goods, especially at Table 27. The effects of

those barriers in other nations show up in the information

in Tables 24A, 28 and 29.

Tables 14 to 17, dealing with exports by geographic area,

are in our view unreliable because of the overstated dollar

volumes, which do not reconcile with Table 13 figures as

learned by this Comnission.

Tables 18 and 18A deal with employment and training in

1972, 1976 and 1977. We are informed these figures include

Western Electric, Automatic Electric and the numerous other

firms involved in production of equipment. These figures

include those engaged in "manufacturing" operations --- that is,
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the assembly in domestic plants of foreign-made parts.

We believe these charts would be more useful if a

detailed breakout could be provided to us. We hope the

Comissioners are in possession of such information.

Within our Union alone, we represent close to 17,000

non-supervisory employees at 8 Western Electric manufacturing

plants, 14,000 in the nationwide supply and distribution

bargaining unit and about 16,500 in the nationwide installation

bargaining unit. Western Electric employs a total of about

151,000. Employees of 12 other Western Electric plants are

represented by the International Brotherhood of Electrical

Workers. Employees of one other Western Electric works are

members of an independent Union, the Comnunications Equipment

Workers.

It is necessary to add that CWA represents approximately

150,000 persons whose jobs involve the terminal equipment

aspects of the telephone industry. In addition to those in the

manufacturing, supply/distribution and installation divisions

of Western Electric, there are the many thousands of installation

and repair, business office, centldl office, PhoneCenter,

commnercial/marketing and accounting employees.

If we had more information than is contained in Table 18A,

we might be able to do more than note some significance in the

manufacturing total employment figures: a drop of 13,980 from

1972 to 1976, then an increase of 9,678 from 1976 to 1977. The

net decrease in the 5-year period is 4,302. For production
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workers, that is, those who would be represented by Unions,

the 5-year net drop is 6,870, or 10.6%. Part of this drop ts

accounted for by the closure of 4 Western Electric plants in

1975.

This cloudy employment picture has caused our great concern

in this International Trade Comnission proceeding.

CWA and the IBEW have attempted, with some limited success.

to organize employees within the "interconnect" industry --

the group of companies generally represented by the North

American Telephone Association. In mid-1976, we found that

we represented about 480 employees of 42 "interconnect"

companies. A Business Week article in the May 1, 1978 issue

stated: "Of the 30,000 workers employed by interconnect

companies at the end of 1977, 4,154 belonged to the IBEW and

only 948 to the CWA, says the industry's trade group, the

North American Telephone Association." Our most current

(September 1978) figures show that we represent 741 --- perhaps

75 to 100 more --- under 65 contracts.

Tables 19 to 21 give breakdowns of employment in the

common carrier telephone industry, that is, excluding the

"interconnect" and related companies.

In Table 22, the onrush of technology in great part explains

the 1972 to 1977 productivity improvements --- 138.2 and 170.2

telephones per employee, respectively.



186

Table 2" notes that 80.1 of the world's telephones,

outside the United States, are government-owned. We have seen

from the Interagency Conmittee report cited earlier that there

is in many nations a very close integration and coordination

between the government-owned telephone system and the domestic

equipment industries. We see this situation as a key retardant

factor against our American industries' ability to export.

We consider Tables 28 and 29 together to show for 1974 the

limited import penetration and low dollar volumes of U. S.--

produced goods in a number of other nations which are among

our major trading partners. We do not believe the situation

has improved much in the last 4 years.

Below in a side-by-side exports and imports chart for 1974,

for selected countries. The exports figures come from this

Commission's Table 29, which originated in the Bureau of 'the

Census. The imports figures come from the IA-245 report 'for

1974, produced by the Bureau of the Cenus. We use these figures

with the same caveat as applied to other Comerce and Census

data, that is, the strong possibility of sizeable error.

Exports to: Imports from:

Germany $1.1 million $1.8 million

Japan 2.449 55.16

Brazil .535 " 1.62 "

Italy 1.9 " 1.96

Australia 1.6 " .18 "

Mexico 2.8 " 5.13 "

South Africa .440 " .003 "

Taiwan .575 " 1.117 "
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The Comission's staff personnel assigned to this inquiry,

particularly your colleagues. Messrs. Graves and Fletcher and

Ms. Schill, have been most helpful and gracious. We believe

it fitting to recognize a lot of hard work.

We are grateful to the Comnission for instituting this

baseline study, which we-see as the beginning of the monitoring

process so that "hard" data will be provided from here on out.

We may be in the early days of a major shift of production from

the United States for telephone equipment. We hope no one in

government seriously considers such an eventuality to be sound

public policy.
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Annex . to t Testimony.

(Tbese pages are reproduced rrom O? Contractor Study 76-4, *An Analysis of Daostio
amd Foreip WiSK Markets,' submitted by Dittbernsr Associates, April 1976.)

4. U. S. PABX Imports--Market shares

Table 1-4 converts the line requirements of the major market uerg

of PABX equipment to dollar equivalent showing their cumulative import

requirements for the years 1971-1975. This data was extracted ad compiled

from several tables contained in Captor V of this report.

The significant findings show that the Bell System Imported 17% of
the total dollar value of PAPX imports during this time frame. independent

telephone companies 1S% o the total Imported PABX dollars and the

Interconnect companies 65% of the import volume. On a dollar level, the

interconnect accounted for $120 million of the $185 million imported with

the Deli System and independent lv, ophoae companies equally sharing approni-

mately $65 million o imported PADX equipment.

S. Balance ot Trade--PABX

Based upon the extensive interview program with manufacturers

and users of PABX equipment. Dittborner Associates. Inc. developed the

following table covering Import and export activiAy for the years 1971

through 1974. Since the Federal Government statistics do not specifically

break out PABX equipment in a meaningful manner for this report, we have

included some Judgemental factors to the basic information provided by the

U.S. manufacturers and users of PABX equipment to obtain U.S. totals.

In Table 1-S our analysis shows that imports grew from $29.0

million In 1971 to $62.2 million in 1973 and then dropped in 1974 to $46.5

million. During this same time frame. U.S. manufacturers indicated to

the Dittberner Associates' staff that their export contributed only a mail

sum in terms of dollar volumes amouAting to an estimated $3 million annually

during 1971 and 1972. doubling to $7. 5 million in 1973 and increasing to

$1Z. $million in 1974.

Table fl-S shows that the net balance of exports versus imports

24
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TABLE 1U-4

U.S. PABX IMPORTS

BY MAJOR MARKET SHARES

1971-1975 (Cumulative)

(000)

Imports
1971-1975

Bell System Co.

Independent Tel. Co.

Interconnect Co. 's

TOTAL

$32,000

33,000

120, 500

$185, SO00

Source: Summary from Chapter V.

25
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Imports

17%

16%

65%

1001%
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TABLE U-S

U.S. BALANCE OF TRADE

PABX SYSTEMS ONLY

($ Millions)

Year

1971

1972

1973

1974

Imports

$29.0

47.8

62. Z

46.s

Exports

$3.0

Net Balance

-$26.0

3.0

7.5

12.8

$54.7

-$33.7

Source: Dittberner Associates, Inc. estimate based upon U. S.
and foreign manufacturers' interviews.

26
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dlcatd a negative balance of trade accounting for $26 million In 1971

growing to $54.7 million in 1973 and falling off uring 1974 to $3$.? millie.

it is significant to note that during 1973 maJor structural shifts
developed in the U. S. PANX market with the introduction of PADX equipment

menufactured by Northern Electric of Canada in the UhWta states under

the U. B. subsidiary Northern Telecom Ic. This change-over also

coincided with the development of plant facilities by Hitachi in Doraville,

GoeorgI an exasi n of the Ok plant in Fort Lauderdale. Florida. and
the opening of a Nippon Niectric facility in California. Thus. PABX

equipment which had been Imported during the 1971-1973 time frame by
these *ame corporations boean exhibiting "Made in U.S.A.' tas with 5I% of

the end 0roduct habals a value-added in the United This shift
in the structural process has led to an expansion of U.8.-based manu-

facturers of PADX equipment and a resulting decline in the import wlae

of the same commodity (excluding repatriation flows).

6. Projected--U. 8. Balance of Trade

Dittberner Associates, Inc. staff developed Table 1-6 so the result
of the interview program with manufacturers of PANX equipment in the

United States and, based upon these discussions, developed potential export
forecasts accompanied by import requirements to show the not change

taking place in the balance of trade items. A number of Judgemental factors

were used in developing the back-up tables for imports, which are explained

in Chapter V of this report.

As the table shows. Dlttberner Associates, Inc. predicts a negative

balance of imports over exports for the year 197 accounting for a $10. 5
million deficit, however, by 1978. we anticipate that the U. S. export market

will make dramatic increases causing a positive flow of exports over Imports

for the ensuing time frame through 1984. Our statistics take Into consider-

ation the changing siructures, both in terms of manufacturers and technology

developments currently underway in the United states and theit potential

Impact on world markets. We anticipate that imports will grow through
1981, but that exports will grow at a much faster rat& While imports

27
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TABLE 11-7

STRUCTURAL CHANGES U.S. PABX MANUFACTURING

1971-1975

U.S. PABX (1)
Manufacturers

1971

Western Electric

Automatic Electric

L T. T.

Stromberg -Carlon

North Electric

Additional
U.S. PABX (1)
Manufacturers

1975

Philco-Ford

R.C.A.

Danray Corp.

Rolm Corp.

Digital Tel. Co.

Commex

Tele-Resources

/
Foreign PABX
Manufacturers(2)
in U..

1975

Northern Teleocm

Oki

Hitachi

Siemens (1976)

Prime Foreigs
Suppliers(3)
to US.
Market 1975

Erics.m

NEC

Wescon

Chestel

Control Networks

Teleplex

Some percentage of foreign components included- -unidentified.

Over 51% vaLue added in U.S.

Foreign imports, less than 50% value added .n U.SL

30

1.

2.

3.
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standard" equipmentis.

The major losses by captive supplier organizations which are

known include:

The sale by itachi to GTZ of a number of PABX/ystjems.
" The sale of PABX systems to Continental Telephone

and the later acquisition of Control Networks by
Continental Telephone.

" The slea by Oki to a number of Individual independent
telephone operating companies in the United States from
their Oki America facility in Flodda. The largest of
these was 53 PABX's sold to Rochester Telephone Co.

o The sale by Stromberg-Carlson to a sineaWe nmber
of independent telephone operating ctimpunies of their
ESC Electronic System PABX

It is important to recognise that not only does the Bell System have

a captive manufacturer, Western Electric. but also that the larger independent

telephone operating companies have captive manufacturers for a variety

of telecommunications equipment, including PAX's. Specifically, Genoral

Telephone %i Electronics has Automatic Electric and SylvaWna both of

which manufacture PABX's for GT&E, and for other independent telephone

operating companies. Further, as indicated above. Continental Telephone

recently acquired Control Networks of Chicago. which manufactures an

all-electrnic PABX. United Telecom is the parent company of North

Electric Manufacturing Company, a central office and PAIX manufacturer. *'#

* Sylvania's contribution Is a 4-wire Electronic Tandem Switching System
(ETSS) which can additionally provide 2-wire PABX service.

* , I 11 r .1t4WAi r*
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D. INTERCONNECT ITDEUTORS/USERS

. This market segment Is served in a variety of ways. Some PANX

manufacturers sell directly through their own marketing organiatios to
end users of PABX systems. Manufacturers of this nature include ITT,

&romberg-Carlon Communications, lnray, etc. However. the large

majority of the manufacturers sell either exclusively through dietributor

organizations, or through distributors in addition to their own marketing

force. Hence, the majority of PABX sales to the Interconnect mrket are

made by either Stromberg-Carlson Communications, selling a variety of

PABX system. including those of Stromberg-Carlson, or through independent

local distributors who are likely to handle a large range of PAZX manufacturers'

product s.

Thus, in the interconnect market, there are few truly "large" sales

which are made, even to distributors, since distributors typically buy equip-

ment more or less one-at-a-time as individual sales are made to end-users.

Only a few cases exist which might be considered large sales in the interconnect

market segment. These are the cases where major hotel/motel chains have

made commitments to procure equipment from affiliated manufacturer or dis-

tributor.

Specifically, the following cases may be mentioned:

o Procurement by several hotels of the Sheraton
Chain of their parent company ITT-manufactured
PABX systems (largely TE-400).

o Purchase by both company-owned and franchise
Holiday Inns of Hitachi equipment from the Tele..i
Corporation, which was a subsidiary of Holiday Inns.

" The procurement of a large amount of Nippon and Hitachi
equipment for the American Motor Inns motel chain,
undertaken througsutor of American I
Motor Inn known as Universal Communication Systems
(UC S).
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o' le by ACA ol PAXX systems lntially ad ltac i
ad Oki crossbar vintage to abUated boel ad

*omob e renal chains.

In addition to these major procuremente by bote chis., coe coald

ceegorise the major users of lnterconect equipment into the following maJet
categories In order to develop common roasons for the acceptance of forein-
made PADX sysb. daring this period. These industry categories included

o Automobile dealer s

o Liavyers and Accountafts

o Hospitals

o Corporate Headquarters of smaller firms

36
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IV

STRUCTURE OF EXPORT MARKET

The purpose of this section is to highlight the basic problems sad
opportunities facing U. S. manufacturers of PABX equipment who are con-

sidering entering the export market. It is beyond the sco. of this study

to detail'all of the problems or opportunities, and this section is designed

as a basic exposure to the three most prominent aspects of international

trade in the PABX equipment field.

A. PTT ADMINISTRATIONS (Governmental Departments or Ministry)

In most countries of the world, with some exceptions like ' the

United Sates, the PTT (Post, Telegraph and Telephone) adminAetrations

control the mail and voice communications within the country. The PTT

administrations are normally structured so that there are separate organi-

zations involved in mail and in telephone services. However, 'revenues

are normally shared in a general funding manner, with expenses likewise

allocated to each of the organizations within the administration. Tbea, in

most countries, revenues from the telephone service are frequently used

to offset losses incurred by the domestic and international mail service.

This sharing of expenses has been an extremely high drain in countries

during recent years, with increased labor costs and expansion of the mail

service with growing suburban environments. The end result of this shared

revenue and expense allocation is that In many countries the PTT's are ex-

tremely restricted in procuring new telephone equipment, and slow in bring-

ing the level of service to a high degree of efficiency.

While there is no universal policy for PTT administrations, the most

frequently observed goals and policies include the following:

o Close control over all equipment purchases

o Dedication to domestic production

o Dedication to a full employment policy

37
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o Five-year planning cycles.

S Higher ratio of telephones per capita desired (POTS)t

o Lower requirements for advanced switching systems
in the near-term future due to financial problems.

o Tendency to provide only small PADX's, with larger
ones supplied by the user.

The policies of the PTT administrations, as outlined above, provide

some guidelines towards a breakout of two distinct typos of export markets--

normally referred to as "closed border countries" and "open border countries.'

In "closed border countries" little export opportunities exist, and these are

primarily for ancilliary equipment or components not provided by the domestic

production. This category includes most of, the European countries. Canada,

Japan, Mexico and other developed countries. In some of the "closed border

countries. " domestic production does not exieti but the telephone system is

so heavily dominated by local plant of a foreign supplier that little or any

opportunity exists for additional suppliers to break into the marketplace.

The "open border countries" are more likely to follow the patterns

of the so-called emerging nacions, the "third world" countries and the nouveau-

riche oil kingdoms. The injection of high cash flows, with accompaying high

per capita income, created an almost instant demand for better communication

systems. Most administrations are highly desirous of achieving a level of

advanced communications of the quality found in the United States. Typically,

these are the countries that are located in the Middle East, Far East, and

South America. Many of these countries' new leaders are completely

dissatisfied with the dominance of the manufacturing facilities and control

over the communication system provided by earlier colonial groups. Thus,

some nationalization has occurred in the countries of South America, but

opportunities are emerging for new manufacturers to enter the marketplace.

Probably the most significant trend presently underway in the export

market is for countries to require some domestic production. Since the country

*POTS - Plain Old Telephone Service meaning a black, rotary telephone.
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Ann':B-0 to CWA TsstiaW

Comunications Workers of America November, 1977

QUESTIONS ON IMPORTS

1. Although the International Trade Commission has made several

responses to Congressional inquiries about the telephone equipment

imports situation, the information has been of limited utility. What

are the bases of dollar values stated? Can the Trade ComAmission

determine the relationship between tariff value and Iket value? If

not, why not?

2. Chairman Minchew's letter of August 9, 1977, to Chairman

Van Deerlin stated that "Data on domestic shipments, exports and imports

of telephone terminals are not separately available in the official

statistics of the U.S. Government. A detailed survey of manufacturers,

importers, and users would be necessary to obtain the data requested."

What prevents the Commission, in conjunction (if necessary) with the

Bureau of the Census and the Customs Service, from launching such a

survey?

3. Which foreign companies garrt telephone equipment, sub-

assemblies and parts to the United States? What are the pertinent

tariff valuations for 1976?

4. What are the tariff and other port-of-entry treatments of

telephone equipment and parts thereof, when United States-produced

goods are exported to the following nations: Japan, Taiwan, Singapore,

Korea, Sweden, Germany, Belgium, France and Spain?
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Quetions of VA President Watts, iy 23, 1977, to Camare Se w7 amps.

a. What detailed qualitative and quantitative 'Laty tiom
exists on the importation of completed telophone eqkdpmut units
usually in SIC 3661)?

b. What detailed qualitative and quantitative Lafotmtiom
exists on the importation of parts and/or subassemblies, to be
assemble.# into cowlete units in plants located i' t.lq "nitee
States?

c. Which assembly plants, located where, are engaged in ase
of parts and/or subassemblies as described above?

4. To what extent do the telephone companies plxchase, use
and assemble foreign-made parts or units?

We are reliably informs;d that forelgn-Poduced perts imocted
for assembly in plants located in the Un - states 1;eetbeir
identity as forelan after the addition of a ainiml labor inftreit.
Such goodsthen become "domestic production we will ap Latw
clarification, vhdh can be supplied by your office.

Questions of Pop. Nevton I. Steers, Augut 8, 1977, to h.eirmn WLmhw.

(1) V"Sat Is te point of origin of the tera'nsl equipment being
imported into the Vnlted States?

(2) What other information has the ComfmSalon recently been able to
obtain regarding the importation of foreign commnieatioea equip-
sent into the U.S.?

(3) Is It or is it not true that the price charged in the U.S. for
imported equipe- ;. or unasswbied parts Is lower than the wenu-
.pcturers' doeF Ic Costs vould varrant?

(4) "'hat specific ta" ff or Pon-tariff barriers does American-made
ctobnunicatIons &;, pentt have to overcome as it to imported
abroad (brcan do%; by country)?
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nations of fbp. hrbam )'ikulski, May 23 197 to Cbsimu Ninew

a. What detailed qualitative and quantitative Information
exists on the importation of completed telephone 'qipment
units (usually in SIC 3661)?

b. What detailed qualitative and quantitative information
exists on the importation of parts and/or subassemblies, to
be assembled into complete units in plants located in the
United States?

c. Which assembly plants, located where, are engaged
in use of parts and/or subassemblies as described above?

d. To what extent to the telephone companies purchase,
use and adsemble foreign-made parts or units?

e. What are the disparities of tariff and other
treatment in Sweden, Germany, Japan, Taiwan# Korea and
Singapore? (That is, to vhat degree do those nations erect
barriers to United States exportation of comparable tale-
communications goods?)

f. What are the Commission's recommendations to
secure equity of treatment at port-of-entry?
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U.S. International T'rad. Comv'isuion Questions (Annex B-5 to CHA Testimony)

TELEPHONE TlIL AND swTmH EQUIPMENT

PRELZKMARY OMN OF TIML REPORT

A. Definition, description and uses, technology, and FCC actionsI
Z. Manufacturers, importers and users

1. Manufacturers
a. Domestic

1. U.S.-owned
2. Foreign-owned

b. Foreign
2. Importers
3. Users

C. U.S. Production
1. U.S.-owned firm

a. Captive
b. Free market

2. Foreign-owned firms
a. Captive
b. Free market

D. U.S. Inventory
1. U.S.-ovned firms

a. Producers
b. Importers

2. Foreign-owned
a. Producers
b. Importers

E. U.S. Shipments
1. U.S.-ovned firms

a. Producers
b. Importers

2. Foreign-ovned firms

F. U.S. Exports
1. U.S.-owned firms

a. Related transactions
b. Arms length transactions

2. Foreign-owned firms

G. U.S. Imports
1. U.S.-owned firms

a. Producers
1. Related transactions
2. Arms length transactions

b. Importers
2. Foreign-owned

a. Producers
1. Related transactions
2. Arms length transactions

b. Importers

-1-
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1925 K Street NW GlennE Wafts
W A Washngton. D C 20006 Presdert
AF L -CIO 202/785 6710
...... ,.... .... .... ............................... ...... ........ ...... ...... .............. .......... ..... .... .. .... .... .....

File: 3.2.5

May 9, 1983

The Honorable Robert E. Lighthizer
Office of U.S. Trade Representative
Washington, D.C. 20506

Dear Mr. Ambassador:

This is to respond to your request for advice on the future of
the procurement agreement covering Nippon Telegraph & Telephone
Public Corporation. I am providing copies of a staff uer-randum
and written testimony from 1980 through 1983.

We are most disappointed at the lack of commercial opportunity
afforded American companies under the agreement. The enclosed
materials explore the matter in depth. We would welcome the
opportunity to work with you on this matter.

Sincerely,

Glenn E. Watts
President

Enclosure
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0gm g~d n 9I5 K urete N.W.
Wee~.rud Amsdm Waliing~n. D.C. 20006

AFL-CIO 20278660

File: 3.2.5

May 9, 1983

To: Glenn E. Watts, President

From: John Morgan, Assistant to Executive Vice President
Legislation/Government Agencies

Subject: NTT Procurement -- USTR Request

We were asked by Deputy USTR Robert Lighthizer to provide materials
on the NTT Procurement situation. The agreement Is wnder review
between USTR and its Japanese Government counterparts, since it
expires at the end of 1983. The question is whether to renew.

Officials of our Government (USTR and Couerce) have been using the
word "failure" in connection with the current procurement agree-
ment, because the performance has been microscopic ($17.6 million
in FY 1981 and $35.2 million in FY 1982 of total foreign purchases).
United States bidders' business in those years totaled $15.2
millionn and $28.0 million, respectively. Total NTT procurement in
those years was 6.2 billion.

For the future, the Electronic Industries Association has suggested
some kind of "quota system," in purchases; this came in the March
10 testimony of John Sodolski, EIA Vice President. A "quota system"
bears many flaws, as we have seen in Title VII, delegate selection
and other matters.

Ambassador Lighthizer asked for our advice on renewing the NTT
agreement. Since the current agreement has not been effective.
the United States has little incentive to renew. American companies
without an NTT procurement agreement still will be able to do
businFss with Japan. Allowing the agreements must be observed in
spirit and performance as well as cosmetically, i.e., on paper.
USTR personnel note that the Japanese have complied on paper with
the agreement. We can agree in part.

The Japanese are certainly quite aware of the advice given by
former USTR Reubin O'D. Askew to his counterpart, Dr. Saburo
Okita, in the "Dear Saburo" letter, which was transmitted in
December 1980 with the formal U.S. documents. Ambassador Askew
noted to Dr. Okita tat the judgment of the NTT agreement would
be based on the actual performace, and pointed out the very
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strong pressure against the agreement from both industry and labor
sides in the United States.

While NTT and the Japanese Government were aware of the shape of
the final agreement from early 1980, they did not see fit to issue
the standards for procurement under "Tracks I and III" until mid-
1981, nearly six months into the agreement. NTT required all bids
to be in Japanese, which is not a GATT language. To this date,
there does not exist an official English translation of the pro-
curement rules; NTT recently announced it would accept tenders in
English at the NTT New York office and make several other changes
to liberalize the process. The foregoing tells us several things:
first, that the sincerity of NTT can be called into question, and
second, that NTT is tacitly admitting that its practices since
Janauary 1981 did prove anti-competitive. For a single example,
NTT's Spring 1983 bulletin says "NTT contract conditions, based
on the Japanese practice of comerce, will be amended to the inter-
national requirements."

Currently, several American companies are in a protracted process
of waiting for the Japanese to decide whether to buy some advanced
technology items. It is reasonable to believe these pending
matters are being used by NTT as the prod to U.S. trade negotiators
to renew the NTT agreement. Certainly our USTR people are intelligent
enough to see through this scheme.

Several of us have spent much of our time and resources since 1978
on the NTT procurement matter. We have seen the flaws which prevent
the NTT agreement from being more than a cosmetic treatment of an
issue in which mutual trust is required.

Even when the acceptance was inevitable, in December 1980, you asked
USTR to establish a joint Government-Industry-Labor monitoring
committee, which would serve to keep pressure on NTT to comply in
spirit. In February 1981, your letter was finally answered, and
your proposal was curtly rejected.

The world will not end, nor will U.S.-Japan relationships go sour,
if the NTT agreement is allowed to lapse. The Japanese will bene-
fit from the lesson under which the United States shows it wants
adherence to agreements. In overall procurement, the United States
has been buying significantly larger amounts of foreign goods than
it sells, according to preliminary figures showed the advisory
committee last month.

Clearly, government procurement is not very politically palatable
in Japan, EC and Canada. The United States should withdraw from
the GATT Code, in addition to the NTT agreement. Other nations
take the position that the procurement code "intrudes into sovereign
rights"; this is merely a polite way of maintaining a protectionist
policy.
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No one has come forth to build any kind of credible case on behalf
of renewal of the NTT agreement. Japanese agents are out and about,
hinting at apocalyptic events which would result in failure to renew.
The Japanese will not retaliate because they cannot without igniting
massive anti-Japan feelings in this country.

Our position is that the agreement cannot be made acceptable
merely by amendment, but only by substitution in such form as
to be of dubious acceptability by the Japanese. For specifics,
my testimony before the Wirth Subcommittee in June 1981 points
up the weak spots. Finally, we have a cablegram from Ambassador
Mike Mansfield noting that NTT may be breaking up in much the same
form as AT&T; Mansfield noted that significantly reduced coverage
under the procurement agreement would result.



156

1925 K Street N % (aienn E Wafts
Wek.m fLAmsem Wastngon D C .1%' )6 Pres der
AFLC 202/7856710
•... . ........ . ..... ... .. .... . .... .. ,o.,.....,I ... .............. .. ....,. ... .I . .. ,.. .. ........ ... .... . ... .. .......

File: 3.1
x6.

January 13, 1982

The Honorable William E. Brock
United States Trade Representative
1800 G Street, N. W.
Washington, D. C. 20506

Dear Mr. Ambassador:

This is to ask that you maintain a strong degree of pressure
on your counterparts within the Government of Japan over
the current problems involving the lightguide (fibre-optic)
cable between Moseley, Virginia, and Cambridge, Massachusetts.
The cable project is the subject of two applications filed by
American Telephone & Telegraph Co. before the Federal
Communications Commission (File Nos. W-P-C-3071 and W-P-C-4173).

The Wall Street Journal of October 19 reported that AT&T
appeared ready to award a procurement contract for the second
project phase to Fujitsu, one of the major Japanese electronic
companies. This report evoked a-storm of major protest,
expecially from the Congress.

The American law firm representing Fujitsu has filed with
the Commission an extensive "Petition to Deny" the AT&T
application for the second phase, in which American goods
would be used. The Fujitsu Petition tc Deny relies very
heavily on the Agreement signed December 19, 1980 by your
predecessor, Governor Reubin O'D. Askew, and his Japanese
counterpart, Dr. Saburo Okita. This 1980 Agreement, to which
we unsuccessfully registered a strong protest, was perceived
by us as one in which the interests of the United States and
the principles of comity in international trade would be
thoroughly disserved. Today, we are even more thoroughly per-
suaded that our view was correct.

The agents for Fujitsu are attempting to insist that the
December 1980 Agreement be honored, while at the same time
the Government of Japan has not shown itself to be concerned
about honoring that same agreement when the Government Procure-
ment Code is to be applied to Nippon Telegraph & Telephone
Public Corporation. The Japanese Government has actively in-
volved itself in the current FCC proceeding, as shown by its
entering a strong letter of protest on Fujitsu's behalf in
the Commission's case file.
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Mr. Ambassador, it is a fact that NTT was in no way prompt in
issuing its standards for the alleged "open procurement" policies
to which it was committed. The standards became available in
late June, nearly six months into the three-year agreement
between our Governments. Today, a year after the Agreement went
into effect, we are aware of only two very tiny procurements
by NTT.

We expressed deep skepticism about the Agreement, to which
Governor Askew pointed in one of his responses to me. On
February 9, 1981, Ambassador Robert D. Hormats pledged that
your office "... will actively monitor Japanese compliance
with the Agreement." (Copy of letter enclosed)

We see the current situation involving Fujitsu as a good
starting point for the active monitoring and compliance-ensuring
process. I ask that this matter be pressed by your office
without delay, and that you encourage the Commission to reject
the Fujitsu petition.

Counsel for Fujitsu --- including a former FCC Chairman and
two key officials of the FCC's Common Carrier Bureau --- are
pressing the Commission to order AT&T to buy the Japanese goods.
Counsel certainly should know the law better, since at present
the Commission does not possess the legal authority to make
decisions which are uniquely those of the management of AT&T.
Counsel for Fujitsu is surely aware that the Commission currently
has pending a proceeding (CC Docket 80-53) on the procurement
procedures of AT&T, with a decision perhaps months away. Our
position is that the United States Government has no power to
inject itself into the management of AT&T, until such time, as
the company fails to live up to its mission of providing uni-
versal service to the citizens of the Nation. And no one 's able
to raise that contention in any credible fashion. We have communi-
cated this position to the Commission and the Congress, which
is presently considering amendment of the Communications Act of
1934.

Before Japanese companies and their Government begin pressing
our Government for specific relief as in the instant situation,
the Government of Japan needs to decide whether it intends to
honor its end of the Agreement of December 19, 1980. For our
part, we will remain skeptical, until we have seen some actual

eferformnce within the real spirit of the Agreement. The
Japanese cannot expect to have only benefits, that is, increases
in export-based employment, without affording the same treatment
to the United States. Our country has lost far too many jobs to
overseas producers; the Fujitsu matter is a further step toward
jobs loss in telecommunications.

I ask that the Government Procurement Code be placed on the agenda
for early discussion and review by the Advisory Comittee for
Trade Negotiations.

51-591 0 - 85 - 6
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We fully support the several trade reciprocity provisions con-
tained in S. 898. as adopted by the Senate, and in H.R. 5158,
pending in the House Committee on Energy and Commerce. We are
aware that certain objections have been raised over these pro-
visions, dealing mostly with matters of jurisdiction and
execution. We hope these matters can be reworked to provide
for all needed authority to protect our national interest.

Some elements are attempting to dissuade you and the Administration
away from following a strong position of reciprocity, in the
fear that a complaint will be brought before the General Agree-
ment on Tariffs and Trade (GATT) Secretariat. Our response is
that their bluff should be called; in a GATT case, those who
bring the action are required to demonstrate that they in fact
adhere to the rule allegedly violated by the other party.

For our country's sake, let us "get touah" and send a strong
message to those nations which over the years have been
draining away American jobs. Given our massive international
commitments, we must ta e all necessary actions to strengthen
our own domestic economy.

With all good wishes for 1982, I remain,

Sincerely,

Glenn E. Watts
President

cc: The Hon. Malcolm Baldrige
The Hon. Daniel Inouye
The Hon. Timothy Wirth
The Hon. Sam gibbons
The Hon. John Danforth
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DEPUTY UNITED STATihS TRADE REPRESENTATIVE
EXECUTIVE OFFICE OF THE PRESIDENT

WASHINGTON. DC. 20W6
2OW-3-5114

Glenn E. Watts
President FEB 9 IN
Comunications Workers

of America
1925 K Street, NW
Washington, D.C. 20006

Dear Mr. Watts:

Thank you for your letter to Governor Askew of December 18
concerning our agreement with Japan on the NTT/Government
Procurement issue. I appreciate the time and effort you and
your staff have taken in providing us with CWA's advice on
this issue.

I fully understand your skepticism regarding Japan's inten-
tions to live up to this agreement as well as your view that
the agreement must be closely monitored. Let me assure you
that this office will actively monitor Japanese compliance
with the Agreement. Also, we will aggressively deal with
any failure by Japan to meet its full obligations. It has
been made clear to the Japanese that the agreement is seen
as a test of our trading relationship and that we will not
tolerate any infraction.

The Labor Policy Advisory Committee, as well as other
interested private sector advisory conmittees, will play a
key role in our monitoring process and will be kept fully
informed of our monitoring activities. We look forward to
receiving your input both directly and through the LPAC.

Sincerely,

Robert D. Hormats
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I ANaMT oF
JOH noRGAN

AU&Tr X3U'OIVN VICi FRN8ID3UiY -
LDGIBLATIOK/GOVRIK3 A0GRCI3S

COOINOICAYION8 WORKERS OF AMERICA

Restructuring of AT&T which began in 1980 and is working its way

through the recent divestiture has caused customer confusion,

sizeable service order delays, massive uncertainty in tariffing,

large local rate increases and Wall Street jitters.

Integral to the industry turmoil is the future of the domestic

telecommunications equipment market; we are alarmed at the 1983

equipment trade figures-- 6418 million in deficit, compared with

the 1982 surplus of $200 million. Imports were up 93% in 1983, to

$1.2 billion; exports were $790 million, down 4.2%. These figures

exclude cordless telephones, no longer made in the United States.

Domestic equipment industry employment is declining; a new AT&T

subsidiary intends to encourage up to 60,000 early retirements,

because of declining business.

CWA is concerned about the lack of success of the government

procurement agreement in telecommunications equipment, since about

93% of the world's telephones outside the United States and Canada

are government-operated. The 1980 NTT agreement was a failure,

which CWA predicted prior to its execution, with specific reasons

given USTR. CWA opposed renewal; others were unenthusiastic about

renewal. The full statement goes into detail about NTT and govern-

ment procurement matters, in which the United States faces disad-

vantage.

Rolm Corp. makes numerous valid points supporting the need for

our government to act to prevent foreign predatory practices from

dominating the newly opened U.S. market. Rolm notes that divosti-
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ture has "had enormous and unanticipated effects in increasing

imports into the U.S. because of the RBOC activities and those of

AT&T."

CWA views divestiture as an ill-considered ;,emoval of a major

non-tariff barrier to imports of telecommunications equipment,

without a corresponding and reciprocal increase in foreign market

opportunity. If the U.S. government desires to improve American

companies' access to foreign markets, it needs the leverage of

control of access to this market.

Our trade policy should be one to promote domestic economic

viability and w~ployment, with defense of the manufacturing base

against further lsses.

We are encouraged the Commission is addressing an urgent need---

a new system of romenclature in the TSUS. Revised nomenclature

will give us a better means of monitoring trade trends.

Do we need trade legislation? We have been told the 1974 Trade

Act contains adequate authority for imposing much-needed reciproc-

ity. If so, we urge use of that authority. Any new legislation

should not simply confer new negotiating authority on the Presi-

dent. An industry being targeted should not become a supplicant or

some kind of defendant before U.S. government agencies; foreign

competitors should be required to bear a burden of proof that they

will not materially affect American industry.

CWA is greatly concerned that the divestiture and deregulation

will have many unfortunate effects-- and that our members affected

by the breakup will not be alone in feeling those effects.
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92 FORN "aE

INTERNATIONAL TRADI COMMISSION

Changes in US. Telecoomunications
Industry and Impact on U.S. ) Investigation No. 332-172
Telecomnunications Trade

STATEMENT OF JOHN MORGAN
ASSISTANT TO EXECUTIVE VICE PRESIDENT -

LEGISLATION/GOVERNMENT AGENCIES
COMMUNICATIONS WORKERS OF AMERICA

The Communications Workers of America represents more than one-

half million United States citizens employed in the telecommunica-

tions industry, in services, supply/distribution and manufacturing

operations. Our union has been very deeply affected --- and

perhaps adversely --- by the actions of Government in the last 15

years to allow some form of "competition," deregulate and finally

divest.

We all are familiar with the common cliche that competition and

deregulation will lead to lower prices and wider customer options.

Let us consider only 2 current examples: First, airline fares and

flight options have not benefited the consumer since deregulation--

unless one considers higher fares, more bumping and fewer flight

choices some kind of advantage. Second, the telephone industry

restructuring that began with the April 1980 decision in the Second

Computer Inquiry and is working its way through the recent divesti-

ture has caused customer confusion, sizeable service order delays,

massive uncertainty in tariffing, rather large local rate increases

granted and pending and Wall Street jitters.

My point is that we must be skeptical when the glibness begins

flowing.

The Federal Communications Commission, the expert agency which

administers the Communications Act, is awash in paper and has
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convened many new docket proceedings, some of which will not be up

for decision for another year. Several of these proceedings appear

to overlap. One major proceeding, the "access charge" case, has

produced some contradictions in FCC policy and large doses of

uneasiness in the securities market.

Integral to the turmoil in the industry is the future of the

domestic telecommunications equipment market --- and who supplies

it. Recently we got some numbers from the Department of Commerce

which must cause alarm to those involved in equipment manufacturing

in the United States. In 1983, the trade in equipment fell to a

deficit of $418 million, compared with the $200 million surplus in

1982. Imports of such goods in 1983 were about $1.2 billion, about

93% over the 1982 level of $626 million. Exports of the same kinds

of goods were $790 million in 1983, a drop of 4.2% from the 1982

level of $829 million. Added to those imports figures --- which

alarm those who want to keep a strong domestic manufacturing base

in telecommunications --- are cordless telephone sets, classi-fied

under radio equipment. For 1983, the numbers are 8.4 million

cordless sets and $368 million in customs value, up sharply from

the 1982 figures of 1.9 million sets and $107 million. We under-

stand there no longer are domestic makers of cordless sets.

We know that domestic employment in the U.S. equipment industry

is declining-- several months ago, AT&T announced about 13,000

layoffs, and last Tuesday. the company announced its intention to

encourage about 60,000 more to take early retirement and other

benefits, due to declining business, in AT&T's Informations Systems

subsidiary. (CWA Attachment 1) Our concern stems from a basic

reality of the world's telephone system: of the approximately 500
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million telephones# 253 million are government-operated. If we

remove the 192 million United States and 14 million Canadian

telephones operated by private companies, the remainder of the

world (including 2.2 million in Canada) appears to be 93% govern-

ment-served. Procurement thus is conducted through government

' auspices. Our private United States companies are faced with the

many difficulties of trying to sell via foreign governments# most

of which want to protect their local industries and/or hold down

development of their telephone systems.

The key example of this is Nippon Telegraph & Telephone Public

Corp., which is alleged to have opened its procurement processes in

the December 1980 agreement executed by the United States and

Japanese governments.

We have been openly critical about the merits of that 1980 NTT

agreement and the means by which it was executed. As one of the

private sector advisers to the Department of Labor and the United

States Trade Representative, I devoted considerable time and energy

in 1979 and 1980 on that first agreement. I testified on Capitol

Hill in 1980, 1981 and 1983 on the massive and up to that point

ignored defects of the 1980 NTT agreement.

In 1979 and 1980, CWA and its Japanese counterpart union,

Zendentsu, held several detailed discussions of the proposed NTT

and government procurement agreements. Two highly contradictory

positions were strongly expressed by our Japanese colleagues:

first, they wanted the procurement code to be approved by both

governments, and second, they flatly opposed NTT's buying any high-

technology goods from American companies. They were disposed to

approve of NTT's purchase of wooden utility poles and comparable
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goods. Since Zendentsu does not represent manufacturing people,

the purchase of foreign goods meant no job displacement in that

union.

During 1983, the Office of USTR set about renegotiating the NTT

agreement, which in April of last year was described as a "failure"

by Commerce Under Secretary Lionel Olmer. In his testimony of

March 7, 1984, Secretary Olmer appears to have trimmed his sails

considerably, vaguely pointing to some opportunities in the renewed

NTT agreement.

We must specifically take issue with Mr. Olmer's March 7

testimony, where he stated: "When the first agreement was concluded

in 1980, the views of NTT-- and our government's expectations from

the agreement --- were relatively narrow."

If one follows the advice of Al Smith, i.e., "Let's look at the

record," one finds that Secretary Olmer appeared to be trying to

rewrite history. The USTR press release of December 16, 1980, is

written in a tone of panting superlatives; it tells that the

requirements of the Government Procurement Code "... will be

observed for all purchases by Japan's NTT, as well as for purchase

by all of Japan's central government agencies and ministries."

This statement does not reflect anything near a "narrow" view. We

all have seen the tiny NTT procurement figures of $15 million in

1981, $40 million in 1982 and $140 million in 1983; the last figure

appears to have been for actual delivery and sale after 1983. We

hope these figures can some day be verified.

During 1983, CWA, several other unions and the AFL-CIO urged

that the NTT agreement simply be allowed to lapse without renewal

because it could not be made workable. Our scornful attitude was
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shared by key elements of the business side some of which con-

sidered the NTT agreement entirely irrelevant.

In 1980, well prior to the execution of the NTT agreement, we

attempted to get the Office of USTR to pay attention to several

obvious major defects which would be wholly against the best

interests of the United States. Briefly, those defects which we

saw then were:

1. No procurement rules and standards were given U.S. partici-

pants; what substituted therefor was a rather obscure chart (CWA

Attachment 2), provided to USTR by the Japanese. The United States

Government allowed the Government of Japan and NTT to let six full

months slide by before the actual procurement standards for *Tracks

II and II1 became available here. The official version was 78

pages of Japanese; the English translation appended thereto was

clearly labeled as 'provisional.' Our warnings were ignored.

2. The entire NTT market was not in fact available for open

procurement. Clearly it was most embarrassing for our government's

officials early in 1984 to acknowledge that telecommunications

satellites and associated technology and apparatus had been left

out of the 1980 negotiations. On March 6, 1984, an official of the

USTR who was a key negotiator of both NTT agreements addressed a

labor-industry coalition to which CWA belongs. While defending the

agreements, this official told the coalition: 'Satellites are very

delicate. We were furious. The problem was the Government of

Japan, which made sure that if we renewed, we would write off

satellites. We surely do not want any other surprises. In

further questioning, this USTR official said there now is a commit-

ment that NTT would not be inhibited --- his verb was
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"inhibited" --- from buying products other than satellites. The

coaliton members were not encouraged at the admission of the over-

sight in 1980. Again, our warnings were ignored.

3. Under the 1980 NTT agreement, United States businesses were

not allowed to take part in the research and development phases in

product offerings; the 1984 renewal of the NTT agreement appears to

assure equal treatment of American and Japanese firms in R&D

activities. Early in 1980, this issue arose as a major considera-

tion in U.S. telecommunications policy under the generic term of

"information flows." This matter was a major point of contention in

H.R. 6121, then pending in the House of Representatives; it was a

major underpinning of the FCC's requirement that AT&T establish a

fully separated subsidiary to handle AT&T's "competitive" ventures

in such a way as to keep a wall of separation between the regulated

and unregulated portions of the company. This separation require-

ment was part of the FCC order in the Second Computer Inquiry,

Docket 20828. Divestiture and associated restructuring have left

intact this separation requirement. On behalf of CWA, early in

1980 I raised the direct parallel of this "information flows" issue

with USTR personnel, to alert them to the urgent need to ensure

that any NTT agreement must include the same kind of requirement;

in the absence of such safeguards, we warned, the "old boy network"

would circumvent any otherwise adequate-appearing agreement.

Again, our warnings were ignored.

4. Closely allied to "information flows" was the handling of

proprietary information. We saw that the proposed 1980 agreement

did not provide for any kind of protection of valuable documenta-
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tion on product offerings. Allegedly the 1984 NTT renewal provides

for protection of sensitive information. We remain skeptical.

Unfortunately it has taken the American officials 4 years to

recognize that early participation in the product-design process is

necessary --- and that safeguards on information flows are vital to

afford integrity in a competitive process.

USTR convened hearings last October for a public record on

whether to renew the agreement; the sentiments expressed were

mixed. Subsequently,the labor advisers to USTR learned that the

alleged overwhelming industry support for renewal came on the basis

of ex part contacts --- all off the public record. We have

protested this way of conducting the public's business as being

irregular, at best.

The NTT agreement of 1980 was important for several reasons: it

underscored the openness of the domestic American market to foreign

manufacturers' goods; it demonstrated that American tradenegotia-

tors are willing to give up the tools by which to defend eur

manufacturing and employment base; it showed a wholesale 6nwilling-

ness to resist the industrial targeting practices of other coun-

tries.

We note that USTR is aware of the viable proposals to divest

the operating entities of NTT, in much the same fashion as the AT&T

breakup. In our view, the U.S. Government already has conceded

that the newly divested entities would slip out from under coverage

of the NTT agreement. We estimate that the "new" NTT, after its

'privatization," would be about 25% of the present size--- follow-

ing the AT&T pattern. AT&T gave up about 75% of its assets and

employees in the divestiture.
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USTR today merely says it is monitoring the Japanese Dietfs

work oi breaking up NTT, and will engage in "consultations" on any

restructuring. We are not encouraged.

We find ourselves agreeing with several key aspects of the Rolm

Corporation's statement filed with this Commission. On p. 5 of the

Rolm statement are two key points: The first point is that "We

cannot permit that viability"--- referring here to the competitive

world market --- "to be undermined by interests which operate by

two sets of rules, open access to U.S. markets on the one hand and

restricted access on the other hand."

The second key point raised by Rolm is: *in fact it is increas-

ingly evident that the divestiture has had enormous and unantici-

pated effects in increasing imports into the U.S. both because of

the RBOC activities and those of AT&T."

Then, on p. 6, Rolm refers to customer premises equipment to be

offered by the newly divested Regional Bell Operating Companies:

"Little, if any, attention was paid to the prospect that the RBOCs

might purchase extensively offshore and thereby adversely affect

the competitiveness of domestic manufacturing generally. Yet this

situation may be developing."

To these points raised by Rolm, we urge close attention by this

Commission.

CWA views the divestiture of AT&T, in the trade context, as an

ill-considered unilateral eliminatisnof a major non-tariff barrier

to imports of telecommunications equipment. We do not see a

corresponding and reciprocial increase in foreign market oppor-

tunity. Benefits will accrue to American equipment producers only
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to the extent they can compete with major foreign manufacturers,

many of which receive various kinds of government help.

If the United States Government desires to improve domestic

companies' access to foreign markets, the only leverage is to

control access to the United States market. Our government appears

to have thrown away that leverage. Foreign equipment producers now

have little or no incentive to pressure their governments to open

their telecommunications markets. The U.S. policy of "free trade"

is adding to our trade deficits, overall and in telecommunications

goods.

We need a national trade policy which has as its priority the

promotion of domestic economic viability and employment, and the

defense of our manufacturing base against further losses. We

require true reciprocity in trade, a concept entirely unacceptable

to- foreign telecommunciations goods makers and their governments,

as their American representatives have testified numerous times.

One urgent need for the last decade has been a revised system

of nomenclature for telecommunications equipment, both in the Tariff

Schedules of the United States (TSUS) and the Standard Industrial

Codes (SIC). We endorse the Commission's proposed revision of TSUS

nomenclature as a thorough piece of work. Your proposal will

encompass all items of telecommunications equipment registered

under Part 68 of the FCC's rules, as well as those Part 15 items

which are intended to be connected to the nation's telecommunica-

tions network.

Revised nomenclature will give the industry a greatly improved

reporting process, to aid in analysis of trade trends. One unfortu-
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nate side effect of better reporting methodology, we expect, will

be considerably higher figures on telecommunications equipment im-

ports. But higher numbers may be the catalyst for action to

preserve the nation's equipment industry.

Do we need new legislation? We have been told by many that the

Trade Act of 1974 contains adequate authority for imposing reciproc-

ity. Thus if we do not need new legislation, then our government

must confront the threat to the domestic equipment industry shown

in the 1983 import-export numbers. Any new legislation must not be

limited simply to conferring more negotiating authority on the

President. An industry subjected to targeting should not be

required to become a supplicant or a defendant before U.S. govern-

ment agencies; foreign competitors should be required to bear a

burden of proof that they will not materially affect American

industry.

CWA is greatly concerned that the divestiture and deregulation

will have many unfortunate effects--- and that our members affected

by the breakup will not be alone in feeling those effects.
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go Attaehnt

A T& T Unit Offers Voluntary Retirenment
To Most of Its 60,000 Seice Employees

II

C

t

By CLAU A Rim
sioiX.,.nW .ITNm WA". STMaz JOURNAL

AT&T Information Systems, the Amer-
can Tekphone & Telegraph Co. d4slon that
sells phone equipment. said It Is offetIng VOl-
untary early retirement to mot of Its W=N
service-dvysion employees nalloewde.

The offer, amoued n teray last
week, is bebg made to the bulk of the em-
ployes bnerted by AT&T lormatuon Syt
teams from the Bell operate MI
when they were spun off Jan. 1.

pokesmen md the company ham't aet
target for the number of employees
wants to CUL

The spokesmen termed the offer. whic
involves a flnuncial centive based on a
worker's ainu" sa and length of ser-
vice, "the chapter" of an early re-
trement program that the company offered
Its employes hast fall. In announcing that
progm. the c ay said It wanted to cut
10% of Is force, wkk then numbered abot
2S.000 emplyees.

Many of the emploees who Joed AT&T
Informaon Systems after Jan. I "have let
ft be bown they wat to get a shot at thal
program" a spokesman said. The unpany,
he saK, wants to make the early retrement
program available to them "out of a sens
of fairness." The company saik t do
plan layoff if too few workers take advan-
tage of the vamta offer.

However. this contradict what w e
cloe to the company have sal

Two cows tuts who work with AT&T

have said ti a voluntary retiremet pru-
gram ii't mtaesul. then N Ist h
between 5Al and 7M vice lechaklam
or repainnmen wi be hid off. The ouces
have said the woa krer reaction i neces-
my becu AT&T Information fstezs'
market dare In the phme equipment bua-
Ness has bpped sa, .

Jam"s Calie, a ass-
lyt with Prudma-dache Securitles Inc..
said AT&T Jiormation Systems "hu too
many people. They have to get ridot sme
of them." Mr. McCae a AT&T "grossly
overesimat kedo" saeof i tt t io
mewe. aesity, they ave a shae. It's bw-
Cal thi they wl cuwie to lay off pope
to handle f the tmo a buwess they
have."

lsduuty oeem said AT&T. whch
once domnaed the market for so-ca key
lespbon. s, systems and .edf
Wa phone eq m t vment iwbg

buiness to hih aggre e mpettors
such as Northe Telecom Ld& and many
rutbers.

An AT&T Informaton Systems spokes-
man said that lat tall's vo"Utry refire-
mert o0er sucreeded In reducin the com-
py's work force by about 2M. it cur-
renty emplo shout ONM.

Although several AT&T Ifrmation Sys-tems embye conbil pub" u
they were fm d to retire or face wnsWWa,
the spokesman sa the ecet
of "a very lew hunte cases," employees
departed voluntary. In All cam be sad.
they Wre offerd other Jofs In the com-
Pany. Some, how e, dld't take advantage
of the Job offer, te spokesman said

The cur oer goes out so omy a
the NUS employees. betcsg manars,
In the *"lfe o uatim de. oly
tboe categories ofewlyees Wed ids-
peasable. suc 0 om er pgrammer
wil be excluded om te ober. the spokes-
men sd.

The co aqv , eq ect thmu employee
Who Want to take advatage of the offer to
D so by JUe 0. the spokesmen said.

BEST AVAILABLE COPY
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I RECEIVED
ArK 1 2 1984I
J. C. CARROLL

Va!CU'i iv VhA PrU(SIOh'r

,W
Ph" 001) UU946

April 1), 1984

Ms. Florine C. Koole
Assistant to Executive Vice President
Counications Workers of America
1925 K Street, N.M.
Washington, D.C. 20006

Dear Florine:

Attached is a copy of the bulletin covering a Business
Services voluntary force reduction program. As you will note
our prim effort is to be sure a uniform program has been adminis-
tered by AT&T-:S.

Though voluntary programs my have been offered previously
in 1983, certain iOC's did not offer SIPP/VIPP, others did offer
them on a fragmented basis. By making an offer now, we can be
assured that every employee in the specific surplus areas will
be afforded an opportunity to participate. Me are using a "show
of interest" to avoid administrative problems.

As specific data becomes available, I will, of course,
share It with you. Your continuing cooperation In these
efforts Is much appreciated.
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.B ullet.. Information Systems

April 13. 1984

VOLUNTARY FORCE REDUCTION PROGRAM FOR SERVICES EMPLOYEES

A voluntary force reduction program was announced today for most Services
employees (including some Consuer Sales and Service management employees) in
AT&T Information System. It Is the same program offered last fall in AT&T
Information Systems and In some, but.not sIl of the Bell telephone companies.

As before, the program offers monetary Incentives for employees who choose
to leave the company.

Bruce Schwartz, Division President-Services, said "This program is part ofour continuing effort, through voluntary means, to match the skills and size of
our work force to our evolving position in the marketplace.'

Jack Sufe, Vice President-Personnel and Labor Relations of AT&T Infomation
Systems, is the corporate officer responsible for the voluntary program. A
letter from him with further Information and 'show of interest" forms will be
distributed to Services emloyees next week.

The program will be coordinated in the division by Eldon Mates, Vice
President-Services. 'Each Regio.al Vice President will coordinate voluntary
force reduction locally based on regional force needs," according to Hanes. As
a result, -,ome non-management employees by title and location will not receive
the offering. Members of Prograuming Staff (salary grades 21 through 26) will
also be excluded.

1.nagement employees will have until April 23 to express Interest in the
program by signing and returning the forms they will receive. Offers to managers
selected for the program will begin June 1. They will have until June 18 to
formally accept.

- Non-minagement employees will receive Information from their
supervisor on how to demonstrate Interest in this program. They will have until
April 23 to express'interest and will receive offers by May 18, depending on
specific surplus conditions. They will have until June 18 to accept.

The last day on the payroll for all participating management and non-
managwent people in.Services will be June 30.

To help answer employee questions about this program, a special telephone
'hotline' (800-222-0001) will be activated for Services employees beginning next
4nda'. April 16. It will operate from 8 a.m. until 6 p.m. (Eastern Time)
Monday through Friday through April 30.
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Senator DANFORTH. Finally, we have a panel of Mr. Edwin Spie-
vack, North America Telecommunications Association; Mr. Morton
Pomeranz, representing the American Association of Exporters and
Importers; and Mr. Stanton Anderson, Communications Industry
Association of Japan.

Mr. Spievack.

STATEMENT OF EDWIN B. SPIEVACK, PRESIDENT, NORTH AMER-
ICA TELECOMMUNICATIONS ASSOCIATION, WASHINGTON, DC
Mr. SPIEVACK. Mr. Chairman, members of the committee, on

behalf of the North American Telecommunications Association, al-
though we are here to endorse the purposes and the objectives of
this legislation, regrettably I must state that we are opposed to the
bill in its present form.

We feel not only is it insufficient in terms of the players in the
market, the markets and the products, but also in terms of some of
the timeframes. In terms of employment, as Senator Baucus has
raised the issue, and as has just recently been discussed, if the trig-
gering mechanisms under this bill were to be implemented, we
would have the problem in the independent distributing telecom-
munications industry of the United States or almost overnight
2,000 businesses would be forced out of existence and over 100,000
employees would immediately find themselves unemployed.

While there may have been reductions in the employment of-by
Western Electric and AT&T, our industry has created over 100,000
new jobs in small businesses across the United States.

Today the administration's efforts in negotiating the elimination
of restrictions in Japan has been largely successful in terms of the
office telecommunications products industry, particularly PBX and
key systems. Japan is an open market, but in terms of those prod-
ucts. But the question is will the United States do more business?
Will the cash register begin to ring?

The likelihood is that that will not happen very quickly for sev-
eral reasons. The one you have already averted to, which is the
problem of currency to trade and the necessity of this Government
to maintain some neutrality between currency and trade, which is
going to involve intervention in currency markets, reduction of in-
terest rates, and for myself, not the industry, I will say reduction
in Federal deficits and the military expenditures area. A serious
problem that this bill does not deal with that hasn't been men-
tioned this morning is the problem of Department of Defense re-
strictions on exports of high technology products.

Everybody who sits on the Industry Advisory Committee, author-
ized by this Congress, has brought that problem to the attention of
this administration. And everybody knows that in terms of even
quoting new products in most major areas of the world, the ability
to get component systems and parts out of the United States be-
cause of Department of Defense restrictions is absolutely stultify-
ing. Even where those problems-even outside those problems, the
currency problem, as Senator Danforth recently recognized, adds
25 to 50 percent surcharge to American products.

And, third and equally as important, as we deal with the prob-
lem of free trade and opening foreign markets-Japan, Europe, the
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European Economic Community and Canada-is the problem of the
availability of distribution systems. Divestiture did not open this
market to foreign imports. Carter-phone in 1968 opened the
market. And the FCC's decision to eliminate connecting arrange-
ments further caused an explosion of that market in 1976 and 1977.

Those issues were discussed at that time-the international trade
issue. They were also discussed, contrary to what has been stated
here today, at the time of divestiture. And simply no one paid at-
tention.

Distribution is a problem because the world telecommunications
market has been controlled by foreign governments. And to a cer-
tain extent, we look at the wrong market and the wrong target
when we look at Japan because that market is only $6.8 billion in
annual construction budgets where the EEC and Canada is over
$40 billion, nearing, $50 billion a year and the United States, let
me assure you, does even less business as a percentage of the total
markets.

So we are going to have to look, we believe, at the whole question
of sales and the ability for American companies to sill-in terms of
sales. Equally important is the question of multinational corpora-
tions. It is also clear from the industry advisory committees that
the American companies do want restrictions eliminated, as we do,
in foreign markets of the world. But that elimination at the
present time, because of currency and DOD restrictions and other
factors, is going to lead to much, much higher sales volume by
those companies but with products not made in America; not prod-
ucts made from abroad. And so we have to begin to look at the ne-
cessity of a government policy that somehow stimulates the distri-
bution and may in some ways have to support it.

My time has run out faster than I originally thought, but I think
that those are the major issues. And, particularly, I would like this
committee and this Congress to begin to look mucb, much more
carefully at this whole issue of Department of Defense restrictions
on high technology products. It penalizes the United States because
our political allies and our trading adversaries are picking up the
business we lose because we can't get the products out of this coun-
try.

Thank you very much.
[The prepared statement of Mr. Spievack follows:]
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TESTIMONY OF EIN B. SPIEVACK
PRESIDENT, NORTH AMERICAN TELZCONJICATIONS ASSOCIATION

SUMMARY

Neither the recent market-opening negotiations nor SB 942
will reduce America's telecommunications trade deficit with
Japan, or any other country. Because the bill fails to re-
flect the real-world realities of today's global marketplace
for telecommunications equipment, it threatens to trigger a
counter-productive trade war. Primarily for that reason,
NATA's 700 independent manufacturers, suppliers and vendors
of telecommunications equipment oppose SB 942.

* There are two ways to reduce the U.S. telecommunications
trade deficit: restrict foreign imports (protectionism) or
boost exports of American-made products.

" The first option -- protectionism -- would be catastrophic.
Prices would rise for U.S. consumers. American's indepen-
dent distribution network for telecommunications equipment
would be destroyed overnight (about 2,000 vendors and
100,000 jobs) because there is insufficient non-AT&T, U.S.-
based manufacturing capacity to meet growing U.S. demand.
And AT&T's manufacturing monopoly would be reinstated.

The second option -- boosting foreign sales of U.S.-made
products -- is not addressed by the bill, which simply makes
it easier for multinational corporations (American-owned or
foreign-owned) to gain access to overseas markets. But it
is highly unlikely that those corporations will sell their
American-made products overseas -- mainly because the over-
valued dollar has made "Made in America" too expensive or
because Pentagon restrictions ban ruch sales. Instead,
multinationals will market their foreign-made products over-
seas. Those sales contribute nothing toward balancing the
U.S. trade deficit.

e Before America's telecommunications trade deficit can be re-
duced meaningfully, Congress and the Administration must ad-
dress three additional non-tariff barriers to U.S. exports:
the overvalued dollar; Defense Department restrictions on
the export of U.S. technology; and the absence of indepen-
dent marketing networks for the distribution of American
products overseas. Addressing those three additional bar-
riers is a long-term, multi-year proposition. Unfortunate-
ly, SB 942, with its two-year timetable and unrealistic ex-
pectations, fails to recognize that fact. Hence, it boxes
the Administration into a "no-win" corner where counterpro-
ductive retaliation is the only option available.
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My name is Edwin B. Spievack. I am President of the North

American Telecommunications Association (NATA), the trade asso-

ciation of the telecommunications equipment industry. NATA to-

day represents about 700 independent manufacturers, suppliers

and distributors of state-of-the-art telecommunications equip-

ment, such as Private Branch Exchanges (PBXs) and key systems.

Our members are both domestic and foreign-owned companies. On

behalf of NATA's worldwide membership, I appreciate the oppor-

tunity to testify on the Telecommunications Trade Act of 1985.

Due to Capitol Hill efforts, it appears that U.S. negotiators

have succeeded in winning major, market-opening concessions

from the Japanese in the telecommunications equipment field.

More than three dozen standards governing the interconnection

of customer premises equipment (CPE) to the Japanese network

have been reduced to a single "no-harm-to-the-network"

standard. The Japanese have agreed to allow foreign

manufacturers, including American firms, to self-certify their

products. And they have agreed to establish an independent

approval agency for that equipment. Thus, the technical rules

and standards governing the importation and use of equipment in

Japan largely mirror American regulations. In that sense, the

Japanese market has been opened.

But neither those market-opening efforts nor the provisions of

this bill (SB 942) will reduce America's telecommunications

trade deficit with Japan, or with any other country, for that



180

matter. If your objective is to make the proverbial cash reg-

ister ring up more sales of American-made products, this bill

will not succeed. While the legislation addresses one non-tar-

iff barrier to increased U.S. exports -- restrictive standards

and the like -- it fails altogether to address three other non-

tariff barriers of equal, if not greater importance: that is,

the bloated dollar; the absence of independent marketing net-

works in foreign countries; and Defense Department restrictions

on the licensing of American high-tech exports.

Unless and until those three issues are addressed, all congres-

sional efforts will fail. America's trade deficits will con-

tinue to rise. So will American impatience, thereby increasing

the prospects for even more-damaging actions that could trigger

the trade war all of us fear.

To the extent this bill fails to reflect the real-world reali-

ties of today's global marketplace for telecommunications

equipment, as indeed it does not, the legislation unfortunately

contributes to the misunderstandings and tensions. It further

exacerbates an already volatile situation. The consequences of

wrong moves could be disasterous -- both for the worldwide

telecommunications industry and for the millions of businesses,

institutions and consumers who depend on our technology.

Essentially there are two ways to reduce the U.S. trade deficit

-- either restrict foreign imports to U.S. markets or increase
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exports of American-made products to foreign markets.

Virtually everyone recognizes that the first option, protec-

tionism, would be catastrophic -- not only for U.S. consumers

and businesses who depend on imports, but ultimately for all

American industry and for the global economy to which we are

inextricably linked. Today, fully 75. of America's GNP depends

in one way or another on trade, compared to less than 25% just

two decades ag6. Given that reality, to jeopardize our trading

relationships truly would be self-defeating.

If the Uthited States were to restrict the importation of tele-

communications equipment through either of the retaliatory rem-

edies specifically endorsed by this bill -- higher tariffs or a

refusal to certify foreign products -- the American telecommu-

nications market would be thrown into even greater turmoil than

now exists.

The independent distribution network in the U.S., which we have

spent nearly two decades creating, would be wiped out over-

night. That's about 2,000 independent equipment dealers in

every state of the country. That's about 100,000 American

jobs. Because of the Bell System's century-old monopoly, the

sad reality is that the United States does not yet have enough

telecommunications manufacturing plants to meet burgeoning

domestic demand.
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Like it or not, American consumers depend on foreign telecommu-

nications products. This is especially true in the market for

key systems, the two-to-15-line telephone systems used primari-

ly by small- and medium-sized businesses. Last year, American

consumers spent almost $2.3 billion on such equipment. But

orly one-third of it was manufactured in the United States, and

of that, the lion's share was made by a single firm -- AT&T.

In fact, excluding AT&T, American-made key system products

accounted for only 10 percent of total 1984 U.S. sales.

Because of the long-time monopoly dominance of AT&T and Western

Electric (renamed AT&T Technologies) in this country, there

simply is not enough manufacturing capacity in the U.S. to meet

growing U.S. demand. AT&T's manufacturing stranglehold ended

only last year, with divestiture. Closing U.S. markets to for-

eign imports, as this bill threatens to do, not only would

raise consumer prices on all telecommunications equipment, it

also would effectively reinstate AT&T's monopoly control. Any-

one -- including the divested local Bell Operating Companies --

wanting to sell a key system in the United States would have to

deal with AT&T. But since AT&T is also in the distribution

business, it would have little incentive to supply products to

competing vendors. Hence, one of the unforeseen effects of

market-closing legislation would be the sudden reemergence of

monopoly conditions in the U.S. marketplace.

Thus, we must reject protectionism as an option. But if we
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don't raise the American drawbridge, we are left with only one

alternative for reducing America's growing trade deficits: in-

crease the nuber of American-made exports into foreign mar-

kets. It must be clearly understood that merely by opening

markets in Japan, or elsewhere, we make it possible for Ameri-

can multinationals to sell their products there. But there is

nothing that requires them to sell their American-made products

in those markets. Unless they do, America's trade deficits

will continue to worsen.

Given the realities of today's economy -- notably the inflated

U.S. dollar and the proliferation of offshore manufacturing by

American companies -- American-owned multinationals certainly

will not sell their American products overseas for the simple

reason that Made in America is too expensive. Instead, if they

sell overseas at all, American companies will be marketing

their central office switches and PBXs made in the Netherlands,

and their computers made in Taiwan or Korea, or any number of

other products made in any number of other offshore manufactur-

ing havens.

Such sales might be great news for AT&T, GTE, DEC and Tandy and

their shareholders -- not to mention for the Netherlands, Tai-

wan and Korea. But they won't add a single dime to a positive

L.., trade balance. And those sales won't add a single worker

to U.S. payrolls. Until that reality is recognized and ad-

dressed by Congress and the Administration, those foreign cash
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registers won't ring -- at least not in a significant way and

not with products made in the USA.

Thus, without further remediation, we will be faced with a dan-

gerous conundrum: our trade deficits will continue to increase

even as we succeed in gaining greater access to foreign mar-

kets. Extricating ourselves from this mess will require a

three-track approach, which complements the market-opening

efforts of Congress. Each step is a long-term proposition

that will require patience and integrated activities on a num-

ber of fronts.

First, we need to bring international exchange rates into some

reasonable balance, thereby removing the 25-50% effective sur-

charge on all American exports, an obstacle that even the best

American technology and marketing can rarely overcome. Thank-

fully, the exchange rate problem has received increasing atten-

tlnn in recent weeks, at least by members of Congress. NATA

members were particularly supportive of the remarks you made on

the subject last week at the National Press Club, Mr. Chairman,

and of the recent preliminary report issued by the Democratic

Working Group on Trade Policy, chaired by Senator Bentsen. The

Reagan Administration must either intervene in currency markets

to establish the neutrality of currency to trade or the Federal

Reserve must lower interest rates immediately. Both steps may

be required.
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Second, the Defense Department's authority to restrict export

licenses should be legislatively circumscribed or removed. Not

only do such restrictions deny actual export sales to American

firms, they inhibit U.S. companies from taking even the neces-

sary first steps to respond to foreign RFPs. No company wants

to invest in feasibility studies for foreign projects, if six

months, or six years, later the Defense Department can ban the

export of American-made components or systems described in the

winning bids.

If the ultimate goal is to increase sales of American-made

products overseas, a third item must be given a prominent place

on the national trade agenda, too. We need independent dis-

tribution networks for American-made products in foreign coun-

tries. Sadly, however, there is not a single nation in the

world where such networks are significantly established for

telecommunications products and services. No such marketing

networks exist in Japan, which, especially in view of its lat-

est concessions, is by far the most open foreign market in the

world -- a fact that regrettably continues to go unnoticed amid

the inflamatory rhetoric.

And certainly no meaningful independent distribution networks

exist in Europe, Canada, South America, or Africa, where gov-

ernment monopolies continue to have a stranglehold over virtu-

ally their entire telecommunications markets. Those markets

are all but totally closed and cartelized. Significantly, the
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1954 Treaty of Rome, which established the European Coimmon Mar-

ket, expressly excluded telecommunications from the competition

rules of the EEC. State-run monopolies still prevail, with no

signs of liberalization in sight.

Without such independent marketing networks, the best we can

hope for is that a handful of American-owned multinationals

will succeed in selling their products overseas. If we're ex-

tremely lucky and deflate the dollar, there's a chance that

they will actually sell products manufactured in American

plants by American workers. In a world increasingly dominated

by international trade, however, we also need to extend the

fruits of that trade to the small- and medium-sized businesses,

which truly are the driving forces of American innovation and

ingenuity.

Establishing such independent distribution networks overseas is

decidedly a long-term proposition, which will require patience

and a concerted effort by both the public and private sectors.

Consider the Japanese example in America. In the telecommuni-

cations equipment field, Japanese companies have been here for

17 years, ever since the FCC's landmark Carterfone decision

allowed users to buy and connect to the American phone network

non-AT&T equipment. These companies have patiently invested
A
millions of dollars here -- in establishing and training sales

forces, in working to establish independent American vendors,
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and in developing maintenance and other customer support mech-

anisms. In short, they've learned how to sell in America.

Significantly, some of these firms still haven't reaped a re-

turn on their investment, nearly two decades later.

Unfortunately, Senate Bill 942 requires more immediate gratifi-

cation for American companies. Under your bill, positive re-

sults are required in a scant two years. I can positively

guarantee that without the three-track effort I mentioned

above, you will not get the desired results. The cash register

receipts will disappoint. And the President will be boxed into

a corner of Congress' making -- required to trigger the protec-

tionist measures we all dread.

Patience and long-term approaches are the latest buzzwords in

Washington. It is difficult to pick up a report -- whether

from a private group such as the Business-Higher Education For-

um or the Business Roundtable or from a public panel such as

the President's Commission on Industrial Competitiveness --

without being regaled with the need for adopting long-term

strategies. Yet, when push comes to shove, this bill demon-

strates that we'd still prefer to shove -- to cry foul and in-

sist on immediate gratification.

I believe the American telecommunciations equipment industry

today is healthy enough, competitive enough and mature enough

to adopt a more positive approach, one which recognizes that
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our long-term prosperity depends on oui ability to create inde-

pendent distribution networks in every foreign nation. The

need to establish such networks is especially acute in Japan,

ever since the April I privatization of Nippon Telephone and

Telegraph has eliminated that one-time monopolist as the

single-source target of opportunity for U.S. firms.

Establishing those supply lines will require the active and

creative participation of you, as public policymakers, and of

us, as industry leaders. You can help us open markets by de-

manding actions from this Administration. Among the immediate

requirements areas 1) to reduce the $200 billion federal budget

deficit by cutting military expenditures; 2) to bring down the

hyper-inflated value of the dollar! and 3) to create, and fund,

better mechanisms in the Department of Commerce for promoting

exports by small- and medium-sized American companies. Final-

ly, policymakers must stop the schizophrenic trade battle be-

tween the Commerce Department and Defense Department by reining

in the Pentagon's inordinate and counterproductive influence on

U.S. trade policy through export licensing restrictions.

American industry has the principal role in boosting exports.

It is a role that American industry is uniquely qualified to

play -- should it so choose. Among our many strengths -- our

capacity for technological innovation, our abundant capital re-

sources, our educated and skilled work force, and our flexible,

democratic institutions -- we should never lose sight of the
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fact that Americans pioneered the modern marketing techniques

of which an efficient product distribution system is Elie cen-

terpiece. Our greatest challenge today is to adapt those mar-

keting principles In foreign markets.

NATA firmly believes that deeper and more dedicated industry-

to-industry efforts must emerge from this debate. We have long

promoted this idea within the U.S. telecommunications industry,

particularly as it relates to Japan. Further, we have promoted

these ideas among our Japanese counterparts. We are not alone

in this quest. And we have experienced our share of frustra-

tions in the process. But we believe the objective is a cor-

rect one -- to compel global industrial interests to recognize

their common needs and problems, not merely their differences.

Congress should encourage a continuation of these industry-to-

industry efforts.

Unfortunately, the Telecommunications Trade Act's unrealistic

time constraints jeopardize those long-term industry-to-indus-

try efforts. For that reason, the North American Telecommuni-

cations Association and its member companies oppose its pas-

sage. Insofar as the bill encourages others -- notably Canada

and Europe -- to open their markets, just as the Japanese al-

ready have, it has limited merit. But the bill's many

disadvantages far outweigh its few benefits.

Given the existing strength of the dollar, the absence of inde-

ri1 r.< , - a;- 7
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pendent marketing networks and the continued obstacle of De-

fense Department export restrictions, it is totally unrealistic

to expect exports of American-made\telecommunications products

to increase appreciably in the next two years. That goes not

only for Japan, but especially for Canada and Europe. Thus,

your timetable is too short and your expectations are unrealis-

tic.

At best, SB 942 is a "Multinational Relief Act," which might

help pry open foreign markets to increased sales of products

made overseas by American-owned corporations. As I hope I have

demonstrated, such a "success" will not add a cent to America's

bottom line. At worst, the bill will trigger a catastrophic

trade war, which will harm American consumers, devastate Ameri-

ca's own independent distribution network and return control of

the U.S. telecommunications equipment industry to a single cor-

poration -- AT&T.

Thank you for the opportunity to testify today.

- XXX -
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STATEMENT OF MORTON POMERANZ, GAGE TUCKER & VOM
BAUR, ON BEHALF OF THE AMERICAN ASSOCIATION OF EX.
PORTERS AND IMPORTERS, NEW YORK, NY
Senator DANrOxTH. Mr. Pomeranz.
Mr. POMERANZ. Thank you, Senator Danforth. I am Morton Po-

meranz, counsel to the Washington and Kansas City law firm of
Gage Tucker & Vom Baur.

Senator DANFORTH. We would call it the Kansas City and Wash-
ingtcr law firm.

Mr. POMERANZ. I accept the amendment, sir. [Laughter.]
I appear here as a member of the American Association of Ex-

porters and Importers, an organization which, for more than six
decades, has represented every segment of the international trad-
ing community. I'm accompanied by Robert Leo, the association's
staff attorney.

The association continues to support the liberalization of trade
and, therefore, applauds the goal of S. 942. However, in moving to
reach that goal, the bill takes insufficient account of legislative
tools already available to cope with the problem presented and
then seeks to create additional tools which in some cases would vio-
late our long-standing international commitments while probably
hurting rather than helping our telecommunications trade.

The U.S. telecommunications industry is healthy and strong. We
can all agree that the break-up of AT&T has created new opportu-
nities for foreign manufacturers as well as for the domestic manu-
facturers for whose benefit the divestiture was, in part, originally
designed.

In this interdependent world, if we create new trade opportuni-
ties in our own country, we must expect foreign competitors to seek
to obtain a piece of that same pie. We cannot object so long as they
do this fairly. Should the foreign effort present an actual or poten-
tial threat of injury to our domestic industry, recourse, of course,
should be sought through the escape clause provision of our trade
laws.

Should the foreign sales effort be accompanied by dumped or
subsidized prices, these can be met by dumping and countervailing
duties provided for this purpose under our trade legislation.

The imagination of man probably knows no limit in the creation
of additional unfair trade practices. But we would also not underes-
timate the imaginative uses of section 301, the major unfair trade
practices piece of our law.

And this includes doing something about foreign markets which
are foreclosed to our suppliers through foreign government pro-
grams that enable their own suppliers to sell at unfairly competi-
tive prices in world markets.

The centerpiece of the proposed bill is the concept that the open-
ing of foreign markets can be levered by a threat that the United
States will raise tariffs on our telecommunications imports if other
governments refuse to give our telecommunications exports a fair
opportunity to compete.

Basically, we consider that this authority already exists under
U.S. trade laws. However, under S. 942, the grant of such author-
ity, as presently written, would have to be employed in a fashion
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that leaves little flexibility to the President and the U.S. Trade
Representative.

It also places an impossible burden upon them in carrying out
their tasks. We welcome the fact that this bill, unlike its predeces-
sor, does recognize the possibility that the United States might
have to pay compensation in some instances where we chose to
raise our duties on competitive imports.

Two other features of the proposed bill seem to require addition-
al effort to which we would happily contribute. Does the provision
in title 3 with regard to the Federal Communications Commission
seek to enlarge the authority of the Commission? If so, what limita-
tions will there be on that authority to insure that it does not vio-
late our international commitments on such things as standard?

Finally, we deem the definition of "telecommunications prod-
ucts" to include products which were probably never intended to be
included for the purposes of this legislation. This we can certainly
help remedy.

For the reasons given in our full statement for the record, we
would hope that Senator Chafee would agree that his S. 728 should
be folded into the overall reconsideration of S. 942.

Thank you very much for the opportunity to appear.
Senator DANFoRT. Thank you, sir.
[The prepared statement of Mr. Pomeranz follows:]
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THE AMERICAN ASSOCIATION OF EXPORTERS AND IMPORTERS
SUMMARY OF TESTIMONY ON THE

TELECOMMUNICATIONS TRADE ACTS 8.942 and 5.728

The American Association of Exporters and Importers (AAEI)
represents over 1000 U.S. company members nationwide engaged in
the export, import and distribution of goods between the United
States and countries throughout the world. The promotion of
fair and open trade among nations has been the primary mission
of AAEI for the 64 years of its existence.

We understand the frustrations that U.S. exporters of
telecommunications roducts and services feel as they work to
expand their business internationally. The industry is healthy
and strong. AAFT supports the lowering of foreign trade
barriers to U.S. telecommunications exports.

However, we are deeply concerned that, as the ii.S. Congress and
the Administration seek ways to further open overseas markets,
th~v not take actions that can seriously injure 1.S. exporters,
the economy as a whole, and the international trading system.

The mo't comprehensive of current proposals to spur negotiations
in the telecommunications field is S. 942. While helpful on a
number of points and well-intentioned throughout, we believe it
is undermined by serious flaws which make its adoption (or that
of similar proposals) self-defeating in the short run and
injurious in the long run. If enacted, in our judgment, the
hill would violate 1.S. international obligations and
understandings. When others followed our lead, as they quickly
would, I.S. exporters would he among the first and most badly
wounded casualties.

As a vehicle to aid negotiations to open foreign markets, we
believe that S. 942 provides too little flexibility to U.S.
negotiators and foreign governments to permit fruitful outcomes.

S.728 is similarly inconsistent with our international
obligations. Additionally, it would operate to hurt U.S.
exporters immediately, as any components containing a Japanese
product, imported to be incorporated into an exported product,
would be barred from entering the U.S.

The Association reiterates its support for the expansion of
world markets and stands firm in its belief that such expansion
cannot be achieved unilaterally, but only through positive
multilateral efforts.

American Association of
Exporters and

Importers ii West 42nd Street, New York, N.Y 10036 (212) 944-2230
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woo morntng -r. Chairman and members of the Committee. My name is Morton

Pomeranz. I m a counsel to the Washington, DC law firm of Gage, Tucker and rm

Baur. I appear here as a member of the American Association of Exporters and

Importers (AAEI), and one who has had the privilege and honor to be a senior

memher and adviser of every U.S. delegation to CATT trade negotiations from 1960

to 1980. 1 am accompanied today by Robert Leo, the Association's Staff

At tor nev.

The Association represents over 1000 company-members engaged in the export,

import, and distribution of goods between the United Stat s and countries

throughout the world. The multitude of Products sold by AAN member companies

range from chemicals, electronics, textiles and apparel, machinery; footwear and

food to automobiles, wines and specialty items. In addition, many support

elements of the international trade community -- customs brokers, freight

forwarders, banks, attorneys and insurance firms -- are active members of AAEI.

Among our members are domestic manufacturers and U.S. subsidiaries of

foreign companies engaged in the manufacture, import, export, and distribution of

telecommunication products. As an Association we have committed ourselves to

promoting liberalized trade ard opposing protectionism on behalf of U.S.

businesses. That we are submitting these comments speaks to the concerns of the

international trade community regarding S.942, the Telecommunications Trade Act

of 1985 and S.728.

Last September, AAI was on record opposing S.2618, the Telecommunications

Trade Act of 1984, the predecessor to the first bill we are discussing today.

While 5.942 seems more carefully drafted and comprehensive than last years bill,

there are still some major problems that we would like to point out.

AAEI continues to support the liberalization of trade and applauds the goal

of S.942. The further opening of foreign markets would benefit world trade,

including trade in the telecommunications field. We must emphasize that although
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the Telecomunications Trade Act of 1q85 (TTA) may be perceived as a tool to

increase access to foreign markets, some of its methods are totally inconsistent

with established U.S. practice and policies. The Act, if passed, will send a

less-than-subtle message to our trading partners that the U.S. policy is now

"fair trade", with "fair trade" being defined unilaterally by the U.S.. Our

testimony today will be concentrated on the incompatibility of provisions of

S.942 with our international commitments.

S.q42 is founded upon the false premise that the court-ordered divestiture

of AT&T was a unilateral "concession" to our trading partners. It may appear as

if the U.S. missed the chance to use the AT&T break-up as negotiating leverage,

however a retroactive unilateral declaration that the divestiture was a

toncossion is without foundation under accepted understandings in the GATT.

"Concessions" under the CATT are negotiated, or made pursuant to an agreement.

The concessions we have made over the years to other GATT partners have been paid

for by the' in the form of lower tariffs on their imports including

telecom unicat ions products from us. If we unilaterally set international trade

rules we must expect our trading partners to follow suit. It is self-defeating"

to assert that w are owed compensation, in the form of access to foreign

markets, due to the break-up of AT&T.

Senator Danforth preceded the introduction of this bill with the remark that

"ItIhe negotiation of reciprocal market access market arrangements is the

cornerstone of the rATT." However, the notion of reciprocity contained in S.942

is not contained in the GATT. GATT Article XXVIII(bis) states that tariff

negotiations should be entered into on "a reciprocal and mutually advantageous

basis." Reciprocity has meant each party to a negotiation giv?s up and gains

equal mounts, not necessarily in balance with regard to particular classes of

goods. S.942 defines reciprocity as "equal access" with regard to a particular

category of product and uses the perceived lack of access to a foreign market for

that product, combined with an open U.S. market, as a device to force our trading

partners to enter into negotiations.

BEST AVAILABLE'COPY
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This unilateral changing ot internationally used principles is not a step

toward world trade expansion but a step toward weakening the multilateral trading

system at a time when it noeds all possible strengthening.

There are a number of specific provisions in S.942 which concern our

members. Section 2(4) of S.94, states that a loss of jobs in the U.S.

telecommunications industry is threatened by unfair and discriminatory trade

practices. The present U.S. trade laws are effective weapons against unfair

practices of foreign nAtions. The 1.q. telecommunication industry is on the

cutting edge of technology and the recognized world leader. While imports of

telecommunications are increasing, there is no evidence that the U.S. industry is

anything but healthy. If in fact there is a threat of injury to domestic

industry, recourse should immediately be sought via the "escape clause" provision

of our trade law. To talk of injury "down the road" when there is no present

injury is a serious flaw in this legislation. Protection of a healthy industry

is a precedent the U.S. and the world can not afford to embrace.

The standard, "imbalance in competitive opportunities," in this case, for

trade in telecommunications, is not an unfair trade practice found in section 301

of the Trade Act of 1974 nor in the GATT that allows the President to take

action. To fault the "open nature" of the U.S. market for an impliedly

irreversible competitive imbalance is 'giving the store away' to protectionists

and violating the letter as well as the spirit of GATT.

Also of concern in the Telecommunications Trade Act of 1985 is the inclusion

of the standard ;f "substantially equivalent to the competitive opportunities

provided by the United .States..."(hereinafter referred to as SECO). Up to this

point the concept exists in U.S. trade law for the purpose of insuring that in a

multilateral trade negotion each and every major trading partner will make an

- 51-591 0 - 85 - 8
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equivalent contribution to the negotiation. In past negotiations we have made

telecomunicaetions tariff concessions to others on a part of a larger package of

concessions and we have determined that SECO resulted from the package we

obtained from others in all categories of tariff concessions. In other words, W

have certified that there was SECO in those negotiations. The proposed bill

would have us use this standard to go back on the original certification because

we, unilaterally, through divestiture, created larger trade opportunities in the

U.S. for foreign suppliers as well as for new II.S. suppliers. If one of our

major trading partners were to move in this direction we certaintly not tolerate

such a claim heing made against us.

Anoth-r serious question is raised by the distinction between foreign

companies and their U.S. subsidiaries and U.S. firms and their subsidiaries found

in sections 101 and 102 of the bill. Specifically,h1fl2 (a)(2)(A)(ii) cites as

one of the objectives of the President in entering negotiations: "to correct the

imbalance in competitive opportunities accruing from uncompensated reductions in

barriers to the access of foreign firms and their subsidiaries to the [U.S.)

telecommunications market." The USTR must take into account economic benefits

accruing to U.S. subsidiaries of foreign firms, Wl1l(b)(A), as part of their

analysis of barriers to U.S. trade in telecommunications. Notwithstanding the

fact U.S. subsidiaries of foreign firms are recognized legal entities and subject

to U.S. laws, pay IT.S. state and federal taxes and employ hundreds of thousands

of 1.S. citizens, S.942 has impliedly set up a monstrous barrier to investment in

the U.S. The better a V.S. subsidiary of a foreign firm does in the II.S. and

the slower that foreign mother country is in negotiating increased access to its

market the greater the so-called "incompetitive balance", *aking sanctions that

much more likely. The distinction could hypothetically, in conjunction with

1l01(b)(1)(1) vhich cites the "export potential" of ".S. products and services,
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act to penalize a better businessman and marketing system and regard an

inefficient one. In that light 9.942 can be seen not only as protectionist

legislation which will put up barriers to trade, (which usually are set up to

encourage investment in the U.S.,) but also a bill which viii chill foreign

investment in the U.S.

11nder this rubric, one need only look at 1ll(b)(2) which provides that in

making determinations the USTR, "shall consider as dispositive any evidence of

actual patterns of trade... that do not reflect patterns of trade which would

reasonably be anticipated to flow from the concessions or commitments of such

country based-on concessions or commitments of such country based on the

international competitive position and export potential of such products and

services." We submit that the bankruptcy courts of the world are littered with

the remains of companies who have wagered on such "patterns" ard "anticipated

flows" and lost for good and sufficient business reasons far removed from

discriminatory acts of other governments.

.Yust as unreasonahle is to hold foreign countries responsible for the

success of such rtIq. company activities as product development and adaptation,

servicing and supply, advertising, competitive pricing and other business

decisions and activities. Section lOl(b)(i)(B) mandates the USTR to consider in

their analysis of perceived barriers to U.S. telecommunications trade, "actual

patterns of trade, including sales...in relation to the international competitive

position and export potential of such products and services." (emphasis added).

Section 102(a)(2)(A)(iii) mandates that one of the President's negotiating

objectives will be "to facilitate the increase in [U.S.) exports of

telecommunications products to a level commensurate with the competitive position

of the [U.S.] telecommunications industry."(emphasis added) These provisions not

only take the pressure off U.S. firms to compete aggressively, but they draft the

President and the 11STR as marketing experts.
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Threaded throughout 8.942 is a disturbing lack of discretion given to the

President or the USTR. iile AAEI encouraged analyses being done and

negotiations taking place, we also remain fixed ip our belief that a foreign

country should not be "clubbed" into opening its markets. Such an approach my

have been favored in the days of Admiral Perry, but it has no place in an

economically interdependent world. The President, in 9102, and the iUSTR, in 1103

are mandated to take retaliatory, trade-constricting action if the mandatory

negotiations fail. If one of their actions is to withdraw, terminate or suspend

any portion of a trade agreement with a foreign country, the duty rates on

products under that agreement immediately go up to column 2 rates (1102(b)(4)(8),

5103(c)(3)). In addition to the lack of discretion and room for our government

to negotiate, AAFI is concerned that, as defined under S.942, any trade agreement

that can be unilaterally terminated, modified oT withdrawn is not necessarily a

telecommunications agreement. The result would then be column 2 duty rates on

-non-telecommunications products. Such a step should not be an automatic one; our

government must have the flexibility to operate in order to expand world trade,

not be bound by trade restricting legislation.

We have additional concerns with regard to Title II of the proposed bill.

Section 301 impliedlv recognizes that the Federal Communications Commission (FCC)

is applying limited standards to imported telecommunications equipment. The FCC

is of course an independent administrative agency. Does the proposed section

intend to amplify the powers of the Commission with regard to licensing the entry

of telecommunication products? If so, what are the bounds of the exercise of

that authority and how will we ensure that our commitments in the international

standards agreement will not be violated? Misuse of standards has too frequently

occurred against U.q. suppliers so that we cannot take this provision too

lightly.
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The Association also wishes to raise a technical question regarding the

inclusion of certain products under the term "telecommunication producte"(1304).

Article such as radios, clock-radios, stereo equipment, tape players and CS

radios should not be included in negotiations for market access on

telecommuricat ions equipment as they are not integral parts of a telephote-based

telecoomunication system nor items attached to such a system by businesses or

individuals. ME! is certain that our industry members are willing to work with

the Subcommittee and its staff to separate out those products for whichh no

demands for market access are being made.

In summary, AAE! urges that this bill be put into perspective. AAEI

supports the goal of S.942, the Telecomsunications Trade Act of 1985 -- namely to

expand trade opportunities for tO.S. telecommunications exporters through the

lowering of foreign trade barriers. We also support the bill's call for regular

study of the impact of domestic policy and practices on international

competitiveness in the telecommunications industry. We believe this makes sense

for all industries. The Association is encouraged by the recent agreements with

Japan in telecommunications, notably that they will use the U.S. standard of

"minimum standards necessary to protect the telecommunications network" in their

certification process, and hope other countries will follow their example of

increasing access to their telecommunication markets.

The goal of S.728 is the same as S.942 and similarly deserves our support.

However, as in S.942, there are provisions in this bill which violate our

international obligations. In'addition, S.728 will hurt the exporters it means

to help. U.S. telecommunication companies, including TY.S. subsiAiaries of

foreign firms, would no longer be able to incorporate any components from Japan,

or from third countries that use Japanese parts in their prodvcts, into their

products in order to reexport them. That situation, coupled with probable

retaliation, would severely damage 1Y.S. exports.
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We understand the frustrations of U.S. exporters in attempting to increase

access to their foreign markets, hut AAE cannot remain silent when

well-intentioned but flawed legislation is introduced that will ultimately hurt

those it is meant to help. There are provisions of the Telecom.aunications Trade

Act of 1985 and S.728 that undeniably would abrogate our international

obligations. The I0.S. cannot unilateraly change international practices ,

policies and definitions, especially in light of recent U.S. calls for new CATT

rounds, and expect its trading partners to accept it without comment or

retaliation. The U.S. government must have the flexibility to maneuver in

international negotiations. Protection of a healthy and growing industry at the

expense of world trade has not been and must not be viewed as the banner under

trhich thp 11nited Statps does business.
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STATEMENT OF STANTON D. ANDERSON, ON BEHALF OF THE
COMMUNICATIONS INDUSTRY ASSOCIATION OF JAPAN, WASH.
INGTON, DC
Senator DANFORTH. Mr. Anderson.
Mr. ANDzRSON. Thank you, Mr. Chairman.
My testimony today is presented on behalf of the Communica-

tions Industry Association of Japan, CIAJ. CIAJ is a leading orga-
nization of communications equipment manufacturers in Japan,
and is comprised of more than 200 corporations, including a
number of American companies, which produce communications
equipment for the Japanese market and for export to the world
market. CIAJ appreciates the opportunity to present its views this
morning to the subcommittee on S. 942.

CIAJ has been and continues to be an advocate of a fully open,
transparent and nondiscriminatory communications equipment
market in Japan. CIAJ and its members recognize that trade in
telecommunications between the United States and Japan must be
a two-way street. While CIAJ supports the stated objectives of the
bill for a more open trading system in telecommunications prod-
ucts, it has serious concerns over the method by which the bill
would accomplish this objective.

We have three principal comments on S. 942. The bill's provision
for retaliation in the face of ongoing negotiations with Japan we
feel is inconsistent with the spirit of the international trading
system and in contravention of the letter of the General Agree-
ment of Tariffs and Trade as it relates to the settlement of dis-
putes.

Second, the sectorial reciprocity standard adopted by the bill
will, in our view, result in a trading system in which each nation
accords differing treatment to imports depending on their source.
The U.S. Government has long, I think, opposed sectorial reciproci-
ty as not in the long-term best interest of the United States.

Third, the standard that S. 942 adopts for determining whether a
country has violated the terms of a trade agreement, that i,
whether the actual level of U.S. telecommunications exports is
below that anticipated by the United States given the international
competitive position of U.S. telecommunications products, is a total
departure from recognized principles of international trade, and we
think a quick recipe for the unravelling of the trading system.

In our judgment, significant progress has been made in the last
few months and in the latest round of negotiations. That view, we
believe, has been.-is shared by the U.S. Government. While these
steps will not guarantee an increase in U.S. sales in and of them-
selves, they will, we think, insure an open and nondiscriminatory
Japanese telecommunications market. Rather than retaliate, the
United States should provide breathing room so that further nego-
tiations can proceed.

I wish it were possible to say to the committee this morning that
dramatic reversal of the U.S. trade deficit with Japan in the tele-
communications is about to occur. Realistically, I think continued
progress can and will be made through bilateral and perhaps mul-
tilateral discussions directed toward resolving outstanding issues,
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and creating an environment in which U.S. firms are confident
that they can compete successfully in the Japanese market.

Thank you, Mr. Chairman.
Senator DA R. Thank you, Mr. Anderson.
[The prepared written statement of Mr. Anderson follows:]
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Testimony Of Stanton D. Anderson
On Behalf Of The

Commications Industry Association Of Japan
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Senate Finance Committee

International Trade Subcommittee

May 3, 1985

CIA-J has been and continues to be an advocate of a fully open, transparent
and non-discriminatory communications equipment mrket in Japan. CIA-7 has
long recognized that trade in teleomunicat ions between the U.S. and Japan
must be a -two way streetV.

* While CIA-J supports the objective of a more open trading system in teleoe-
munications it has serious concerns over the method by which S.942 and 8.728
would ac omplish this objective.

* S.942's provision for retaliation in the face of ongoing negotiations with
Japan is inconsistent with the spirit of the international trading system
and in contravention of the letter of the GAr as it relates to the settle-
ment of disputes.

" The sectorial reciprocity standard adopted by S.942 would result in a
trading system in which each nation accords differing treatment to imports
depending on their source. Absent under such a system would be the effi-
cient utilization of the world's resources afforded under the principle of
Most Favored Nation (MIN) treatment.

* The standard 5.942 adopts for determining whether a country has violated the
term of a trade agreement (i.e. whether the actual level of U.S. telecom-
munications exports is below that anticipated by the U.S. given the inter-
national co titive position of U.S. telecommunications products) is a
total departure from recognized principles of international trade and a
quick recipe for the unraveling of the trading system.

* Significant progress has been made on standards, certification and value
added networks as a result of recent bilateral discussions. While these
strides will not guarantee an increase in U.S. sales in and of th melves,
they will eruite an open and non-discriminatory Japanese telecamunications
market. Rather than retaliate, the United States should provide breathing
room so that further negotiations can progress.

" As an alternative to S.942, Cli-J supports the negotiation of a multilateral
telecommunications trade agreement or a Qdev on telecommunications trade
and services. The Code would operate on conditional KM basis in the swe
fashion as the Tokyo Round Codes. Only countries Nhich made concessions
would be able to enjoy the benefits the Code would provide. This approach
would be wholly in accord with ( T practice and consistent with a multi-
lateral approach to trade liberalization.
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Statement Of
Stanton D. Anderson

On Behalf Of
The

Communications Industry Association
Of Japan

May 3, 1985

Before The Senate Finance Committee,
Subcommittee On International Trade

Mr. Chairman and Members of the Committee:

My testimony is presented on behalf of the Communications

Industry Association of Japan (CIA-J). CIA-J is the leading

organization of communications equipment manufacturers in Japan,

and is comprised of more than 200 corporations, including a

number of American firms, which produce communications equipment

for the Japanese market and for export to world markets. CIA-J

appreciates the opportunity to present its views to the

Subcommittee on S.942 (*The Telecommunications Trade Act of

19850) and S.728.

CIA-J has been and continues to be an advocate of a fully

open, transparent and non-discriminatory communications equipment

market in Japan. CIA-J believes that trade in telecommunications

between the U.S. and Japan must be a Otwo way street'. For this

reason, CIA-J supports the underlying objective of S.942s more

open international trade in telecommunications equipment. We

have serious concerns, however, over the method by which 8.942

would seek to accomplish this objective. We have similar
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concerns over the retaliatory approach which would be taken under

S.728.

In recent weeks an ongoing diplomatic effort at the highest

levels of the U.S. and Japanese governments has been underway to

increase U.S. access to Japan's telecommunications market and

significant progress has been made on standards, certification

and value added networks. CIA-J has worked with U.S. officials

over the past few months to ensure the implementation of many of

the concessions made by the Japanese government in these areas.

Moreover, CIA-J has sought increased cooperation with U.S. manu-

f~cturers as a means of resolving frictions in bilateral

telecommunications trade. For example, next week CIA-J will be

meeting with a number of U.S. electronics industry

representatives in Hawaii to discuss further ways of resolving

trade frictions and enhancing bilateral trade opportunities.

Let me outline our principal objections to S.942:

1. The Bill's provision for retaliation in the face of

ongoing negotiations with Japan is inconsistent with the spirit

of the international trading system and in contravention of the

letter of the General Agreement on Tariffs and Trade (GATT) as it

relates to the settlement of disputes. If the United States

proceeds to take trade disputes into its own hands by imposing

unilateral retaliation, rather than proceeding through the

consultation and dispute settlement process of the GATT, it risks

the destruction of the open trading system and a return to global

protectionism. Significant progress has been made through
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ongoing negotiations. Hence rather than retaliate, the United

States should provide breathing room so that further negotiations

can progress.

2. The Bill adopts a sectorial reciprocity standard which

would have the Administration judge the fairness of foreign

market access in telecommunications equipment by reference to

access afforded foreigners in the U.S. market. The United States

has consistently opposed the application of sectorial reciprocity

to the world trading system because such an approach could result

in a trading system in which each nation accords differing

treatment to imports depending on their source. The application

of sectorial reciprocity could result in a system in which trade

flows are balanced on a country-by-country basis. Under such a

system there would not be the efficient utilization of the

world's resources now afforded under the principle of Most

Favored Nation (MPH) treatment.

3. In judging whether a country has violated the t4wms of a

trade agreement, the Bill adopts a standard which represents a

toLal departure from recognized principles of international

trade. The Bill requires that the U.S. Trade Representative

consider as dispositive of such a violation whether the actual

level of U.S. telecommunications exports is below that antici-

pated by the United States given the international competitive

position of U.S. telecommunications products. This standard is a

quick recipe for the unraveling of the open trading system. If

every nation based access to its market upon what it believed it
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was entitled to export to its trading partners# the international

trading system would quickly deteriorate into one of anarchy and

protectionism.

As I indicated earlier, while CIA-J supports the objective

of a more open trading system in telecommunications, it has

serious concerns about the means by which 8.942 would accomplish

this objective. As an alternative approach we would support the

negotiation of a multilateral telecommunications trade agreement

or a =Code" on telecommunications trade and services. The Code

would operate on a conditional MFN basis in the same fashion as

the Tokyo Round Codes. Only countries which made concessions

would be able to enjoy the benefits the Ccle would provide. For

example, countries could agree to reduce regulatory barriers,

including those in the standards and certification area, in

exchange for reciprocal treatment from other Code signatories.

This approach would be wholly in accord with GATT practice and

consistent with a multilateral approach to trade

liberalization.

CIA-J will continue its efforts toward achieving an open

Japanese telecommunications market. Toward this end, CXA-J will

continue to urge the Japanese government to adopt standards and

approval systems which provide equal opportunities for U.S,

firms.

I wish it were possible to say to the Committee this morning

that a dramatic reversal of the U.S. deficit with Japan in

telecommunications trade is about to occur. Realistically,
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increase in U.S. telecommunications exports to Japan will come

gradually. Until 1981, Japan's telecommunications market was,

for all practical purposes, closed to imports. As a result of

the efforts of U.S. and Japanese negotiators great strides have

been made. While these successes will not guarantee an increase

in U.S. sales in Japan in and of themselves, they 4ill ensure

that the Japanese telecommunications market is transparent, non-

discriminatory and open to imports. U.S. access to Japan's

telecommunications market has come a long way since 1981.

Continued progress can be made through bilateral, and perhaps

multilateral, discussions directed toward resolving outstanding

issues and creating an environment in which U.S. firms are

confident that they can compete successfully in Japan's market.

This material is circulated by Anderson, Hibey, Nauheim & Blair
1708 New Hampshire Avenue, N.W., Washington, D.C. 20009, which is
registered with the Department of Justice, Washington, D.C.,
under the Foreign Agents Registration Act as an agent for the
Communication Industries Association of Japan. The required

Registration statement is available at the Department of Justice
for public inspection. Registration does not indicate approval
of this material by the U.S. Government.
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Senator DANFORTH. Gentlemen, do any of you disagree that sub-
stantially equivalent competitive opportunities should be the stand-
ard for U.S. trade policy?

Mr. SPIEVACK. No, I don't agree. I don't disagree. I think it
should be.

Senator DANFORTH. How about you, Mr. Pomeranz? Oh, I'm
so r, Mr. Spievack.

Mr. SPIEVACK. I do think that there is a lot of misunderstanding,
Mr. Chairman, concerning the nature of the way the trading
system works in the world today; particularly, in terms of high
technology products. I believe many manufacturers think they can
simply go and sell their products in U.S. markets.

As Mr. Fitzgerald indicated, but didn't sufficiently explain, high
technology products demand an enormous distribution system over-
seas, and marketing. Putting aside cultural barriers, which can be

-overcome with marketing techniques today, you simply cannot sell
a high technology product into a foreign market without adequate
distribution to support it. And that's something that on our indus-
try side there is insufficient attention given to. And on the admin-
istration side, and I believe in this bill, there is insufficient atten-
tion.

Senator DANFORTH. You don't disagree with the goal of substan-
tially equivalent competitive opportunities?

Mr. SPIEVACK. No, not at all.
Senator DANFORTH. Do you, Mr. Pomeranz, disagree with that?
Mr. POMERANz. Mr. Chairman, I note that SECO has been part

of our established trade legislation since the 1974 act. And, certain-
ly, I fully subscribe to it in the terms that it was embraced in that
act. It was clearly a direction to our negotiators that you never can
leave a major negotiation until you have that nice comfortable feel-
ing in your belly that you have, in fact, made each and every nego-
tiating partner there contribute the equivalent to what you have
given them in that negotiation.

Senator DANFORTH. You think that that is and should be the
standard that we should pursue?

Mr. POMERANZ. Always, Mr. Chairman. I do have, however, a
problem when that concept is moved to just a narrow trade product
category. There may be a problem.

Senator DANFORTH. Mr. Anderson, do you agree with the SECO
concept?

Mr. ANDERSON. I do, Mr. Chairman, in a broad context. I think
Mr. Pomeranz is right that it's been a part of overall police , but
not when it's applied in a sectorial way, which I think is w. at is
done in this bill.

Senator DANFORTH. Yes; it is. Let me ask you whether you think
it should be applied, sectorial or not, do you believe that the
United States enjoys substantially equivalent competitive opportu-
nities to sell telecommunications products in other countries, in-
cluding Japan, as other countries have to sell in our market?-

Mr. SPIEVACK. May I?
Senator DANFORTH. Yes.
Mr. SPIEVACK. I'd say we are fairly close to it in Japan in terms

of the office telecommunications product.
Senator DANFORTH. In terms of what?
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Mr. SpizvAcK. The office telecommunications products-PBX,
key systems. Whether we are all the way there yet in terms of sat-
ellites and transmission systems, I don't know. Those are the sub-
jects of continuing negotiation.

Senator DANFORTH. Do you have a feel for it?
Mr. SPIEVACK. We are getting close. Japan has given every indi-

cation that those restrictions are going to be relaxed.
Senator DANFORTH. Some time in the future if all understandings

and agreements are carried through or are now?
Mr. SPIVACK. No, no; to be relaxed by June, by June.
Senator DANFORTH. How about right now? Do you think we enjoy

substantially equivalent competitive opportunities with Japan now
in telecommunications?

Mr. SPmVACK. Yes, if we take advantage of them. As I said, in
the office telecommunications product area-

Senator DANFORTH. Your answer is yes?
Mr. SPIEVACK. Yes. Our problem is Europe.
Senator DANFORTH. Do you think we do with Europe?
Mr. SPIEVACK. We do not in any sense.
Senator DANFORTH. How about Canada?
Mr. SPEVACK. Not in any sense.
Senator DANFORTH. How about Latin America?
Mr. SPiEVACK. I, frankly, do not know enough about Latin Amer-

ica to answer that.
Senator DANFORTH. How about you, Mr. Pomeranz? Do you have

an opinion as to whether or not we do enjoy substantially equiva-
lent competitive opportunities with our trading partners in tele-
communications?

Mr. PomRAxz. Without being a telecommunications expert, Mr.
Chairman, but on the basis of known fact, I would say there is no
market in the entire world, with few exceptions, that is as open as
the U.S. market. I think the problem is universal, really.

Senator DANFORTH. So your answer is no you don't think we
have that?

Mr. POMERAZ. Right.
Senator DANFORTH. You said, Mr. Pomeranz-and I think you

did too, Mr. Spievack-that we now have laws on the books which
are not being effectively utilized. Were you referring to section 301
of the Trade Act?

Mr. SPIEVACK. Yes; I think as Senator Bentsen recognized earlier,
Mr. Chairman, there is a problem. What the administration is ne-
gotiating at the present time is substantially different than what
Congress is talking about. The administration is negotiating the
eliminations of restrictions, but it is not bringing very significant
pressure to bear as we can see with respect to the ringing cash
register.

'hat is a problem that really is iot being dealt with in any sig-
nificant sense. And that, of course, is the problem which this com-
mittee is attempting to deal with. So there are some very serious
problems in terms of a trade policy in the administration.

Senator DANFORTH. But your belief is that we are not adequately
enforcing existing laws, including section 301.

Mr. SPIEVACK. That is correct.
Senator DANFORTH. Do you agree with that, Mr. Pomeranz?
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Mr. POMERANZ. I do, indeed.
Senator DANFORTH. Mr. Anderson?
Mr. ANDERSON. I believe 301 is adequate authority to deal with

the problems.
Senator DANFORTH. Do you think we are using that authority

now?
Mr. ANDERSON. I think the concern I have, Mr. Chairman, is how

you go about dealing with the problems that obviously exist.
In answer to the last question, my judgment is no we don't have

access to all markets. The question is do you do it in a mandated
retaliatory type of way or do you do it through a negotiated way.
In the Japanese context, I think we have seen progress, substantial
progress.

Senator DANFORTH. Well, do you think there is any leverage to
attain substantially equivalent competitive opportunities unless
there is the credible threat of retaliation?

Mr. ANDERSON. You asked me that question when I was here 6
months ago, and I think in the 6-month period we have seen in the
Japanese context significant progress. You just put your new bill in
the hopper 2 weeks ago. I think the combination of the President's
meeting with the Prime Minister-to resolutions passed by the
Senate-to negotiations taken by the administration as a package
are a significant leverage.

Senator DANFORTH. Well, how about with Europe and Canada
and all the other problems in telecommunications? Maybe with
Japan to enter into an agreement is to achieve results. I doubt it.
But I-maybe it's all going to prove to be wonderful. But if it isn't,
it would seem to me that to maintain the leverage is important
and almost indisputible, as a matter of fact. Everything works out
fine. But if it doesn't work out and if we have not achieved sub-
stantially equivalent competitive opportunities with other coun-
tries, it; seems to me that we have to use leverage. Otherwise, to
negotiate and then if things don't work out to say, well, that's too
bad, we will do nothing about it, I don't think that that leads any-
where.

Mr. ANDERSON. Well, leverage clearly is the most important
factor in negotiati,,g. The question is does this bill give leverage or
if passed, does it make a fait accompli and mandate retaliation. My
concern is the mandated retaliation.

Senator DANFORTH. But the fact of the matter is-and all of you
have testified to this-we haven't used section 301. If Congress
doesn't mandate retaliation, the history has been no retaliation.
We have only used section 301 to retaliate twice in our history and
never against Japan, which would mean that it has been the posi-
tion not only of this administration but other administrations that
there has been no unfair trade practice so significant that it would
lead us to retaliate against Japan. T7hat clearly cannot be the case.

Mr. ANDERSON. Or, that negotiation is a better way to achieve
those results than that action.

Senator DANFORTH. Well, it's a better way if it achieves substan-
tially equivalent competitive opportunities, but I think that-I
don't know if Mr. Spievack disagrees-but I would think that it's
indisputible that there are not substantially equivalent opportuni-
ties with Japan across the board.
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Mr. POMERANZ. Mr. Chairman, I would like to get away from
SECO just a moment. What we are talking about are unreasonable
trade restraints. We are talking about unfair trade practices. That
is the approachable quantum. Section 301, I'm sure you would
agree, is a vehicle for the executive branch of the Government to
enter into meaningful conversations about those NTB's with the
other governments.

No member of the executive branch deals in a vacuum. At the
same time as he is talking about an opening of the market for tele-
communications, he must be responsive as will to the needs of
other industrial groups and other interests of the U.S. Government.
And in the nature of the beast, it isn't easy to compartmentalize.
And as one who has participated in a number of negotiations, I
would suggest that through your oversight function you could very
well bring the administration to a point where it is more actively
pursuing the goal you are now talking about.

Mr. SPIEVACK. Mr. Chairman, may I comment? I have a bit of a
different view of it. I think that there is a need for some leverage
in foreign markets, and I think one of the most effective ways of
working that leverage is through private initiative. And that initia-
tive can come through our unfair trading practices laws.

One of the problems in those areas-for example, if you compare
the international unfair trade practices law of Canada with the
United States, what you find is that if a Canadian company brings
a complaint against a foreign company or a foreign industry, the
Canadian company doesn't have the burden of proof. The foreign
industry or company has the burden of proof. It makes an awfully
big difference and it's awfully hard, if not impossible, for a Canadi-
an company to lose the case.

In the United States, American manufacturers are put at an
enormous disadvantage under our law because they have the
burden of proof and they can almost never make the case because
of insufficiency of information and data and all the rest of that
kind of thing.

I think that's an important area of law that this Congress needs
to look at. And I think that would have a significant effect in
terms of leveraging a market.

Senator DANFORTH. Senator Chafee.
Senator CHAFEE. Thank you, Mr. Chairman.
Mr. Spievack, your testimony is somewhat at odds with that of

the other witnesses. I wasn't here for all of Mr. Campobasso's testi-
mony and Mr. Davis', but as has been reported to me, they did not
find that they had the substantially equivalent access to Japan, as
you are testifying.

Then, also, you heard the testimony of the two witnesses before
you, Mr. Wood and Mr. Moigan, and you give us the testimony on
pages 3 and 4 of your statement, that the United States does not
have enough telecommunications manufacturing plants to meet the
U.S. demand.

Mr. SPIEVACK. That is correct.
Senator CHAFEE. And yet they just finished testifying that West-

ern Electric, former Western Electric, is in the process of closing
up plants and employment has gone from 55,000 to some 33,000.

Mr. SP1EVACK. Let me try and take those questions in order.



215

I am a bit surprised at Mr. Campobasso's testimony, and I'm
going to make some efforts to talk to the Electronics Industry Asso-
ciation because I was at the industry advisory committee last week
when their representatives were there. And everyone was in sub-
stantial agreement that the United States-Japan negotiations have
been largely successful and that in the office products telecom-
munications area, most of the restrictions were now removed and
were in the process of being finalized.

So I don't know who Mr. Campobasso was testifying for in terms
of the American manufacturing industry. And I think it's worth-
while for all of us to find out.

Second, in terms of the Western Electric situation, it involves
somewhat of a long history, Senator, but at the time of the carter-
fone, there was not a great deal of manufacturing telecommunica-
tions capability in the United States outside of Western Electric
and GTE and Stomberg Carlson and a few minor players.

The U.S. industry did not take a great risk on this rcarket with
the result that foreign imports came in then and proceeded to de-
velop over that period of time. In the process of divestiture and
before it, plants were closing up in terms of efficiency and cost; not
foreign imports. The Kerney plant that Mr. Wood referred to was
an antiquated, inefficient plant and that's why AT&T closed it up.

Senator CHAFEE. Rather than debating the individual plants-I
mean the testimony is to the effect that-what is it-32-to-1 trade
imbalance as far as telecommunications sales with Japan?

Mr. SPIEVACK. No, no, no; 32 to 1 is the overall trade deficit withJapan.
Senator CHAFEE. I thought they gave it in terms of--I may be

mistaken. I thought they restricted it-what was the figure? They
gave it in terms of telecommunications.

Mr. SPIEVACK. That's incorrect. The deficit right now with Japan,
if I remember the ITC figures for last year, were about $400 mil-
lion.

Senator CHAFEE. Well, let me try this one on you. This telephone-
telegraph equipment-and Lord knows what falls into that catego-
r-imports into the United States from Japan, $941 million,
United States exports to Japan, $27 million. So that's a pretty sub-
stantial figure there. That's in the high thirties to one.

Mr. SPIEVACK. I don't know what that refers to. I can tell you,
Senator, that in the industrial sector that we represent, which is
the office telecommunications products-PBX, key systems, tele-
phone stations and equipment and products of that type-that the
deficit doesn't come close to that. It's more in the area of about
$400 million.

Senator CHAFEr. Well, rather than having it in dollars, have it
percentagewise. Versus what? What ratio? Put it in ratio, would
you?

Mr. SPIEVACK. I'd have to get that for you.
Senator CHAFEr. Well, roughly.
Mr. SPIEVACK. I would guess about-I think 6 or 7 to 1.
Senator CHAFEr. All right. Then one of your four points concerns

the Defense Department's export licensing policy and the effect
that has on telecommunications sales to Japan. Japan is a member
of Cocom.
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Mr. SPIEVACK. Yes, it is.
Senator CHAFER. And, frankly, in other testimony we have had

here, that has not been raised as a problem.
Mr. SPIEVACK. I know. And I think that's a serious omission.
Senator CHAFER. And it's been raised in connection with very so-

phisticated equipment, but not with Japan. This telecommunica-
tions equipment is-well, are you saying it falls under the restric-
tions imposed by the Defense Department?

Mr. SPIEVACK. Yes; my understanding, to give you an example, is
that there are significant restrictions on the export of fiber optic
systems out of the United States for national security reasons at
the present time with countries like China. We place those restric-
tions, the products don't move out, but the similar products move
from Japan into China, even though Japan is a member of Cocom.
So we are just prejudicing our own industry.

Senator CHAFES. As regards sales to Japan or as regards sales to
China?

Mr. SPIEVACK. In that context, sales to China.
Senator CHAFER. But we are talking about sales to Japan.
Mr. SPIEVACK. I don't know that-my understanding of the DOD

restriction would also prevent that fiber optic sale into Japan for
fear that the technology could be copied or used and sent on else-
where. I could be wrong on that.

Senator CHAFER. I don't want to belabor this, but you listed that
as one of your principal four points, and I was questioning it on the
basis of previous testimony we have had here.

Mr. Chairman, unfortunately, I have to go, but I appreciate this.
And I am delighted you held these hearings.

Senator DANFORTH. Gentlemen, the witnesses on the first panel
who represented various trade associations-we know the member-
ships of those associations. We don't know the membership of
yours. Could you, for the record, supply us with a list of your mem-
bers?

Mr. ANDERSON. Yes, we can.
Mr. SPIEVACK. We'd be delighted to.
Mr. POMzRANZ. Yes.
[The information from Mr. Anderson, Mr. Spievack and Mr. Po-

meranz follows:]
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Ainerican Association of

Exportersand
Importers F I 42hd S.te, N.W Yok, Y 1o36212)94-223

Cable: AAOEXIV

sisma es
Pr~

May 10, 1985

Senator Jack Danforth
U.S. Senate Finance Committee
Subcommittee on International Trade
SD-219 Dirksen Senate Office Bldg.
Washington, DC 20510

Dear Senator Danforth:

On behalf of the American Association of Exporters and Importers, I thank
you again for the opportunity to testify before the International Trade
Subcommittee. In response to your request of our representative, Mr. Morton
Pomerant, we have listed below AAEI members who manufacture and/or trade in
telecommunications products.

I believe the list should be placed in the proper context vis-a-vis our
testimony. Most of our telecommunications members met prior to the introduction
of your bill S.942, and after S.728 was introduced by Senator Chafee, to
recommend an Association position on the issue. In brief, the adopted policy was
to support legislation which is intended to increase access to foreign markets
for U.S. telecommunication products as long as the legislation is in accordance
with our international obligations. The result, as evidenced in our testimony,
was to support the goals and some of the provisions of S.942, while pointing out
provisions that are inconsistent with our international obligations.

Frankly, a few of our members supported the bill in its entirety. However,
the Association cannot support legislation which, if enacted, would create
provisions of U.S. law that not only contravene the GATT, but would establish a
method for any healthy domestic industry to shelter itself from competition.
S.942 is a well intentioned bill and it is our hope to work with you and your
committee on modifying the provisions which concern our teiecomunications
manufacturers and traders. In addition to the following U.S. companies we have
a number of member law firms who represent telecommunications interests and,
quite properly, have not disclosed the names of their clients to AAEI:

American Sun Moon Star
AT & T Technologies
Emerson Radio Corp.

Fujitsu, USA
General Electric Co.
GTE Services Corp.

IBM
ITT

Matsushita Electrical Corporation of America
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Mitsui USA
Northern Telecom, Inc.

Sperry
TIE Communications

We look forward to working with you in the area of telecommunications
trade.

Sincerely,

Eugene 3 Milosh
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AKDBRSON, HIDBY, NAUHzvK & BLAin
1708 Naw HAMPSKINI AVzmuI[ N. W.

WASNINOloN 0. G. 20009

REc JV: . : " - 3 198 j (202) 483-1900

A PARTNXIRSPIP OF U E$ISIN&L CORPOEATI $S TELEX) 04"10

ATTORNZY.'S DIRECT DMAL "WORM AJX" UR

Kay 3, 1985

Senator John Danforth
Chairman
International Trade Subcomittee
Senate Finance Committee
Room 219, DSOB
Washington, D.C. 20510

Dear Senator Danforth:

Pursuant to your request for a list of the members of the
Communications Industry Association of Japan (CIA-J), I am
enclosing a copy of CIA-J's membership list.

On behalf of CIA-J I want to thank you again for the op-
portunity to testify before the International Trade Subcommittee.
If the Subcommittee should require any further information,
please do not hesitate to contact e.

Sn

aarfin

Enclosure

EIG:J lg
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Senator DANFORTH. Mr. Spievack, your membership is-'it is
largely telecommunications manufacturers in other countries, isn't
it?

Mr. SPIEVACK. No; it is made up of telecommunications manufac-
turers and distributors in the United States, Europe, Canada and
Asia. The manufacturing industry is bodily represented throughout
the entire industrial world in our membership. The distributing
end of the business, which is for the most part small business to
medium size or large business-medium size used to be 250 million.
I don't know what it is today. But that aspect of the distributing
industry is practically all U.S. owned.

Senator DANFORTH. But they are in the business of importing?
Mr. SPIEVACK. Either importing foreign products or distributing

U.S. products.
Senator DANFORTH. But substantially in the importing business,

aren't they?
Mr. SPIEVACK. In the key system area, that would be true. It

would not be quite so true in the PBX area.
Senator DANFORTH. Mr. Pomeranz, is your organization largely

telecommunications organizations or is it a broad sweep of busi-
nesses?

Mr. POMERANZ. No; there are approximately a thousand member
companies, and they represent probably every product category
known to the trade, international trade, that is. And it does also
include a number of support groups for the international trading
community, such as customs brokers and lawyers and bankers and
insurance companies, et cetera. And my colleague informs me that
for the moment there are only two Japanese manufacturers includ-
ed in our membership and one Canadian subsidiary in the telecom-
munications area.

Senator DANFORTH. In telecommunications. How many American
telecommunications manufacturers would you have?

Mr. POMERANZ. Probably around 10, Mr. Chairman.
Senator DANFORTH. Out of a membership of about a thousand?
Mr. POMERANZ. Yes.
Senator DANFORTH. Thank you, gentlemen, very much for your

testimony.
[Whereupon, at 12:11 p.m., the hearing was concluded.]
[The following communications were submitted and made a part

of the hearing record.]
STATEMENT OF SENATOR GEORoE J. MrrCHELL

Mr. Chairman, this is a particularly appropriate time to call this hearing when
U.S.-Japanese high-technology trade is taking center stage in the discussions be-
tween our nations.

Our trading problems, including those associated with the strength of the dollar,
stem largely from the fact that we try to pursue a strategy of free trade in an inter-
national climate where free trade is the exception, not the rule.

That fact is nowhere more clearly evident than in telecommunications. Our indus-
try and the bulk of its consumers domestically are private sector entities. By con-
trast, telecommunications users in a very large proportion of other nations tend to
be governments or governmental entities, whose purchasing practices incorporate
policy demands that may not be compatible with normal economic market consider-
ations.
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The trade problems our industries face range from restrictive standards and li-

censing or certification requirements to direct national policies prohibiting foreign
competition.

To overcome that range of barriers, we need to focus on both the long- and short-
term actions we can take to improve the climate for telecommunications trade.

In the long term, a new round of GATr talks may prove to be the only sensible
multilateral forum in which trade in the new technologies can be addressed. But
until agreement has been -reached on a new round, there is little to be expected
from that source.

Immediately, we can and should engage in direct bilateral negotiations, as we
have been doing with Japan, in an effort to eliminate barriers to at least some spe-
cific markets for our goods.

In that respect, it is essential that we develop a framwork in which negotiated
agreements can be followed by actual results. It is not good enough to have negotia-
tions concluded on paper that have no tangible effect in the real trading world
where our industries must compete.

It is particularly essential that we focus on telecommunications trade now, for the
dramatic changes in our domestic market which have followed the breakup of
A.T.&T. provide openings for imports which are being eagerly exploited.

To the degree that we may have lost some of the leverage that we had with the
monolithic structure ol the industry before the breakup, it is the responsibility of
our trade policy to compensate by aggressive negotiation and, most important, care-
ful and forceful monitoring of the actual practice of any negotiated agreement that
is reached.

I look forward to hearing the advice of affected industries in how best to develop a
legislative framework to accomplish that.

Negotiations that conclude successfully are important. But even more important
are the results of those negotiations. If a trade situation emerges that differs little
from the situation that existed before negotiations, it is obvious that more must be
done to assure that promises of open access to markets must be followed up by ac-
tions that will assure those promises are kept.

51-591 0 - 85 - 9
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STATEMENT BY NEC AMERICA, INC.

TO THE SUBCOMMITTEE ON INTERNATIONAL TRADE

SENATE FINANCE COM.TTEE

MAY 10, 1985

NOTE: Paul, Weiss, Rifkind, Wharton & Garrison, Counsel to
NEC America, Inc., are registered with the Department
of Justice, Washington, D.C., under 22 U.S.C. S 611 et
s. as a representative of NEC Corporation, 33-1.
Shiba 5-Chrome, Minato-ku, Tokyo 108, Japan, and NEC
America, Inc., 8 Old Sod Farm Road, Melville, New
York 11747. The firm's registration statement is
available for public inspection at the Department of
Justice and copies of this statement will be filed
with that Department. Registration does not indicate
approval of the contents of this statement by the
United States Government.
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NEC America appreciates the invitation extended by

the Subcommittee to submit a statement for incorporation in

the record of the Subcommittee Hearing held on May 3, 1985 on

bills governing the sale of telecommunications equipment in

the United States and foreign markets.

NEC Amprica considers itself to be an integral part

of the U.S. telecommunications industry. We have been here

for 22 years. We have production facilities in Texas,

Virginia, California, New York, Oregon, and Georgia, and

sales offices in 20 states, representing current total assets

of approximately 500 million dollars and employing more than

2,000 workers. (Our sister U.S. subsidiaries of NEC Corpora-

tion of Japan have their own production and sales facilities

in, at least, ten states and employ an additional 22 hundred

people.) In the fiscal year ending March 1985, NEC America

had sales of 800 million dollars, up 30% from the previous

year. In recent years, our own factories have manufactured a

substantial proportion of our U.S. sales, and we hope to

raise that proportion to at least half in the near future.

Our company thus has a strong stake in an open

market for telecommunications products here in the United

States and around the world. We are strongly opposed to

telecommunications protectionism in the United States and

around the world. We are opposed to any legislative measure
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that would harm the U.S. telecommunications industry of which

we are proud to be a part.

It is in this light that we evaluate the bills

introduced by Chairman Danforth (S.942) and Senator Chafee

(S.728). We believe that the inevitable effect of both bills

would be to close telecommunications markets in the United

States and around the world, to establish new protectionist

barriers in the United States and around the world and to

harm the U.S. telecommunications industry. We therefore

strongly oppose both bills.

1. The U.S. Market

As the result of a long series of deregulatory

actions, including most recently the break-up of the Bell

System, the United States now has the most open telecommuni-

cations market in the world. Historically, for both politi-

cal and technical reasons, all governments have insisted upon

a role, ranging from regulation to control to total ownership

and operation, in the internal and external telecommunica-

tions of their respective countries. As a result, the

equipment market in each nation has traditionally been

dominated by government-owned or controlled monopolies which

procured most of their equipment from one or several domestic

suppliers, thereby rigidly dividing the world market along
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national lines. The United States is the first major market

to depart in a significant way from tha tradition.

The International Trade Commission, in its

June 1984 report, concluded that the primary beneficiaries of

U.S. deregulation would be the increasingly strong U.S.

telecommunications industry, which would continue to dominate

virtually every sector of a rapidly expanding market, and

U.S. consumers. But a telecommunications trade war, trig-

gered by the U.S. market-closing actions contemplated by both

of these bills, would perilously undermine these new pros-

pects for trade opportunities, competition, research, techno-

logical innovation, product development and economies of

scale.

Moreover, the 1984 opening of the U.S. market

evolved incrementally over 17 years of extensive and careful

deliberations and actions by the FCC, Congress and courts.

Any legislation now which requires retaliation against other

nations for not similarly opening their markets over a much

shorter time period cannot realistically be expected to open

foreign markets but will instead erect new protectionist

barriers around this nation's newly opened market.

2. The Japanese Market

As a result of NTT procurement agreements with

the U.S., first concluded in December 1980, and the
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privatization of NTT, effective April 1, 1985, Japan now has

the second most open telecommunications market in the world.

Japanese government regulations governing NTT's privatization

have been not only reviewed by but also negotiated with U.S.

government and industry officials. On April 30, John J.

McDonnell, Group Vice President of the Information and

Telecommunications Technology Group of the Electronic Indus-

tries Association, testified before the House Banking Subcom-

mittee on Economic Stabilization (in contrast with that

organization's testimony at the Senate Hearing) that recent

commitments by the Japanese government in these talks have

resulted in regulatory parity in the essential areas of

product standards and certification. Undersecretary of

Commerce Olmer has stated that these "historic" negotiations

have been very successful, adding: "It would be wrong now to

go out and pass drastically protectionist legislation after

the Japanese government has done everything that we've asked

them to do."

As Mr. Olmer noted, time will be required

before the April 1 NTT market-opening can be translated into

actual sales. But even before April 1, IBM, Motorola,

Northern Telecom and other American companies have been

selling hundreds of millions of dollars worth of equipment in

the non-NTT Japanese market, which is 60% of the total market

and nearly all procured by the private sector. Despite the
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strong dollar that helped cause the price of a U.S. PBX, for

example, to be nearly twice that of its Japanese competitor,

these U.S. sales are expanding. Our parent company's pur-

chase of components and other goods and materials from the

United States rose in fiscal 1984 to $417 million, up from

$279 million in the previous year.

Obviously the opportunity to sell -- which is all

that any trade agreement or law can provide -- does not

guarantee actual sales. We acknowledge that cultural and

other non-tariff barriers such as language differences, local

consumer preferences and supplier-purchaser ties can be

difficult to overcome. Those barriers work both ways. NEC

America did not achieve even limited success in this country

until we had been here over 20 years, invested tens of

millions of dollars, rewritten all our instructional and

other materials in English, required all of our personnel in

this country to speak English, redesigned our equipment to

meet American tastes, practices and specifications, doubled

and redoubled our U.S. advertising, built up our own distri-

butor network, and determined which parts of the U.S. market

offer the best prospects for our products. Recognizing that

some U.S. companies may prefer not to make the same longterm

investment in Japan because it is less than one-fourth as

large as the U.S. telecommunications market, we are confident

that any U.S. telecommunications company willing to make a
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comparable effort in Japan will achieve comparable success in

even less time, as indicated by the testimony before the

Subcommittee of the President of Northern Telecom. The

October 1983 Report on the U.S.-NTT agreements by the GAO

indicated that some U.S. telecommunications firms have not

been willing to make that comparable effort in Japan, hoping

to avoid the investment of time and money by circumventing

NTT procurement procedures and obtaining sales through

political pressure, or foregoing opportunities ii the Japa-

nese market and pressing instead for U.S. legislation which

would protect them from Japanese competition in the U.S.

market.

Whatever dissatisfaction Congress may feel over

Japan's import rules in other areas, it wpuld clearly be

unjust and self-defeating to penalize the Japanese tele-

communications industry in response to market-opening steps

in that country more far-reaching than those of any nation

other than the U.S., and before those steps or even earlier

steps have had time to take effect. Yet S.728 is aimed

solely at penalizing Japan and S.942 has been repeatedly

described as being aimed primarily at Japan.



3. Market-Closing Legislation or Market-Opening

Negotiations?

Unilateral action by one country erecting new

barriers to the flow of trade in one product have inevitably

spread to other countries and ultimately to other products

and agricultural commodities. If either S.728 or S.942

became law and were used to block this country's importation

of Japanese telecommunications equipment and components, we

believe the result would not be an acceleration of Japan's

current market-opening measures but a trade war ultimately

closing both the U.S. and Japanese telecommunication markets.

Those U.S. telecommunications manufacturers like NEC America

who depend on Japanese components and subassemblies would be

forced to idle both facilities and workers. Those who have

made little or no effort to establish the type of foundation

necessary to make sales in Japan would have absolutely no

incentive to initiate such efforts. Those who have invested

in the Japanese market and now have good prospects for

substantially increased sales would see those prospects ended

and their-hard work wasted. Mere enactment of S.942 would

have this effect because it would set in motion a process

leading to retaliation and market closure in seven months,

thus immediately eliminating the incentive to undertake or

continue sales efforts in the Japanese market.
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As an alternative, we note with approval the U.S.

government's strong interest in a new round of multilateral

trade negotiations which would include telecommunications

equipment. No doubt such talks will be difficult and pro-

tracted. But they do offer the prospect of a global regimen

of liberalized trade in telecommunications products. Un-

fortunately these discussions will never take place if the

U.S. chooses the path of unilateral retaliation.

Respectfully submitted,

NEC AMERICA, INC.

Counsel:

PAUL, WEISS, RIFKIND, WHARTON
& GARRISON

1714 Massachusetts Avenue, N.W.
Washington, D.C. 20036
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STATEMENT OF.

(-AT&T

AT&T supports S. 942, "The Telecommunications Trade

Act of 1985," which would take significant steps toward ad-

dressing the substantial trade barriers U.S. telecommunications

companies face in their foreign marketing efforts.

This bill reflects the important efforts of Senators

Danforth, Bentsen, and other co-sponsors to identify the trade

problems this nation is experiencing, and to find workable

solutions to those problems. S. 942 is the most thoughtful,

rational approach among a number of trade bills now pending

before Congress.

In comments last year regarding S. 2618--the

predecessor to this bill--AT&T affirmed its support for the

central objective of that legislation: to promote open world

trade in telecommunications equipment. The U.S. telecommuni-

cations market imposes few tariff and non-tariff restrictions

on foreign competitors.

Since that time, AT&T has participated in an industry

group under the aegis of the U.S. Chamber of Commerce that has

offered additional views to the Subcommittee in developing the

present legislation.

S. 942 seeks to achieve competitive market opportuni-

ties abroad for U.S. telecommunications equipment producers

that are substantially equivalent to the competitive oppor-

tunities currently available to foreign companies in the U.S.

market.

American Telephone and Telegraph Company is composed

of a Corporate Headquarters staff and two sectors--AT&T Commun-

ications and AT&T Technologies.
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AT&T Comunications is the long distance telecommuni-

cations arm of AT&T, offering domestic and international

telecommunication services to residence and business customers

in the U.S.

AT&T Technologies is the entity that oversees the

development, manufacturing and marketing of a large and highly

integrated array of telecommunications and information products

and services, ranging from switching and transmission systems

to computers and advanced micro-components.

AT&T's principal overseas presence is provided by

AT&T International and augmented by a number of mutually bene-

ficial joint ventures and cooperative agreements with other

companies and telecommunications agencies.

AT&T's business is the electronic movement and

management of information--in the United States and around the

world. We design and manage complex, interactive systems that

bring communications and data processing technologies together

to meet the individual needs of customers.

Our people provide:

o Domestic and international long-distance telecom-

munications services for residence and business

customers and special voice, data and video

services for businesses and governments.

o Network systems--switching, transmission and

computer-based operations support systems--for

telecommunications companies and governments.
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o Information systems for businesses of all sizes--

including office communications systems, enhanced

networks, workstations, computers and software.

o Telephones and other related products and services

for consumers.

o Special systems for the Federal government.

o Electronic components, including computer memory

chips and microprocessors, for our own use and,

selectively, for outside sale.

AT&T has been increasing its involvement in the world

marketplace through the expanded efforts of AT&T International,

an overseas marketing, sales, and service organization now

active in 40 countries.

As a competitor in the global marketplace, AT&T

encourages the U.S. government to negotiate multilateral and

bilateral trade agreements that will enhance the market entry

of U.S. telecommunications equipment (for both network manage-

ment and customer premises) and transmission facilities.

We believe that the Trade Act of 1974 should be

amended to empower the U.S. goverment to selectively negotiate

trade agreements for telecommunications equipment with coun-

tries that presently, through tariff or non-tariff barriers,

preclude free trade. We also encourage the government to

maintain flexibility in the design and implementation of trade

remedies in cases where a mutual trade agreement cannot be

developed.
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The U.S. domestic telecommunications equipment market

remains the world's largest--and is open to any and all foreign

competitors. Many foreign companies have taken full advantage
of this competitive opportunity: in the past two years,

imports of telecommunications equipment have nearly tripled--
from $644 million in 1982 to $1.88 billion last year. Mean-

while, in the same period, total U.S. exports of telecommuni-

cations equipment declined, from $829 million in 1982 to $777
million in 1984. The primary reason for this startling trend

is that telecommunication policy abroad favors domestic compa-

nies over U.S. suppliers--most notably in Japan, Canada, and

the European Economic Community.

In some cases, foreign barriers to open trade take

the form of excessively high tariff rates. Canada, for exam-

ple, applies a 17.8 percent duty on imported telecommunications

goods. In most instances, however, these barriers are non-
tariff. U.S. suppliers of telecommunications equipment often

must endure lengthy, restrictive, product and procurement

approval procedures not applied to home suppliers.

In the procurement of equipment for government-owned

telecommunications networks, preference may be given to domes-
tic suppliers--regardless of quality, function, or price. The

General Agreement on Tariffs and Trade (GATT) has established a
code for fair procurement practices, but some GATT members
circumvent the code by claiming exemptions for their govern-
ment-owned telecommunications companies. AT&T supports nego-

tiations underway within GATT to broaden the applicability of

the procurement code.

Patent and copyright laws abroad may be inadequate or
nonexistent, leading to "piracy" activities--particularly

involving software, the instructions that are used to operate
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computers. Because of the threat of pi acy, U.S. telecommuni-
cations companies are reluctant to provide "samples" of prod-
ucts in order to meet registration or certification procedures

abroad.

Foreign governments may impose local content require-
ments, as well as limitations on foreign investment, which in

some cases is denied outright.

Foreign telecommunications companies participate in
highly beneficial joint ventures with their government agen-

cies, and receive government financial assistance through
various subsidies, loans, and favored tax treatment. Espe-
cially advantageous to foreign telecommunications producers is
the growth abroad of mixed credits--a combination of financial
grants linked to the purchase of equipment by government,

and/or private commercial credits. Mixed credits may reduce
the price of a product to below cost while still allowing the
producer a profit. AT&T supports continued funding from the
Ex-Im Bank as a means of remaining competitive where mixed

credits are available to our competitors.

These trade barriers work to the obvious detriment of

U.S. suppliers and the substantial benefit of home suppliers,
who can control the local market while entering the fast-

expanding U.S. market with government-assisted pricing
advantages.. .and unfettered by any comparable trade barriers

here.

Where AT&T has been able to compete for sales on an

equitable basis overseas, we have had success. For example, in
sales of electronic switching system equipment, which routes
telephone calls, AT&T has been awarded major contracts in
Egypt, the Netherlands, and Columbia. Other significant
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foreign sales: a digital radio link for the Turkish PTT; a

computerized billing and accounting system for Telecom Aus-

tralia; microwave long distance communications network for

Saudi Arabia. In Japan, Nippon Telephone and Telegraph (NTT)

has agreed to purchase 60 AT&T 3B computers and associated

software for its network collections and management system.

Valued at about $75 million, the sale was at the time the

largest single contract NTT had ever signed with a non-Japanese

company.

The response to criticism of these trade barriers

often is that telecommunications is an important, growing

"high-tech" market worldwide in which foreign companies must

succeed--not only to provide domestic jobs but foreign

exchange, by which an acceptable balance of payments can be

maintained. Yet, the U.S. telecommunications equipment market

plays a similar role in the economic health of this nation., In

the last ten years, U.S. information equipment industries hdve

grown far faster annually than manufacturing as a whole:

-- 8 percent for telecommunications equipment

-- 10 percent for electronic components

-- 18 percent for computers

During this period, all U.S. manufacturing grew by an average

1.2 percent annually.

In contrast to restrictive trade practices abroad,

U.S. policy encourages full participation in the domestic tele-

communications equipment market by foreign producers. So long

as foreign competitors continue to enjoy easy entry to this
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market, the inequitable trade barriers placed before U.S.

telecommunications producers seeking to compete abroad must be

reduced.

Significant efforts have been made in trade negotia-

tions to reduce these barriers. In Japan, a first round of

talks resulted in regulatory concessions on customer permises

equipment. Japanese technical standards are being simplified.

Prime Minister Nakasone has taken further steps to provide

greater market access for products from abroad. In addition,

the formerly state-owned NTT recently became a private corpora-

tion, which we hope will result in increased procurement by NTT

of imported telecommunications equipment.

Where problems involving barriers to trade remain,

S. 942 takes reasonable steps toward providing markets for

telecommunications trade that are genuinely open to all com-

petitors. The bill seeks fair market access abroad. No

existing trade agreements are suspended.

As an initial step, the bill authorizes an analysis

by the United States Trade Representative (USTR) of existing

barriers to telecommunications equipment trade in foreign

markets. Where such barriers are identified, new agreements

for telecommunications equipment trade must be negotiated.

After two years, action is required by the President if rio

agreement is reached. This provision establishes an urgency

that is both necessary and proper.

S. 942 provides a flexible variety of remedies if

such action proves necessary. A range of remedies would also

be available if the USTR finds violations of the newly nego-

tiated trade agreements, or existing agreements. The remedies
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provided by S. 942 escalate in impact, so that a foreign nation

may have an opportunity to respond by ceasing unfair trade

practices.

S. 942 further states that If a telecommunications

trading agreement is violated, U.S. tariffs on telecommunica-

tions products imported from the country in violation auto-

matically increase to Column II rates of 35 percent. Although

the bill includes a provision for compensation, in accordance

with principles of the General Agreement on Tariffs and Trade

(GATT), we suggest that the Column II remedy--like others

prescribed by S. 942--be discretionary. This more flexible

approach would be consistent with the open trade principles

expressed by GATT, and would avoid any undue dislocation in

trade among the U.S. and its trading partners as a result of

possible retaliatory responses.

S. 942 correctly avoids defining the particular

services that would be discussed in negotiations with other

countries. Any effort in legislation to define terms such as
"value-added" or "enhdnced" services would not only quickly

become outdated by the rapid pace of innovation in the telecom-

munications industry, but would fail to take into account the

diversity and differences in service opportunities from one

country to another.

Like its predecessor in the last Congress, S. 2618,

this bill is not addressed to the market for services provided

jointly between U.S. carriers and their foreign correspondents.

The bill correctly focuses on services "in foreign markets,"

i.e., those services provided within foreign countries. To

avoid confusion on this point, which would only intensify the

resistance of foreign negotiators, this Committee might wish to
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make clear in its report to the full Senate that jointly-

provided services between the United States and foreign

countries are not covered by this bill.

While in other respects the bill seems to recognize

the diversity of foreign markets and the national differences

in governmental control or regulation of telecommunications,

the standard of openness may be misinterpreted by U.S. nego-

tiators-lo- mean the present U.S. telecommunications model. In

insisting that foreign countries assure "substantially equiv-

alent competitive opportunities," the Congress should make

clear that it is not seeking to impose the structure of our own

industry on each of our najor trading partners. Such "competi-

tive opportunities" might be afforded, in other words, without

duplicating the current U.S. regulatory and commercial

environment.

For purposes of national security, the bill should

include a waiver by which the U.S. could continue to make

purchases of vitally needed telecommunications products from a

foreign country despite findings of inequitable trade practices

by that country. Such procurement on an emergency basis would

assure the armed forces of adequate communications equipment

and service.

AT&T recognizes that trade policies are not independ-

ent of domestic policies, including the federal budget deficit

and the value of the dollar. We thus support efforts to reduce

the budget deficit and to realign the dollar more appropriately

with other world currencies. This would improve the competi-

tive position of U.S. goods both at home and abroad, helping to

maintain a healthy rate of growth in the domestic economy.
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The U.S. economy--and domestic telecommunications

producers--would be further assisted if the investment tax

credit and the research and development credit were retained.

Both serve to provide important incentives, without which

planned expenditures on new equipment and further R&D might be

limited. If the U.S. is to increase its competitiveness in the

world marketplace, R&D and the capital investment that is so

critical to success should continue to be encouraged.

The bill also requires the Secretary of Commerce to

report on the impact that domestic policies and practices have

in inhibiting the growth and international competitiveness of

the U.S. telecommunications industry. The report would recom-

mend appropriate actions, as well as assess the possible trade

consequences if such actions were not taken.

This provision recognizes that domestic policies can

play a critical role in inhibiting--or enhancing--the ability

of U.S. telecommunications producers to meet foreign competi-

tion not only abroad but in the U.S. market. For AT&T, such

inhibiting policies include restrictions that were imposed

selectively on AT&T--specifically, structural separation

requirements ordered by the Federal Communications Commission

(FCC) as part of its Second Computer Inquiry (CI-II) decision.

The CI-II rules were imposed in 1980, when AT&T owned

the Bell Operating Companies ("BOCs"). Presently, these rules

require AT&T Information Systems, which provides unregulated

customer premises equipment and enhanced communications

services, to operate on a fully separated basis from all other

parts of AT&T. Since 1980, divestiture of the BOCs and

dramatically increased competition have completely removed the

original concerns which led the FCC to insist on structural

separation. Thus, the separation rules are outmoded, unneces-
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sary, and counterproductive. Such requirements keep us from

organizing and operating effectively to meet the needs of our

customers, who can choose from a variety of suppliers of tele-

communications equipment, including those who are foreign-

based.

The CI-II structural separation rules are also gener-

ating an expensive duplication of effort and resources

estimated to total about $1 billion in annual direct costs.

This expense serves to drive up the prices of AT&T products for

customers. The result: a 6-8 percent cost advantage for

foreign competitors.

Indirectly, the cost is even greater. Structural

separation severely restricts the flow of information between

AT&T Information Systems and other segments of AT&T...this is

an enterprise that is considered a major U.S. representative in

the worldwide information industry.

A year ago, AT&T petitioned the FCC for full relief

from these costly handicaps. The Commission has taken signifi-

cant steps in this direction and has proposed further relief as

well. We trust that the Commission will move expeditiously to

remove the remaining restrictions, and that, as part of the

report required by S. 942, the Secretary of Commerce would

address any handicaps still remaining on AT&T.

We ask your support in the FCC's ongoing proceedings

to eliminate the counterproductive restrictions of CI-II, so

that we may compete more effectively in the worldwide telecom-

municatinns marketplace.

We thank Senators Danforth, Bentsen, cosponsors, and

the members of the Subcommittee for this opportunity to comment

on &. 942. We remain reaiy to assist you in your efforts to

assure open telecommunications trade worldwide.
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The American Electronics Association (AEA) represents some 2,600

electronics and information technology companies, of which

approximately 300 are suppliers of telecommunications equipment

and services. We believe the critical U.S. telecommunications

industry will not maintain its world-wide technological lead

unless we can gain real access to foreign markets. Consequently,

we are very appreciative of the efforts of this committee, and

particularly of the leadership demonstrated by Senators Danfnrth

and Bentsen, to seriously address these trade problems by con-

sidering the Telecommunications Trade Act.

We support the objectives of this bill, S.942. Providing the

Administration with the tools and mandate to negotiate for te

removal of trade barriers is critical to launch a serious effort

to negotiate for fxee trade in telecommunications goods and

services. Measures to ensure that the Administration will then

enforce U.S. rights obtained in negotiations are vitally needed

to obtain real access to foreign markets. We hope to be able to

work closely with this Committee and the Administration as this

bill proceeds.
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The electronics industry on the whole is one of the most competi-

tive and dynamic industrial sectors of the U.S. economy. Our

industry directly employs- over two and a half million men and

women who produce goods valued at $225 billion annually. Since

1977, our industry has added more than 1 million new jobs.

Vital to the continued health of our industry is our ability to

sell our products and services worldwide. Thus, we are strongly

committed to global free trade. Our industry is dependent on

access to foreign markets for some 20 per cent of our total

sales. However, for many companies - particularly those at the

leading edge of technology - the percentage exported is often

more than 50 per cent.

Additionally, many of our companies import substantial quantities

of parts and components in their production process. These

imported parts and components are often critical for ensuring the

competitiveness of the final products made by our members. In

short, the interests of our industry, like those of our country

as a whole, are international, interdependent, and global.

Importance of Telecommunications Sector

The health of the telecommuniations sector has far-reaching

implications for the health of the U.S. electronics industry as a

whole. Technological changes which are sweeping through all

aspects of the telecommunications industry are increasingly
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blurring the lines of demarcation between the different segments

of the electronics industry. Thus satellite technologies, micro-

electronics technology, software applications, and computer

technologies all feed into or are part of overall telecommuni-

cations technology. These interrelationships will be even

greater in the future.

It is important to launch negotiations in this area now. This

industry may well quadruple in size over this decade making it a

substantial portion of world industrial output. This means that

if we fail to begin today to gain access to foreign telecommuni-

cations markets, U.S. producers will be cut out of a very sub-

stantial part of the world industrial economy.

Lack of Market Access

Since World War II, our government has played a leading role in

moving the world along the road toward achieving a more open

trading system. While the process of liberalization has slowed

in recent years, (and in fact some new restrictions have been

imposed as a reaction to the slowdown in global economic growth)

barriers to tevede in most manufactured goods areas have been

reduced to very low levels.

In the telecommunications area, however, this is not the case.

For both Europe and Japan, U.S. exporters have been prevented

from achieving sales volume anywhere near commensurate with the

competitive strength of our products.
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In most of Europe, telecommunications products and services are

almost entirely purchased by government entities, and these

entities tend to buy only domestically produced goods. Because

these entities were not covered by the Government Procurement

Code negotiated in the Tokyo Round, this strong barrier to inter-

national trade is legal under international trade guidelines.

Telecommunications trade is also blocked by registration require-

ments that favor domestic producers, restrictive standards and

certifications procedures that block imports, government

targetting measures, and high tariffs in the case of several

countries.

In the case of Japan, where market access commitments were made

in the last trade round, only within the last several months have

steps been taken to eliminate restrictive procedures that the

Government of Japan had considered implementing, that would have

effectively blocked future imports. While we welcome these

recent steps, we still have not seen significant American sales

results in Japan, either to the private market or the government

market.

The result is that most major markets in the world are closed to

U.S. exporters in most product areas. However, it is important

to emphasize that in at least some areas almost all countries do

have some commitments to provide access.

Need for Negotiations

In AEA's view, the time has come to initiate a comprehensive
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effort to bring telecommunications trade for both products and

related services under the rules of the General Agreement on

Tariffs and Trade (GATT). We must move rapidly to achieve

treatment for telecommunications trade equivalent to that

accorded other industrial sectors.

This is neither an easy task nor is there a simple approach to

implement it. We recognize that open trade is not achieved by

magic. It requires the commitment and energy of all the partici-

pants in the system to "play by the rules.* And it requires

continuing attention to deal with new trade problems as they

emerge.

We would urge the Administration to begin negotiations in the

telecommunications area immediately. As incentive to other

nations who have not previously committed to an open telecommuni-

cations market, we would support reducing or eliminating all

remaining U.S. telecommunications trade barriers to obtain

balanced and reciprocal access to other major telecommunications

markets.

Since Japan is now committed to an open telecommunications

market, Japan will undoubtedly have the same interest as do we in

obtaining agreements from Europe for expanded telecommunications

procurement coverage. The U.S. should approach Japan to see if

that nation would like to join in these negotiations.

We believe that the timing is auspicious today to move ahead with
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discussions covering telecommunications. Recent major structural

and technological changes in this industry mean that the old con-

cept of natural monopoly, which was translated into a closed

procurement system and limits on the types of services which

could be provided over the network, is no longer technically or

economically necessary or justified. While the change in

policies towards the telecommunications sector in the United

States have moved the farthest away from the old system of

restricted access, othcr countries, particularly Japan and the

U.K., are also liberalizing their telecommunications markets.

Today, with the exception of common carrier services, there is

no reason to maintain these long-standing restrictions.

We believe that the President needs a flexible mandate-to nego-

tiate liberalization for telecommunications trade which permits

the widely divergent structural conditions found in the different

telecommunications markets to be taken into account. Further,

while we would prefer that these discussions take place in a

multilateral context, possibly as part of any future GATT related

trade round, we do not believe it is wise to wait for a new round

to begin.

Congress should quickly direct the President to initiate the type

of negotiations envisioned by S.942. Without a Congressional

mandate and assurance that adequate resources will be devoted to

this issue, the reality is that other countries will refuse to

enter into serious trade negotiations with the U.S.
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We also recognize that to induce other countries to enter into

these discussions, an appropriate set of incentives to encourage

participation and penalties for those who do not enter into the

process ,or fail to follow through in fulfilling their obligations

must be provided. However, we do not believe these incentives

can be mandated in a rigid fashion. The Administration should be

given sufficient flexibility to adjust the incentives to care-

fully match the circumstances.

Need for Enforcement

Obtaining foreign market access however, is of no benefit if U.S.

rights are not vigorously enforced. Our industry has reluctantly

come to the conclusion that we do not promote global free trade

by ignoring the unfair trade practices of othor nations. The

fact of the matter is that many other countries do not share our

commitmentto global free trade. To get these countries to honor

their existing and future trade commitments, the United States

has to be prepared to use continued access to our market as

leverage. However, this has to be structured in such a way as to

avoid inadvertent injury to U.S. producers, minimize adverse

impact on consumers, and be consistent with our international

commitments. A mandated tariff, for example, in many cases might

be excessive or injure our own producers or consumers more than

it would provide incentive to other countries to provide market

access.

We believe delegating authority now existing in U.S. law from the

I
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President to the U.S. Trade Representative, as S.942 would do,

will accomplish this need for vigorous enforcement. Other

countries will know that the U.S. will now actually take action

where justified. Our trade negotiators will now have the same

tools as their foreign counterparts when they sit down to the

bargaining table. And the use of these tools won't be precluded

by agencies whose principal responsibilities lie outside the

trade area.

Need for Monitoring

Along with vigorous enforcement, new and existing agreements need

to be carefully monitored. Our objective is not to have specific

trade barriers removed, only to be replaced with a new obstacle.

Instead, our objective is to have the opportunity to make sales

in other markets, and to build up a marketing position, in the

same way that our competitors can in the U.S. market. We do not

want mirror iniage rules and procedures, or mirror image industry

structure. Instead, we want equivalent competitive opportunities

as called for in S.942.

The approach taken by The Telecommunications Trade Act would give

the Administration the type of negotiating mandate and authority

needed to effectively deal with our telecommunications trade

problems.

AEA would once again like to commend Senators Danforth and
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Bentsen for their continuing attention to this important issue.

We believe S.942 can create the proper framework to lead us

towards a major restructuring of the trading system js we bring

the treatment of trade in telecommunications products and

services into line with the treatment provided internationally to

other major industrial trade.

We look forward to continuing to work with you and your staff in

the future on this important matter.
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