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OVERSIGHT HEARINGS ON U.S. TRADE POLICY

THURSDAY, NOVEMBER 14, 1985

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, DC.

The committee met, pursuant to notice, at 10:34 a.m., in room
SD-215, Dirksen Senate Office Building, the Honorable Bob Pack-
wood (chairman) presiding.

Present: Senators Packwood, Danforth, Chafee, Wallop, Symms,
Grassley, Long, Bentsen, Moynihan, Baucus, and Pryor.

[The press release announcing the hearing and the statements of
Senators Bentsen and Baucus follow:]

{Press Release No. 85-087, Tuesday, Nov. 5, 1985)

OvVERSIGHT HEARINGS ON UNITED STATES TRADE PoLicy

The trade policy of the United States will be reviewed by the Committee on Fi-
nance in hearings scheduled November 14, 20 and 21, Chairman Bob Packwood (R-
Oregon) announced today.

The round of hearings will begin with a 10:30 a.m. session on Thursday, Novem-
ber 14, 1985.

The committee’s hearings on Wednesday, November 20, and Thursday, November
21, are scheduled to begin at 9:30 a.m.

All of the trade policy hearings are scheduled for Room SD-215 of the Dirksen
Senate Office Building in Washington.

Senator Packwood will preside at all of the hearings.

The Chairman said the three days of hearings would review U.S. policy toward
both “fair” and “unfair” trade practices. .

Senator Packwood noted that the current debate in the Congress over the appro-
Priat,e legislative response to the growing U.S. trade deficit often has focused on the
‘unfair” trade practices of foreign nations.

“I am concerned that the distinction between ‘fair’ and ‘unfair’ trade practices
often is lost in this debate,” Senator Packwood said. “I am concerned that we are
not realistically facing up to the challenges of ‘fair’ trade.

Because of the release Igothe Reagan Administration of its analysis of foreign bar-
riers to U.S. exports, the Committee on Finance hearings will afford a timely oppor-
tunity to examine the distinction between ‘fair’ and ‘unfair’ foreign competition and
a sensible U.S. trade policy which reflects that distinction,” Senator Packwood said.

Witnesses at the trade policy hearings will be asked to address at least one of
these questions:

1. How should “fair” and ‘“‘unfair” trade be distinguished?

2. Can the United States compete with “fair”’ trade?

3. How should the United States respond to foreign “unfair’’ trade practices?

STATEMENT BY SENATOR LLOYD BENTSEN

Mr. Chairman, the first National Trade Estimate-—delivered to us by the Admin-
istration this past October 30—is not everything I had hoped it would be.

It does establish one thing, though: the Administration effort to use Section 301 of
our]" tradde law to force down foreign trade barriers is puny by comparison to the job
at hand.

(1)
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In response to pressure from Congress to do something about wunfair trade, the
President over the last several weeks has dragged out four ancient disputes and
launched 301 cases.

It'li be at least a year before those cases are resolved and when they are it will
mean, optimistically, an increase in U.S. exports of $300 million to $400 million a
year.

By comparison, the National Trade Estimate lists 250 pages of foreign trade bar-
riers. The estimate provides the cost to us in lost exports for only about 15 percent
of the barriers. But even for that small percentage the loss amounts to about $4%
billion in exports each year.

Mr. Chairman, the Senate Democratic Working Group on Trade Policy went to
Ambassador Yeutter last summer and asked him—under Section 305 of the 1974
Trade Act—for information specific trade barriers in seven foreign markets: West
Germany, South Korea, Brazil, Canada, Mexico, Japan and the European Communi-
ty. )
We appreciate the Ambassador’s response to us, in a timely fashion, in spite of
the large workload be and his staff are currently carrying.

Mr. Chairman, the first National Trade Estimate—delivered to us by the Admin-
istration this past October 30—is not everything I had hoped it would be.

It does establish one thing, though: the Administration effort to use Section 301 of
ourh tr%de law to force down foreign trade barriers is puny by comparison to the job
at hand.

In response to pressure from Congress to do something about unfair trade, the
President over the last several weeks has dragged out four ancient disputes and
launched 301 cases.

It'll be at least a year before thuse cases are resolved and when they are it will
mean, optimistically, an increase in U.S. exports of $300 million to $400 million a
year.

By comparison, the National Trade Estimate lists 250 pages of foreign trade bar-
riers. The estimate provides the cost to us in lost exports for only about 15 percent
of the barriers. But even for that small percentage the loss amounts to about $4%
billion in exports each year.

Mr. Chairman, the Senate Democratic Working Group on Trade Policy went to
Ambassador Yeutter last summer and asked him—under Section 305 of the 1974
Trade Act—for information about specific trade barriers in seven foreign markets:
West Germany, South Korea, Brazil, Canada, Mexico, Japan and the European
Community.

We appreciate the Ambassador’s response to us, in a timely fashion, in spite of
the large workload he and his staff are currently carrying.

STATEMENT OF SENATOR MAX Baucus

Mr. Chairman, I congratulate you on holding these hearings on unfair trading
practices.

The question of unfair trading practices is simple on its face but it grows ever
more complex.

I'd like to start with the simple. Many foreign trading practices are not complex.
They are very simple, yet devastatingly effective, barrier to U.S. trade.

Let me give you a few examples of these unfair trade practices.

This is a piece of American plywood. American producers are some of the most
efficient in the world.

But you won’t see much of this plywood in Japan, because they impose a 15 per-
cent tariff on plywood imports. And, despite a personal and public pledge by Prime
Minister Nakasone on the MOSS talks—a pledge made 11 months ago—the Japa-
nese refused to budge.

Second, take a look at these American cigarettes. But if you take them into
Korea, don’t give one to your host because in Korea it is a crime for a Korean to

an American cigarette.

If a Korean is caught with these cigarettes in Korea, he can be fined up to $1,250
and imprisoned.

Ili Korea, they say that smoking American cigaretites can be hazardous to your
health.

Not all barriers are as blatant as these. Some illustrate the difference between
what the Japanese call Hone and Tatamae.

Hone means appearance and Tatamae means reality. The chart tells the story.
These bars represent the U.S. share of the Japanese semiconductor market. My col-
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leagues will notice that the bars never grow. In 1974 the Japanese agreed to elimi-
nate their quota. That's appearance. But in place of the quotas they installed a com-
plicated domestic cartel system. That’s reality. The difference is huge.

Those are just a few examples of the unfair trading practices the United States
confronts.

About a week ago the Reagan administration published this Annual Report on
National Trade Estimates,

This report lists 227 separate restrictions on U.S. exports. N

That’s 227 good reasons why we should be here today.

And that’s 227 good reasons why this Administration must act now to eliminate
foreign unfair trading practices. B

Together these practices reveal a pattern of behavior that is killing us in interna-
tional trade.

It is a pattern too long ignored. The trade problem is not a political problem to be
swept under the rug. :

It is an economic problem that we must confront head on.

Unfair trading practices like those I have shown today must be eliminated. Noth-
ing could be more clear.

But if we move from simple through the subtle things get murkier. There are
other foreign practices that are not clearly unfair.

These are more complicated—but very important. Let me raise a few.

One of the greatest problems facing American industries today is low foreign
wage rates.

Chinese textile workers, for example, are paid only 16 cents an hour.

And the Chinese workers work under low-quality conditions that reduce produc-
tion costs further.

With wages and conditions like that, it’s no wonder that American workers can’t
compete.

The questions I ask is this: can these labor practices be deemed unfair trading
practices?

That's not an easy question to answer.

On one hand, we do not have the right to impose our wage rates and living stand-
ards on poorer countries struggling to modernize.

On the other hand, do we not have a right to prevent others from pulling down
our living standards?

At what point can we say that low wages and/or inhumane working conditions
meet some universal definition of unfairness?

I do not know the answer to these questions.

But I do know that we must begin to ask these questions now, because the issue is
going to be with us for a long time.

Yesterday I introduced an amendment to the textile bill that would require the
ITC to study this issue and for the Departments of Commerce and Labor to recom-
mend rules and principles that might be incorporated in a universal labor code, if
appropriate.

That amendment was approved by the Senate.

However, I expect the textile bill will be vetoed by the president and not become
law.

That does not eliminate the need for us to look at this question. I think we need
to start thinking about these issues. At the appropriate time, Mr. Chairman, I will
ask that the Finance Committee request this study from the ITC under section 332.

This line of questioning can be applied even more broadly. What about differences
in health and safety standards? In pollution controls? What is unfair and what is a
logical choice for a given country?

We in the United States have coasted along, smug in the belief in our own superi-
ority. If we are to modernize our trade laws, we must deal with the world as we find
it rather than as we wish it was. That is a big challenge and it requires a great deal
of information. Asking questions is only a beginning—but it is a beginning we must
make.



U.S. SENATE,
Washington, DC, July 12, 1985.

Hon. Bos Packwoop,
Chairman,” U.S. Senate Finance Committee,
Washington, DC.

DearR MR. CHAIRMAN: As you know, the growing trade deficit is undermining
America’s fundamental economic strength. Many U.S. companies are losing their
footholds in foreign markets and drowning in a flood of imports here at home.

Given this trade crisis, I believe that Congress must enact a tax reform package
that improves, not impedes, America’s international competitiveness. During the Fi-
nance Committee's tax reform hearings, many of us have made this point by raising
concerns about the impact enactment of the President’s tax reform proposal would
have on our competitiveness.

Determining this impact is, or course, a very complex issue. Tomorrow's hearing
will shed more light on the issue. But I believe that further and more detailed infor-
mation is needed before we begin drafting our reform bill.

More specifically, an International Trade Commission study would make a valua-
ble contribution to our deliberations. Therefore, I believe that the Finance Commit-
tee should request an ITC study, pursuant to section 332 of the Trade Act, of the
impact enactment of the President’s tax reform proposal would have on America’s
international competitiveness. I respectfully urge that you support such a section
332 request and arrange to submit a formal Committee request as soon as possible.

Sincerely,
Max Baucus.

The CHAIRMAN. The committee will come to order, please. I think
maybe a point of order is being raised on the floor, so, rather than
delay this hearing any longer, I think we will start and hope to get
a fair distance along. This is the first of three trade hearings
scheduled in the immediate future. Then, when Senator Danforth
puts his bill in, we will have other hearings that he has requested
to be scheduled on his bill; but it seems to me that we are finally
coming to a place where there are three principal, major issues to
which we need to address ourselves. One is under section 201 of the
International Trade Commission: Is the President bound to respond
in the way that the International Trade Commission suggests, or is
he going to be left with some option to look at the entire issue from
a national standpoint. Or, if put more bluntly, if the International
Trade Commission finds that shoes are injured and they suggest
some kind of relief, does the President have to accept that, even if
that may hurt agriculture and chemicals or other exports? Or can
he weigh the country’s interests? Two, in terms of section 301, and
unfair trade practices, are we going to decide for ourselves hence-
forth, unilaterally, what an unfair trade practice is and announce
it to the world, whether or not the rest of the civilized world ac-
cepts that as an unfair trade practice or not. Three, are we hence-
forth going to say that wage differentials, especially quite disparate
wage differentials, between the United States and some other coun-
try, are ipso facto an unfair trade practice? Or if we don’t call it
that, are we going to say that wage differentials are so great that
in certain areas we simply cannot compete, and we will not just
give those industries 2 or 3 or 5 years time to adjust? We will give
them permanent protection because they cannot compete. In my
experience in dealing with some of those industries, they have not
quite been willing to say: Our problem is that we cannot compete
against the wage differential, now or forever. They will cloak it in
the multifiber agreement, or they will cloak it in some kind of
dumping or countervaling duty issue or some kind of unfair prac-
tice; but a few of them, to their credit, have been willing to say:
Our problem is that we can no longer pay our workers $7 an hour
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when workers competing with us with exactly the same kind of
machines are making 50 cents an hour. And that is a fair argu-
ment; and that is an issue that ought to be addressed, and it ought
to be addressed on that basis because, if the United States is going
to make a decision that all industries with disparate wage levels
are going to get permanent or quasipermanent protection, then we
are not talking about just one or two industries. We are probably
talking about three-quarters of the industries in the United States,
and we are talking about an entire change of philosophy from what
has been our trade position since at least Cordell Hull or the end of
World War II. So, this will be the first of the hearings. I hope the
witnesses will be able to address themselves to those issues. Sena-
tor Baucus?

Senator Baucus. Thank you, Mr. Chairman. Mr. Chairman, I
want to thank you very much for holding this hearing. It is neces-
sary, obviously, to more firmly address what constitutes an unfair
trading practice; and I think the questions you have asked go a
long way toward establishing that. As we begin, though, to try to
determine what constitutes an unfair trading practice, I would like
to make a few observations; namely, there are various levels of
complexity of unfair trading practices that other countries practice.
To some degree, I think the United States is not Simon Pure—we
are not as clean as the driven snow, certainly not immediately fol-
lowing a snowstorm. [Laughter.]

But it seems to me that the practices of other countries are also
in many respects unfair and have to-be addressed. However, there
are various levels of complexity of unfair trading practices. For ex-
ample, some are very clear; they are very simple. I have in my
hand here a piece of particle board. This particle board has a 12-
percent tariff as it enters Japan. When particle board enters the
United States, it has a 4-percent tariff. So, the tariff in Japan is
three times as much for particle board entering Japan as it is for
particle board coming into our country. That is very simple and
very direct. Another example of something that is simple and
direct is the practice and the law in Korea with respect to ciga-
rettes. In Korea, it is a crime for a Korean national to smoke or
possess American or foreign cigarettes. There is a fine up to $1,250
and also with a punishment of imprisonment. The disparity there
is very simple. It is not a crime in America for Americans to smoke
foreign cigarettes, but in Korea it is a crime. It seems to me that is
very simple and direct. That is an unfair trading practice that the
country of Korea undertakes and it has to be changed. Third,
though, there are unfair trading practices in other countries that
get a little more complex, but they are just as devastating.

[Showing of chart.]
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Senator Baucus. There is a chart over here that some of you can
see; and unfortunately some of you cannot see it. I think it demon-
strates a more complex trading practice but devastating neverthe-
less. Essentially, it shows the level of market penetration of the
United States ability to sell semiconductors in the country of
Japan, beginning back in the year 1972. Approximately 10 percent
of the semiconductors purchased in Japan are American semicon-
ductors—10 percent. The chart shows that it has been about 10 per-
cent every year, up to and including this year. Until 1975, there
was a quota on American semiconductors into Japan. In 1975,
Japan eliminated the quota; so you would expect that the United
States could sell more semiconductors in Japan after the year 1975,
but that is not what happened. The chart shows that it was still 10
percent, from 1975 up to the present. Why? Because Japan entered
into a cartel arrangement among its major purchasers in Japan,
that is the major firms in Japan—the electronics firms—began to
buy among themselves. It was a cartel arrangement, so the United
States did not sell American products in the country of Japan.
Compare that with American market penetration worldwide. The
chart shows, the blue line, that it is 50 percent. So, whereas the
American penetration worldwide, but for Japan, is 50 percent, the
American penetration of the semiconductor industry in Japan is
still 10 percent. Obviously, this is an unfair trading practice.

Mr. Chairman, I suggest that this is just one of many examples
of the kinds of practices that we have to address today, and I am
glad Ambassador Yeutter is here. I want to compliment the Am-
bassador, too, because I know he is working on the list of 227
unfair trading practices that the administration published and
listed. To me, that is 227 good reasons for holding this hearing
today, so we can identify those and concentrate on them. It is clear
that that is not the only problem that faces America’s competitive
position, nor the only reason theat it is hard for us to trade as well
as we might. Nevertheless, it is also clear to me that there are very
definite, fundamental unfair trading practices that other countries
do engage in. So, we should not keep our eye off that mark, par-
ticularly as we move toward a new GATT round. We are going to
have a new GATT round. There are going to be new GATT talks.
As we give new GATT authority, it seems to me that we have to be
very clear and very definite in the kind of authority we give and to
make sure that that new GATT round does focus on these kinds of
practices. Thank you, Mr. Chairman.

The CHAIRMAN. Senator Wallop.

Senator WaLLor. Thank you, Mr. Chairman. Let me say to my
colleague from Montana that I appreciate that approach and feel
that it is much more practical than that which we endeavored to
achieve last night. I was a little bit startled in the arguments from
one of the proponents of that bill last night when they were listing
the prices of slacks in J.C. Penney’s or something. One of the prices
that they listed was $2 higher for the foreign slacks, and it struck
me that that isn’t much of an argument in support of theirs. If you
can sell something for $2 more, it doesn’t matter to whom the
profit goes; it matters that the public prefers that product. And
that is not something that can be fixed by protectionism. That was
just one of the most bizarre arguments I ever heard.
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. I recall that 6 or 7 years, Max, that we from livestock-producing
States were faced with a peculiarly reverse kind of protectionism
in which people from Massachusetts and Missouri and Maine and
some other places were trying to limit the export of hides because
foreign producers of leather goods would pay more for American
hides than domestic producers would. Then, they were complaining
at the same time that they could produce that, having shipped it
abroad, processed it abroad, and returned it manufactured for less
than we could do here. That tells us something. The American
cattleman was faced with the worst of both worlds. He could have
a limited price on his products and an increased price on his shoes.
It was just one of those peculiarly obtuse kinds of protectionism
that goes on.

I think the kind of points that you bring up are the kind of
points that really must be addressed, but the activities that we in-
dulged ourselves in last night don’t do that. They simply miss it,
besides all of which, that was significantly among the most racist
bills that this Congress has ever passed. If your eyes are round, you
are out from under. If you look at the figures, the increases in tex-
tiles imports are higher from Britain, from Belgium, and from Italy
than they are from the countries that we socked last right. So, the
problem is much more complex, and it really comes down to the
fact that our eye is on a political master, not an economic master.
And I think that if we can focus ourselves, as you tried to do just
now, and as I have had in conversations with Ambassador Yeutter
that the economic master is a great deal more effective, both in the
short run and in the long run, I think we will get somewhere on
these very practices that you brought up.

I compliment you, and I thank Ambassador Yeutter again for
that list of 227 practices, which tells us that it is not all just a fig-
ment of our imagination, but the solution to it is not so simple. The
textile and apparel bill is just a bill that seeks to have us denied
even products that cost more, simply because they are more ap-
pealing for the American consumer. Thank you, Mr. Chairman.

The CHAIRMAN. Senator Moynihan, I apologize. I didn’t know
that you had come earlier, or I would have put you higher up on
the list.

Senator MoyYNIHAN. I came to hear the Ambassador, and I wel-
come him.

Ambassador YEUTTER. No, you really came to arm wrestle with
me and win.

Senator MoyNIHAN. We did, but we lost. [Laughter.]

The CHAIRMAN. Senator Chafee.

Senator CHAFEE. I am looking forward to hearing the Ambassa-
dor.

The CHAIRMAN. Senator Long.

Senator LoNG. I will wait until the Ambassador has presented
his testimony. I thank you for coming, Mr. Ambassador, and I wiil
give you the chance to say something before I ask any questions.

Ambassador YEUTTER. All right.

The CHAIRMAN. Mr. Ambassador, we are delighted to have you
with us. Go ahead, please.
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STATEMENT OF AMBASSADOR CLAYTON YEUTTER, U:S. TRADE
REPRESENTATIVE

Ambassador Yrurrer. Thank you, Senator Packwood. It is a
pleasure to be back. As you know, this is my first return since my
confirmation hearings with all of you. You raised a good many
questions and observations and concerns at that time. I certainly
tried to respond to those as best I could since then; and what I
would like to do now is just spend a few minutes doing a tour of
the horizon on what has happened over the last 4% months; and
maybe that can serve as a basis then for moving on into your ques-
tions. I will try to do it promptly because I recognize what an in-
tense schedule you are all under at the moment in the Senate.

As you well know, the principal concerns you raised with me
during my confirmation hearings was that you were unsure of the
trade policy being followed by the administration, either of the ex-
istence or adequacy of that policy or the way in which it was being
articulated. Whatever the explanation, and I would certainly hope
that it was more a question of articulation than a question of exist-
ence of adequacy, but whatever the explanation, it seemed to me
that it was appropriate that we follow through on your expressions
of concerns and begin to intensify our own efforts in that area,
communicating not only with you but with the American public
and with our trading partners around the world. So, we have spent
a lot of time on that, Mr. Chairman, over the last 4% months,
about 18 hours a day, as a matter of fact, because trade has been
such a high-profile issue.

I think the committee would appreciate knowing that we prob-
ably had at least 25 Cabinet-level discussions of trade since I ar-
rived, several of those in which the President participated person-
ally. As you know, that was followed by four consecutive radio ad-
dresses by the President in which trade was the principal topic,
and then a major address that he did in the White House, which
has received broad distribution, and to which many of you were in-
vited, as well as our private sector advisory committee. We did a
so-called white paper at that time, which is by far the most com-
prehensive enunciation of tke policy that we have had in the ad-
ministration. That has received broad distribution. So, I would
hope that by now we have comprehensively articulated what we
are- all about within the administration in this area. I really be-
lieve that we do have a strong sense of direction now, and we have
certainly been trying to communicate that sense of direction to our
trading partners and to the general public here.

Let me just establish the pillars of the policy very quickly. One
has to start with the points that Senator Wallop was making so
eloquently here a few minutes ago; and that is the belief that a
free and open trading system is in our bhest interest as a nation;
and it is good for America and good for American business and also
good for the world. That is the very strong and committed course
on which we are embarked within the administration, and we want
that fully understood by everyone; and that is a course that will
prevail for the next 3-plus years of this administration. We are not
going to become protectionists. President Reagan does not have a
protectionist bone in his body in my judgment; neither do I. So, cer-
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tainly, the belief in a free and opening trading system is going to
be the cardinal rule of conduct for the administration on trade as
far as we can see into the future.

At the same time, we felt it was imperative that we deliver to
the world a message that free trade and fair trade must be com-
bined, that one cannot stand alone in one’s belief in free and open
trade and simply be an observer of the world going by, following a
totally different course. We must insist that, if we are to follow a
free and open trading course, the rest of the world follow a compa-
rable course. We believe that it is in the interest of our trading
partners; but certainly, it would be folly for us to be the only major
trading nation of the world committed to a course of free and open
trade with the rest of our trading partners taking advantage of us
by operating on a course that departs far from that objective. So,
we have sent some specific messages in that respect, primarily
through the self-initiation of 301 actions. I will not go into the de-
tails of those, but you know that we filed a tranch of those at a
very early date. We sent that message early on, even before the
overall trade messages were sent.

We have done a second tranch of 301 cases since then, and we
may well do some more. You referenced our section 303 report with
more than 200 barriers to trade, and there are certainly some po-
tential 301 cases among that list. Senator Baucus articulated some
of the most provocative of unfair trade barriers that we face, but
Senator Baucus, those are just a couple of many. So, we have
ample opportunity to make the case for fairer trade and to take an
aggressive stance in that regard.

The committee should be able to comprehend at this point that
we are clearly following a much more aggressive trade policy than
we did months back. That should be clearly evident from the ac-
tions we have taken over the last several months. Some of those
even involve legislative proposals that have been made to you, in-
cluding a war chest to deal with the so-called mixed credits issue
that has come over to the Hill, with Treasury being the lead on
that one.

We are also in the process of evaluating our GSP Program, as
you know. That has a termination date for review of January 1987.
We clearly have to look closely at the operation of the GSP Pro-
gram, the provision of duty-free treatment for products flowing in
from other nations, and decide where that requires modification be-
cause of the conduct of some of the recipient countries. We have
had some bilateral strains during this time period, Mr. Chairman,
quite a few; some that we precipitated in a sense because we put
deadlines on trade issues for the first time in a long time. In my
judgment, the United States should use deadlines much more fre-
quently than it does.

We are serious about those deadlines; and that has led to some
consternation on the part of our trading partners and some con-
frontations that might not otherwise have taken place, including
retaliation on pasta in our so-called citrus-pasta war on November
1. We have finished, hopefully, a major steel negotiation with the
European Community. That was a most important endeavor. There
are a few loose ends remaining in that exercise, but most of that
negotiation is now wrapped up.
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We have a number of other cases that are coming to a head very
soon, and you will want to watch those as they proceed because
they certainly will give an indication of how we are conducting
trade policy and how our trading partners are responding, if at all.
Those include a couple of cases with the Japanese with a December
1 deadline, and cases with the European Community with a Decem-
ber 1 deadline, and the so-called Moss process with Japan that will
wrap up hopefully at the end of the year.

One of you mentioned the new GATT round. I believe it was Sen-
ator Baucus. It is appropriate that we have a brief discussion on
that point here because that, too, has a deadline approaching in
terms of deciding whether the process will move forward. The
annual meeting of the GATT contracting parties will be held in
Geneva in about 2 weeks; and at the moment, we are still experi-
encing a great deal of intransigence from some of our lesser devel-
oped country trading partners who are attempting to block
progress toward initiation of a new GATT round. In fact, I just
read a cable on my way over to this hearing this morning which
indicated that several countries, just yesterday, blocked an official
report of a senior official’s group that was to have been given to
the annual meeting later this month. When we have a situation
where nations are even blocking reports, that seems to me to be
cause for concern; and in my judgment, it is cause for a rather
strong and harsh response by the United States and other major
trading nations. We simply cannot afford to have a handful of na-
tions with less than 5 percent of world trade dictating the interna-
tional trading destiny of nations which conduct 95 percent or more
of international commerce in this world.

We may well, Mr. Chairman, have a major confrontation ahead
of us a few days from now in Geneva. We will keep you informed of
the results of that meeting because, if it does turn out—regrettable
as that may be—that the meeting will be unproductive and will not
lead to establishment of a preparatory committee for a new round,
then it is clearly incumbent upon the United States to rethink its
international structure and international obligations in light of the
structure that we are facing for the conduct of world trade; and we
have some hard decisions ahead of us as to how we respond to that
particular challenge. That is something that may provoke consider-
ably more discussion between ourselves and the administration and
all of you at the Finance Committee relatively soon.

Finally, I should say a word on macroeconomic policy, which
many of us think is the heart of the trade issue that confronts us
today. Senator Moynihan and I had a considerable interchange on
that issue when I was here for my confirmation hearing; and as
* you know, Senator Moynihan, a lot has been happening on that
front since then, too. Secretary Baker, of course, brought together
the G-5 Finance Ministers and the central bankers of the G-5 at
the Plaza Hotel in New York on September 22 for a meeting that
has had international repercussions since then in terms of inter-
vention policies and also in terms of hopefully stimulating a great-
er conversion of the macroeconomic policies and a lot more coordi-
nation of the macroeconomic policies among those nations.

This was followed by the IMF meetinfs in Seoul, when Secretary
Baker also played a leading role in evaluating our LDC debt situa-
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tion in making some recommendations as to how alterations might
be made in that situation. All of that has trade implications, as you
well know, because if LDC’s do not import, they, are not going to
be able to export; and they are not going to be able to service their
debt in the long run, even though they may be able to service them
in the short run with the kinds of policies that have been imposed
by the IMF to date.

It is because of our concern about the export situation, and that
clearly is an issue of immense interest; and obviously, the total
macroeconomic policy is likewise an issue of interest because of the
exchange rate relationships which have prevailed until recently,
that is the case of an inordinately strong dollar. As you know, Sen-
ator Moynihan, the dollar has come down very significantly in the
last couple of months. My judgment is that that will positively
affect our trade flows and trade balance as we move into 1986, but
probably not until the latter part of 1986; and that is simply be-
cause of the lagtimes that are involved and also because, as you
well know, nations are going to absorb the differentiation and ex-
change rates as long as they can before we see concomitant alter-
ations in order books. People just don’t change their trading prac-
tices overnight unless there is a big economic motivation for that
to take place. So, we have some good news coming along on the
macroeconomic front, but we should not be unrealistic and expect
that to happen overnight because it will not do so.

All in all, though, just summarizing, Senator Packwood, I really
believe we have come a long way on a lot of these trade issues over
the last 4%2 months. We are certainly not there yet. We have a
long way to go, but I am quite comfortable with the achievements
that we have had in that interim, in that intervening time. It is
certainly not all due to efforts by the administration. We have had
a very positive attitude on the part of this committee and a lot of
other people in the Congress who, with the exception of last night’s
activities, have resisted the protectionist pressures of the day. And
we have had excellent cooperation within the administration and a
very forward-looking attitude on many of these very difficult
issues.

The one item I haven’t mentioned, Senator Packwood, is the
question of what might happen in the future legislatively. As you
know, we have been working on what I have been calling a legisla-
tive initiative, a substantial amount of language on legislative
issues such as antidumping subsidies and countervailing duties, in-
tellectual property, the new GATT round, and a number of other
issues that we are going to be prepared to share with this commit-
tee very soon—probably just within the next few days. That is the
kind of positive legislative response to the trade challenges of the
day that we would like to see, and I believe many of you share that
same objective. And that is showing up now in both the Senate and
the House in terms of the packages that are being introduced.
Th e packages have some elements that we would find trouble-
some and, in many cases, unacceptable; but the overall thrust of
much of the legislation that is being surfaced in both the Senate
and the House in the immediate past is affirmative in its scope, as
contrasted to the flagrantly protectionist legislation that emerged
earlier. So, all in all, Mr. Chairman, I believe the picture looks
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brighter than it did 4%2 months ago in a whole variety of ways; and
we hope we can keep it moving in that direction. Thank you, Mr.
Chairman.

[The prepared statement of Ambassador Yeutter follows:]

PREPARED STATEMENT OF AMBASSADOR CLAYTON YEUTTER, U.S. TRADE
REPRESENTATIVE

Mister Chairman and members of the Committee, I am pleased to appear before
you today to discuss America’s trade policy. The last time I came before this Com-
mittee was for my confirmation hearing last summer, and at that time all of you
expressed serious concerns about the sense of direction of our policy. We in the Ad-
ministration have done a lot since then to respond to those concerns, and 1 would
like to share that response with you. You may properly take credit for stimulating
some of it!

At my confirmation hearing, you asserted-the need for the United States to take a
tougher stance in protecting its international trading interests. You also pointed out
the importance of creating a more favorable macroeconomic environment for trade.
Many of you were concerned that the Administration did not have a coherent trade
policy, and I promised I would provide you at an early date a clear and forceful ar-
ticulation of that policy.

Since that hearing, the Administration has devoted an enormous amount of time
and energy to the consideration and development of policies to deal with America’s
trade challenges. The Cabinet has taken up various trade issues on some 25 differ-
ent occasions in the past four months, and trade has been an almost constant topic
of action and discussion at the Subcabinet level.

Although we still have a lot of work to do, I believe those efforts have started to
pay off. Notably:

The President has clearly and boldly outiined the Administration’s trade policy
objectives and released an action plan for realizing those objectives.

The Administration has asserted to the rest of the world in unmistakable terms
that we are determined to create a “level playing field” for U.S. business firms. This
message has been most forcefully conveyed by our self-initiation of Section 301 cases
and targeted mixed credit export financing offers.

In conjunction with our psincipal trading partners, we have begun major initia-
tives to promote stronger and more balanced international economic growth, with
much imf‘)roved coordination of macroeconomic policies.

“With that brief overview, I would now like to set out for you in greater detail the
numerous and varied actions the Administration has taken to alleviate our trade
difficulties and to restore a sense of fairness and equity to the international trading
system.

THE ADMINISTRATION'S TRADE PROGRAM

On September 23, the President announced a comprehensive set of proposals for
deling with America’s trade problems. The principles underlying the Administra-
tion’s program are set out in detail in the Administration’s “Statement on Interna-
tional Trade Policy’” which I hereby submit for the record.

First and foremost, the President remains committed to a policy of free and fair
trade. Such a policy is the best way to ensure that America attains its full economic
potential. An open and fair trading system globally will produce jobs and exports,
improve the use of our nation’s resources, promote more rapid economic growth and
innovaticn and result in higher incomes and living standards for all Americans. Let
there be no doubt about our commitment to that course. President Reagan is not a
protectionist and never will be, and neither will 1. The Admiaistration’s gyrosco
on trade is spinning properly, in my judgment, and will continue to do so for the
next three years.

Protectionism would destroy the economic vitality of America’s economy. It would
stifle competition, retard innovation, reward the inefficient, cost jobs, invite retalia-
tifgfn gnd lower America’s standard of living. It is a policy we as a nation cannot
afford.

Instead, the United States must continue to pl‘avy its critical role in promoting a
more open and equitable world trading system. Without doubt the present system
has a multitude of imperfections and inequities. But that doesn’t mean we should
just give up! History has shown that periods of trade liberalization lead to increased
economic growth, and trade restrictions lead to economic inefficiencies. The interna-
tional community has made enormous progress in reducing traditional trade bar-
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riers during the past 40 years. During those four decades, growth in world trade has
outpaced and in fact has driven the growth in global production. America’s self in-
terest, and that of other nations as well, lies in maintaining and improving the
international trading system that has evolved since World War }1.

The Administration’s policy is to take action, either singly or in concert with our
trading partners, to renew and restore this system. We will continue to pursue more
open markets overseas while opposing actions at home and abroad which restrict or
distort trade.

Based on these guiding principles, the Administration has developed a three-
pronged plan to address America’s trade problems. Our plan is to ensure that free
trade is also fair trade, to strengthen and revitalize the international trading system
and to alleviate the macroeconomic causes of our trade deficit.

A. UNFAIR TRADE

While supporting free trade, the Administration is also committed to a policy of
fairness and equity in international trade. The United States must and will act to
protect its own trading interests. We will not tolerate foreign actions that discrimi-
nate against American business or which rob us of legitimate returns on our invest-
ments in such areas as research and development.

We intend to make it absolutely clear to other nations that they cannot deny fair
market access to U.S. exporters and continue to sell their products freely in the
United States. This is not the 1970s when we regularly ran a trade surplus; this is
the 1980s and we have a $150 billion trade deficit! We can no longer afford to stand
by and allow other countries to routinely deny our goods and services equitable
access to their markets. The Administration, therefore, will aggressively seek to
open foreign markets to American exports. If nations are to operate in and benefit
from a global marketplace, then their markets must also be open.

The Administration has taken the unprecedented step of self-initiating Section
301 unfair trade cases against such countries as Brazil, Korea and Japan, and has
accelerated ongoing cases against the EC and Japan. We are also initiating GATT
proceedings against EC export subsidies on wheat.

Our objective is to obtain the elimination of unfair foreign trade practices through
consultations and negotiations. When necessary, however. we will not hesitate to re-
taliate against the perpetrators of such practices. An example is the President’s de-
cision to impose a 25 percent to 40 percent tariffs on pasta imports from the Euro%
an Community to compensate for the injury to U.S. citrus exports caused by E
preferences to Mediterranean countries.

This determination to deal effectively with foreign unfair trade practices is al-
ready beginning to show results. For example, we recently reached agreement with
Taiwan to eliminate their long-standing barriers to U.S. exports of beer, wine and
tobacco products.

One area to which the Administration is paying particular attention is that of in-
tellectual property. The future competitiveness of U.S. industry is very much a func-
tion of our ability to reap the benefits of our technological advauces. Encouraging
the development of technology and creative works, as well as enhancing trade, re-
quires more than just removing trade barriers. We must actively promote the ex-
pansion of trade by enhancing security and assuring rewards to the creators and
owners of intellectual property.

Over the past several months, we have held consultations and negotiations with
our trading partners whose conduct in this area concerns us most. These include
Taiwan, Singapore, Korea and Mexico. The problems in Korea has been particularly
troublesome, and thus far there has been virtually no progress in our talks with
that country. As a result, the President directed me to launch a Section 301 investi-
gation into the adequacy of Korean laws governing the protection of intellectual
property.

The first tranches of Section 301 actions represent only the initial step in our ef-
forts to ensure that trade is both free and fair. We will launch additional actions if
and when we deem it appropriate to do so.

As you know, we have just completed an extensive study of foreign trade barriers,
in accordance with Section 303 of the Trade and Tariff Act of 1984. The report,
which was made available to you two weeks agn, describes foreign trade and invest-
ment barriers and distortions by country. It examines 12 categories of barriers: tar-
iffs and other import charges: quantitative restrictions; import licensing; customs
barriers; standards, testing, labeling and certification procedures; government pro-
curement; export subsidies; inadequate intellectual property protection; countertrade
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and offsets; barriers to services trade; investment restrictions and other trade bar-
riers, such as industrial targeting.

As I indicated in my letter of transmittal accompanying the report, the informa-
tion contained in it was used by the administration to develop some of the specific
unfair trade initiatives undertaken over the past few months. We will continue to
consult the report as we design appropriate actions to combat other unfair foreign
trade practices. We will also use it in setting priorities and objectives for a new
GATT round of trade talks, as well as in various bilateral negotiations.

The report covers ‘“significant” barriers to trade. It makes no attempt to identify
which barriers are “unfair.” Indeed, many of the measures identified in the report
(tariffs, e.g.), while significantly impeding U.S. exports, may be fully consistent with
the rules of international trade. Certain other measures described in the report may
require GATT consideration before one can determine whether or not they are con-
sistent with GATT rules.-And in some instances, such as trade in services, intellec-
tual properltvy and investment, there are no GATT rules on which to base a present
judgment. Nevertheless, whether a barrier is legal, illegal or not covered by the
GATT, if it is damaging to U.S. interests we should attack it. We'll do so in bilateral
discussions and negotiations, and hopefully also in a new GATT round.

The President has also established, under the direction of Secretary of Commerce
Baldrige, an interagency Strike Force to identify unfair trade barriers and recom-
mend actions to eliminate our Section 303 report to determine which foreign trade
barriers are most adverse to our trading interests, and to consider and recommend
appropriate action to do away with those bartiers.

In addition to the Administration’s action on unfair trade barriers, we are also
accelerating our efforts to address the problem of foreign predatory financing which
in recent years has denied U.S. exporters important overseas sales. The President
has proposed to Congress a $300 million fund to support up to $1 billion in export
financing. The purpose of this funding is to increase American leverage in negotia-
tions to eliminate predatory tied aid credit financing. The fund will be used to cap-
ture both traditional and new export markets of those countries who use this form
of financing and have been intransigent in the negotiations.

The Administration is also in the process of reviewing the competitiveness of all
beneficiary developing countries participating in the Generalized System of Prefer-
ences (GSP) program to determine the level of future benefits to be accorded these
countries. In making that determination the President will consider a country’s
level of development, its competitiveness and its practices. Among the practices the
President will be looking at are the openness of the country’s market to foreign
goods and services, its policies towards international investment, the degree of pro-
tecgion it affords intellectual property, and its regard for international workers’
rights.

As part of our general review of trade policy, the President has expressed a desire
to work with the Congress to put into place legislation that would help us promote
free and fair trade. In line with this, the Administration is reviewing proposals for
changes in and additions to U.S. trade laws. The proposals include: new trade nego-
tiating authority, revisions to our laws protecting intellectual property, export pro-
motion initiatives, proposals to improve access of our telecommunications firms in
foreign markets, and various technical amendments to our trade laws. We will
?hare our views on all these legislative issues with the Congress in the very near
uture.

It is important to remember that even fairly-traded goods can have a significant
effect on American business. That is why we have “safeguard’ provisions under
GATT Article XIX and under Section 201 of our own trade laws. Both provide for
temporary import restraints, under certain prescribed conditions, to allow domestic
industries time to adjust to changes in international competition.

Some have suggested that Section 201 does not. provide adequate protection for
U.S. industries—because the Administration is unwilling to use it. The record dem-
onstrates otherwise. Eleven Section 201 cases have been filed since the Administra-
tion took office. Of those eleven cases, the International Trade Commission found no
injury in six. Of the five remaining cases, the President granted import relief in
two—to heavyweight motorcycles and specialty steel. In the case of carbon steel, the
President took alternative action to resolve the problem. Only in two cases—copper
and footwear—did the President reject import relief. In the copper case, many more
copper fabricators' jobs would have been lost than miners’ jobs saved. In the foot-
wear decision, the industry failed to show that relief would have improved their
international competitiveness. In both cases, the President directed the Secretary of
Labor to develop special plans to help workers adjust to import competition. This
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seems to me to be an impeccable record in administering Section 201, rather than
one subject to criticism.

The Administration has also proposed more permanent measures to deal with
shortcomings in the international trading system aud the overall trade deficit.

B. A NEW ROUND OF MULTILATERAL TRADE NEGOTIATIONS

In order to permanently eliminate or reduce unfair foreign trade practices and
increase foreign market access for U.S. exporters, it is imperative that we launch a
new round of multilateral trade negotiations. During the past four decades, the Gen-
eral Agreement on Tariffs and Trade, or GATT, has served the world well as a
framework for international trade negotiations and the conduct of international
commerce. Under GATT auspices, successive rounds of multilateral trade negotia-
tior(xis have led to substantial trade liberalization and an enormous increase in global
trade.

But the discipline imposed on international trade by the GATT has been crum-
bling. The postwar international consensus on a basic framework for international
trade has reached the breaking point under the combined pressures of global reces-
sion, debt crises, fluctuating energy prices and volatile exchange-rate movements.
The need to restore discipline to international trade is one of the fundamental rea-
sons we need a new trade round.

Moreover, the world has changed dramatically since the GATT was first formed,
and it is time the GATT changed as well. Services have become more important in
international trade, but there are few rules governing them. Major investment
issues have evolved since the last round of trade negotiations. And we need much
stronger rules on intellectual property, for research and development is the founda-
tion for many of our high technology industries. In addition, Tokyo Round codes
were only a first step toward non-tariff measure discipline in such areas as subsi-
dies, government procurement and dispute settlement. Finally, we need to bring ag-
;'_icultural trade under the auspices of the GATT in a truly meaningful way for the
irst time. )

For their own reasons, a number of our fellow GATT members have been
unenthusiastic about a new round of multilateral negotiations. They prefer not to
have international rules in new areas such as services, because the present situation
gives them the privilege of being essentially as restrictive as they wish. Fortunately,
an overwhelming majority of the GATT membership recognizes that there is no
“free lunch” in international trade, and that even the developing nations must
make at least some concessions in order to receive benefits. In fact, if the position of
the LDCs who oppose a new GATT round were to prevail, those same LDCs would
belatedly discover that they have hampered their own economic growth by restrict-
ing their own export opportunities. That makes no sense, of course, and that is why
the United States took the unprecedented step in September of calling for a special
session of the GATT to discuss a new trade round.

In that endeavor we were supported by 65 of the 90 GATT members. The outcome
of the session was favorable. The preparatory process for a new round was officially
begun, and a report of a Senior Officials Group will be made at the annual meeting
of the GATT Contracting Parties starting November 25. We are hopeful that a Pre-
paratory Committee will then be established to begin work on a negotiating agenda
for the new round, and that a Ministerial meeting to launch the negotiations can
take place in mid-1986.

It is possible that these efforts will not bear fruit in Geneva. Should such a highly
unfortunate result develop, we are prepared to use alternative ways of bringing
about a more free and open trading system. We could, for example, convene a con-
ference here in Washingon to negotiate on trade matters of interest to the partici-
pants only. Those attending would be countries which share our objectives of seeing
trade disciplines and codes of conduct established in such areas as services, intellec-
tual property and other mutually-agreed subject matter. Nonparticipants would not
enjoy any of the benefits of such international agreements.

We would, of course, retain the means to defend our trade interests, including
greater use of our self-initiation authority under Section 301. This Administration
will not permit a small number of inward-looking nations, representing a nominal

rcentage of world trade, to control the trading destiny of nations which conduct
gg percent or more of the world’s commerce.

I would welcome the Committee’s input on this scenario as it unfolds.

The United States is committed to GATT and the multilateral negotiating proc-
ess. Nevertheless, such negotiations are not an end in themselves; now will the
United States be held hostage to the multilateral negotiating process. That process

b
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is clearly the preferred way for the United States and other nations to achieve the
crucial goal of increased economic growth through expanded world trade. But there
are other ways as well. For example, the Administration is prepared to negotiate on
a plurilateral or bilateral basis with like-minded nations. This path would become
all the more important and urgent if the movement towards a new trade round is
stalled in Geneva this month at the Contracting Parties annual meeting.

An example is the recently concluded free trade area with Israel. As you know,
we are now in the process of discussing a similar arrangement with one of our most
important trading partners, Canada. Canadian Prime Minister Mulroney has pro-
posed that we consider bilateral trade negotiations on the “broadest possible pack-
age of mutually-beneficial reductions in barriers to trade in goods and services.”

President Reagan has welcomed the Canadian proposal, and he believes it offers
an historic opportunity for both nations. It is rare indeed for two of the largest trad-
ing nations of the world to offer to open their borders to each other. If we can suc-
cessfully conclude such a negotiation, it could dramatically enhance the growth op-
portunities of both countries as they enter the next century.

Before we commence negotiations we will, of course, consult with this Committee
and other interested Members of the Congress, and with our private sector advisory
committees. Some Members have already suggested that we delay free trade negoti-
ations until our present bilateral disputes are behind us. But with the volume of
trade that flows between the United States and Canada, we will always have bilat-
eral disputes. We should not permit those transitory frustrations to blur the impor-
tance of improving long-term trade relationships and opportunities.

C. MACROECONOMIC INITIATIVES

Finally, and perhaps most importantly, the Administration has taken a number of
steps to create an economic climate more favorable to U.S. trade. Chief among these
are attempts to achieve increasediand more balanced growth at home and abroad.

Even if all the world's trade barriers, unfair or fair, were eliminated, the United
States would still have a large trade deficit. The strong dollar—resulting from the
strength of the U.S. economy, excessive federal spending and foreign confidence in
our political and economic system—has reduced American export competitiveness
over the past several years and has severely stressed our import-sensitive industries.
This, of course, has provoked the political turmoil of recent months which has been
felt by both the Congress and the Administration.

We are attempting to respond to this macroeconomic challenge in a decisive way,
both with respect to what we in the United States can do to ameliorate the situa-
tion, and what our major trading partners can do.

A significant step was taken when Secretary of the Treasury James Baker met
with his counterparts from Britain, France, Germany and Japan in September.
They agreed on measures to promote stronger and more balanced growth among our
respective economies, and the subsequent actions have already helped strengthen
other currencies relative to the dellar. The dollar has declined 15 percent vis-a-vis
the Japanese yen and eight percent vis-a-vis the German mark since September.

The actions announced by the G-5 are not a one-shot affair but are one step in a
continuing process. We must also make the hard decisions here at home needed to
reduce the dollar’s value. The starting point must be to cut the Federal budget defi-
cit by reducing excessive government expenditure. We also need enactment of a tax
reform proposal that will encourage private savings and investment.

The problem of the debt crisis in developing countries also needs to be addressed.
U.S. exports to “high-debt” developing countries have fallen dramatically in recent
years. For example, between 1981 and 1984, there was a shift in our net trade bal-
ance with six debt-burdened Latin American countries from a $4.4 billion surplus to
a $16.2 billion deficit.

As Secretary Baker pointed out at the IMF meetings is Seoul, it is essential that
these countries adopt more market-oriented policies, thereby improving their eco-
nomic performance. To this end, we believe that greater emphasis must be placed
on reducing trade and investment barriers as part of a comprehensive effort, includ-
ing the international lending institutions, to establish the fundamental conditions
for sustained growth in developing countries. These nations must ultimately import
more—especially in capital and technology—if they are to export more. If they are
responsive, and make a concerted effort to get their own economic houses in order,
then the private business community and applicable lending institutions should re-
spond positively, too. We need to bring these LDC economies to life, not bury them.
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\ CONCLUSION

As you can see, we've done a lot of work on trade policy in recent weeks. We in
USTR have had splendid cooperation from other government agencies in this en-
deavor, and from the relevant Congressional committees as well. The United States
now has what I believe to be a coherent, comprehensive trade policy and trade strat-
egy. We have made large strides in a short period of time, but we still have a long
way to go. Our trade problems, and the political strains which accompany them, are
by no means behind us. President Reagan and I look forward to working with you in
our common desire to ensure that American and foreign firms play by the same
ru%gs in international trade and that both reap the benefits of a free and fair trade
policy.

TEXT oOF REMARKS BY THE PRESIDENT TO BUSINESS LEADERS AND MEMBERS OF THE
PRESIDENT’S EXPORT COUNCIL AND ApVISORY COMMITTEE FOR TRADE NEGOTIATIONS

(East Room, the White House, Sept. 23, 1985)

I am pleased to have this opportunity to be with you to address the pressing ques-
tion of America’s trade challenge for the eighties and beyond,

Let me say at the outset that our trade policy rests firmly on the foundation of
free and open markets—free trade. I, like you, recognize the inescapable conclusion
that all of history has taught: the freer the flow of world trade, the stronger the
tides for human progress and peace among nations.

I certainly don’t have to explain the benefits of free and open markets to you.
They produce more jobs, a more productive use of our Nation's resources, more
rapid innovation and a higher standard of living. They strengthen our national se-
curity because our economy, the bedrock of our defense, is stronger.

I am pleased that the United States has played the critical role of insuring and
promoting an open trading system since World War II. And I know that if we ever
faltered in the defense and promotion of the worldwide free trading system, that
system will collapse to the detriment of all.

But our role foes not absolve our trading partners from their major responsibility
to support us in seeking a more open trading system. No nation, even one as large
and as powerful as the United States, can, by itself, insure a free trading system.
All that we and others have done to provide for the tree flow of goods and services
and capital is based on cooperation. And our trading partners must join us in work-
ing to improve the system of trade that has contributed so much to economic growth
and the security of our allies and of ourselves. .

And, may I say right here, to you leaders of industry that my admiration for busi-
ness in the United States is stronger than ever. You know sometimes in Washington
there are some who seem to forget what the economy is all about. They give me
reports saying the “economy” does this and the “economy’” will do that, but they
never talk about business. Somewhere along the way those folks in Washington
have forgotten that the economy is business. Business creates new products and new
services. Business creates jobs. Business creates prosperty for our communities and
our nation as a whole. And business is the people that make it work—from the
C.E.O. to the workers in our factories.

I know too that American business has never been afraid to compete. I know that
when a trading system follows the rules of free trade, when there is equal opportu-
nity to compete, American business is as innovative, efficient and competitive as
any in the world. I also know that the American worker is as good and as produc-
tive as any in the world.

And that is why to make the international trading system work, all must abide by
the rules—all must work to guarantee open markets. Above all else, free trade is, by
definition, fair trade.

VXhen domestic markets are closed to the exports of others, it is no longer free
trade.

When governments subsidize their manufacturers and farmers so that they can
dump goods in other markets, it is no longer free trade.

When governments permit counterfeiting or copying of American products, it is
stealing our future, and it is no longer free trade.

When governments assist their exporters in ways that violate international laws,
then the playing field is no longer level—and there is no longer free trade.

When governments subsidize industries for commercial advantage and underwrite
costs, placing an unfair burden on competitors, that is not free trade.
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I have worked for 4 years at Versailles and Williamsburg and London and Bonn
to get our trading partners to dismantle their trade barriers, eliminate their subsi-
dies and other unfair trade practices, enter into negotiations to open markets even
further, and strengthen GATT, the international accord that governs worldwide
trade. I will continue to do these things.

But I also want the American people and our trading partners to know that we
will take all the action that is necessary to pursue our rights and interests in inter-
national commerce under our laws and the GATT, to see that other nations live up
to their obligations and their trade agreements with us.

I believe that if trade is not fair for all, then trade is ““free” in name only.

I will not stand by and watch American businesses fail because of unfair trading

ractices abroad. I will not stand by and watch American workers lose their jobs
gecause other nations do not play by the rules.

We have put incentives into our own economy to make it grow and create jobs.
And, as you know, business has prospered. We have created over 8 million new jobs
in the last 33 months. Just since 1980, manufacturing production has increased 17
percent.

But I am not unmindful that within this prosperity some industries and workers
face difficulties. To the workers who have been displaced by industrial shifts within
our society we are committed to help.

To those industries that are victims of unfair trade, we will work unceasingly to
have those practices eliminated.

Just a few weeks ago I asked the United States Trade Representative to initiate
unfair trade practice investigations, the first time a President has done this. And, as
you know, we have self-initiated three such cases that will investigate a Korean law
that prohibits fair competition for U.S. insurance firms, a Brazilian law restricting
the sale of U.S. high technology products, and Japanese restrictions on the sale of
U.S. tobacco products. I also have ordered the United States Trade Representative
to accelerate the ongoing cases of Common Market restrictions of canned fruit, and
Japanese prohibitions on imports of our leather and leather footwear.

But I believe more must be done. 1 am, therefore, today announcing that: I have
instructed Ambassador Yeutter to maintain a constant watch and to take action in
those instrances of unfair trade that will disadvantage American businesses and
workers; I have directed the Secretary of the Treasury to work with the Congress to
establish a $300 million fund that will support up to a billion dollars in mixed credit
loans. These funds will counter our loss of business to trading partners who use
what, in effect, are subsidies to deprive U.S. companies of fair access to world mar-
kets. And, I have asked that these initiatives be continued until unfair credit subsi-
dies by our trading partners are eliminated through negotiations with them.

I have further instructed Treasury Secretary Jim Baker to inform the partici-
pants at the International Monetary Fund and World Bank conferences in Seoul
that we will take into consideration the trading practices of other nations in our
deliberations and decision-making.

A major factor in the growth of our trade deficit has been the combination of our
very strong economic performance and the weak economic performance of our
major trading partners over the last 4 years. This has limited our exports and con-
tributed to the weakening of other currencies relative to the dollar, thereby encour-
aging additional imports by the United States and discouraginﬁ our exports.

Yesterday I authorized Treasury Secretary Baker to join his counterparts from
other major industrial countries to announce measures to promote stronger and
more balanced growth in our economies and thereby the strengthening of foreign
currencies. This will provide better markets for U.S. products and improve the com-
petitive position of our industry, agriculture, and labor.

1 have ordered the Secretary of State to seek time limits on negotiations under-
way to open up markets in specific product areas in Japan.

I have instructed the United States Trade Representative to accelerate negotia-
tions with any and all countries where the counterfeiting and piracy of U.S. goods
has occurred to bring these practices to a quick end. And I look forward to workin,
with the Congress to increase efforts to protect patents, copyrights, trademarks an
other intellectual property ri;hts.

And, finally, I am today directing that a strike force be established among the
relevant agencies in our Government whose task it will be to uncover unfair trading
practices used against us and develop and execute strategies and programs to
promptly counter and eliminate them.

I am also looking forward to working with the Congress to put into place any nec-
essary legislation that would help us promote free and fair trade and secure jobs for
American workers. Among the topics that we should jointly consider are:
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Authority to support our new trade negotiating initiatives that would, among
other things, reduce tariffs and attempt to dismantle all other trade barriers.

To protect intellectual property rights including trade in articles that infringe
U.S. process patents, longer terms for agricultural chemicals, and eliminating Free-
dom of Information Act abuses that will help our businesses protect their proprie-
tary property.

To improve our anti-dumping and countervailing duty laws so that a predictable
pricing test covers non-market economies enabling our companies to have protection
against unfair dumping from those countries. We should also improve these laws so
that business can have full and rapid protection in receiving help against unfair im-
ports.

To amend our trade laws to put a deadline on dispute settlement and to contain a
fast track procedure for parishable items. We should no longer tolerate 16-year
cases, and settlements so costly and time-consuming that any assistance is ineffec-
tive.

I am also directing the Secretary of Labor to explore ways of assisting workers
who lose jobs to find gainful employment in other industries. I look forward to work-
ing with Congress in this vital task.

Additionally, I welcome the suggestions of the Members of Congress on other po-
tential legislation that has as its object the promotion of free and fair trade. I will
work with them to see that good legislation is passed. Conversely, 1 will strongly
oppose and will veto measures that I believe will harm economic growth, cause loss
of jobs and diminish international trade. .

But, I do not want to let this discussion pass without reminding all of our ulti-
mate purpose—the expansion of free and open markets everywhere. There are
some, well-meaning in motive, who have proposed bills and programs that are
purely protectionist in nature. These proposals would raise the costs of the goods
and services that American consumers across the land would have to pay. They
would invite retaliation by our trading partners abroad, would in turn lose jobs for
those American workers in industries that would be the victims of such retaliation,
would rekindle inflation, would strain international relations, and would impair the
stability 'of the international financial, and trading systems.

The net result of these counter-productive proposals would not be to protect con-
. sumers or workers or farmers or businesses. In fact, just the reverse would happen.
We would lose markets, we would lose jobs and we would lose our prosperity.

To reduce the impediments to free markets, we will accelerate our efforts to
launch a new GATT negotiating round with our trading partners, and we hope that
the GATT members will see fit to reduce barriers for trade in agricultural products,
services, technologies, investments, and in mature industries. We will seek effective
dispute settlement techniques in these areas.

But if these negotiations are not initiated or if insignificant progress is made, I
am instructing our trade negotiators to explore regional and bilateral agreements
with other nations.

Here at home we will continue our efforts to reduce excessive government spend-
ing and to promote our tax reform proposal that is essential to strengthening our
own economy and making U.S. business more competitive in international markets.

Further, we will encourage our trading partners, as agreed upon at the Bonn
Summit, to accelerate their own economic growth by removing rigidities and imbal-
ances in their economies. And we will urge them to provide sound fiscal and mone-
t{i\)ry policies to have them fully participate in the growth potential that is there for
all.

We will seek to strengthen and improve the operation of the international mone-
tary system, and, we will encourage the debt burdened less-developed countries of
the world to reduce and eliminate impediments to investments, and eliminate inter-
nal restrictions that discourage their own economic growth.

Let me summarize. Our commitment to free trade is undiminished. We will vigor-
ously pursue our policy of promoting free and open markets in this country and
aroun(f the world. We will insist that all nations face up to their responsibilities of
preserving and enhancing free trade everywhere. But let no one mistake our resolve
to op; any and all unfair trading practices. It is wrong for the American worker
and American businessman to continue to bear the burden imposed by those who
abuse the world trading system.

We do not want a trade war with other nations; we want other nations to join us
in enlarging and enhancing the world trading system for the benefit of all.

We do not want to stop other nations from selling goods in the United States; we
want to sell more of our goods to other nations.
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We do not dream of protecting America from others’ success; we seek to include
everyone in the success of the American dream.

ADMINISTRATION STATEMENT ON INTERNATIONAL TRADE PoLicy
(September 23, 1985)

THE ADMINISTRATION’S BASIC TRADE PRINCIPLES

A policy of free and fair trade is in the best interest of the citizens of the United
States and the world. Such a policy produces more jobs, improves the use of our na-
tion’s resources, promotes more rapid growth and innovation, and ensures a higher
standard of living for Americans. Free and fair trade also advance our national se-
curity interests by strengthing the economic and political systems of our developed
and developing country trading partners.

Despite these clear net benefits, pressures for protectionism persist and have been
on the rise in recent years. Protectionism is costly and inimical to our nation’s eco-
nomic prosperity and security interests. Protectionist proposals for import sur-
charges or quotas, whether or not made for the purpose of political gain, are irre-
sponsible and dangerous.

The United States plays the critical role in ensuring and promoting an open
worldwide trading system. If the United States falters in the defense and promotion
of a more open worldwide trading system, the system will be in danger of collapse,
adversely affecting our naticnal well-being.

The international trading system is based upon cooperation. Thus, our trading
partners also have a major obligation to support a more open trading system. This
obligation includes: dismantling trade barriers, eliminating subsidies and other
forms of unfair trade practices and entering into trade liberalization negotiations in
the GATT. Since World War II, we have made significant progress in moving
toward an open worldwide trading system. Protectionism threatens to undermine
that system. Qur trading partners must join us in working to improve the system of
trl'ial_de that has contributed to the economic growth and security of ourselves and our
allies.

America has never been afraid to compete. When trade follows the rules, and
there is an equal opportunity to compete, American business is as competitive as
any. This is fair trade and we will not impair it. When these conditions do not exist,
it is unfair trade, and we will fight it.

In its 1981 Statement on U.S. Trade Policy, the Administration indicated the high
priority it would give to international trade. It emphasized the duel objectives of
strengthening our private sector through the President’s domestic economic recov-
ery program and by pursuing open and fair trade internationally. Since then, real
_ private investment has risen more rapidly than GNP, particularly in the case of
producers’ durable equipment, and now real plant and equipment investment ac-
counts for a higher share of national cutput than at any other point in post-war
history. This activity indicates that U.S. industry is re-equipping with the most
modern and productive technologies available and is building a solid base to
strengthin its long-run competitive position.

The Administration’s basic policy-approach has been to allow the operation of pri-
vate market forces to the maximum extent possible. The results of this approach
have been highly beneficial. Since 1980, private civilian employment has grown by 8
million. Manufacturing production has increased by 17 percent. Meanwhile, our na-
tion’s price inflation has dropped from double-digit levels (12.4 percent in 1980) to
less than 4 percent. Ongoing efforts to strengthen our domestic economy through
the restoration of noninflationary growth will help further strengthen our econo-
my’s performance in coming years and improve our international competitiveness.

Internationally, the Administration has stepped up efforts for a more open and
fair system of global trade, in which market forces operate free from government
restrictions and subsidies. The Administration has sought to reduce foreign barriers
to U.S. exports, to counter foreign subsidy and other unfair practices abroad, and to
use our legal authority to encourage our trade partners to live up to their obliga-
tions.

We continue to belive that open markets, based upon mutually agreed rules and
equitable trading relations, are in our national interest.
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CHALLENGES OF EXPANDING INTERNATIONAL TRADE

The U.S. economy is becoming more integrated with the global economy. Our
businesses, workers and various levels of government must increasingly take into
account this fundamental fact. In 1985, U.S. exports and imports of goods and se-
vices will ¢onsitute approximately 21 percent of our gross national product. This
compares with 13 percent in 1970 and only 9 percent in 1950,

The trend toward a greater role for international trade in our economy is irre-
versible. Rapid growth and change in the economies of other countries, both devel-
oFed and developing, provide new and growing markets for our exports and sources
of our imports. As a result, U.S. production and consumption activities are becoming
more integrated with those located abroad.

The growing dependence on foreign markets of our industffaland agricultural
producers, and the important challenge of foreign competition in our domestic
market, make it imperative that we continue to foster a strong and internationally
competitive domestic economy and a more open global system for trade and capital
flows. This Administration accords a high priority to policies that achieve these ob-
jectives. .

Accompanying the growing importance of international markets to our economy
are increasing major threats to open and market-based trade. Extensive government
intervention in the economies of our trading partners impair or ability to do busi-
ness internationally. This Administration will continue to seek vigorously the liber-
alization of trade, industrial, agricultural, intellectual property, and investment
poldxcxegs overseas to cnable our producers to increase exports and foster U.S. growth
and jobs.

We must also address protectionist pressures at home. Advocates of import sur-
charges or other forms of protection frequently cite our large trade deficit as an ar-
gument for restricting imports. They argue tgat our trade deficit is a drag on do-
mestic economic growth. Yet, such an analysis is as wrong as its prescriptions. Pro-
tectionism simply benefits some industries at the expense of the rest of the econo-
my. Fewer imports are offset by fewer exports; but the trade balance is not im-
proved on more than a temporary basis. Protectionism drives up costs to consumers
and misallocates resources within the economy. It also sets in motion a trade war
psychology of retaliation and further market restrictions.

e best proof that free markets and free trade work is our own recent growth
rate compared to the slower growth of the economies of our trade partners. Qur
trade deficit has become large; but at the same time, 8 million jobs have been cre-
ated since 1980. Our robust growth over the last several years has stimulated
demand for both domestic and foreign products. We must recognize that we could
not have had our own vibrant growth without also creating a greater demand for
imports. The availability of imports has served our interest by giving Americans
i;reat?)xi choice and lower prices, and by helping to keep friendly nations economical-
y stable.

In contrast to the robust economic growth and rising demand in the United States
over the last several years, the growth of our trade partners has been generally
slower. The wide differential between our growth and that of our trading partners
has further contributed to our trade deficit (and our trade partners’ surpluses).
While our nation’s industrial production has grown by 19 percent since 1982, the
industrial output of our major developed country partners generally has grown
much less—by 17 percent in Canada, by 2.5 percent in France, by 8 percent in Ger-
many, by 9 percent in Great Britain, and by 1.4 percent in Italy. In contrast to the 8
million jobs created since 1980 in our country, there has been no net increase in
employment in Europe for more than 10 years. Greater private investment spending
in these and other countries would help close the gap between their growth and em-
ployment rates and ours. This, in turn, would help shrink our trade deficit by in-
creasing foreign demand for our products relative to our demand for their products.

The international debt problems of many developing nations have cut into their
ability to import from the United States. U.S. exports to highly-indebted developing
countries in some cases have been cut by half since 1981. As these debtor nations
adopt policies that shift their economies away from government-controlled to
market-oriented decision making, and as they regain the confidence of the interna-
tional business and banking community, their potential to grow will be restored and
U.S. exports will once more expand to them.

The Administration will encourage debt-burdened LDCs to reduce government im-
pediments to the functioning of markets in their economies, encourage production
through market incentives to their business firms and employees, and substitute
equity capital for debt by encouraging both domestic and foreign investment. These
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steps will enhance economic growth, thei'eby increasing debt service capabilities and
re-establishing U.S. export opportunities.

THE DOLLAR IN INTERNATIONAL MARKETS

Since 1978, the dollar has risen substantially in value relative to the values of the
currencies of our major industrial trading partners. Its rise has been fueled by an
increased demand for dollar-denomina assets worldwide, reflecting the strong

owth prospects and safety of investment in the U.S. economy. These capital flows

ave added to our productive resources and have helped to put a lid on inflation.

The increase in the dollar’s value, while enriching our economy, has also placed
additional impediments in the way of our exports and has acted to encourage im-
ports. The Administration is concerned about the effect of the dollar's rise in value
on our ability to compete internationally. Many U.S. producers have become less
competitive relative to their competitors overseas because of the dollar’s increase in
value over the past 7 years. There are, however, no quick fixes for this situation. We
should avoid attempting to limit the inflow of capital which seeks to take advantage
of, and contributes to, the positive prospects for our economic growth. The dollar's
strength, in part, reflects the relative strength of our economy.

An important contribution to moderating the dollar’s rise would occur if the poli-
cies of our trade partners succeeded in accelerating the growth of their economies.
This would importantly contribute to the growth of U.S. exports through both a
gradual strengthening of their currencies and the effect of their expanded incomes
on their purchase of U.S. products. The Administration is encouraging our trade

artners to adopt policies that will accelerate their economic growth, and will urge
nn Summit participants to act on their commitments to remove domestic rigidi-
ties and imbalances in their economies. We are not seeking old-fashioned “pump-
priming” increases in government spending or inflationary monetary policies, but
rather policy shifts such as expenditure and tax reductions, resource reallocation
and financial market liberalization which would permanently increase growth op-
portunties.

FEDERAL EXPENDITURE, TAX AND REGULATORY POLICIES

The Administration’s economic recover}x; program has provided incentives to
invest, increase productivity and diminish inflation from the dangerously high
levels reached in 1979 and 1980. The resulting reduction in interest rates, coupled
with lower marginal tax rates for individuals and businesses, have encouraged in-
vestment and yielded a strong recovery with lower inflation.

The expansion of plant and equipment investment since 1982 has been the most
rapid of any economic recovery in the twar period. Investments being made
today will result in long-term enhanced Boé competitiveness both in our overseas
and domestic markets.

It is important to our international competitiveness to maintain, under our tax
policies, the stimulus to saving and investment. The Administration has retained, as
part of its tax reform proposal, the elements of our tax code that are favorable to
individual and business saving and capital investment—including reduced individ-
ual and corporate tax rates, indexed depreciation of assets, and the tax credit provi-
sion for research and development expenditures. The President’s tax reform propos-
al is essential to strengthening the economy and making U.S. businesses more com-
petitive in international markets.

Another major Administration initiative—to reduce federal expenditures—is also
important to the improvement of our international competitiveness through a mod-
eration of the dollar’s value and the reduction of the claims that such expenditures

lace on the nation’s resour:.cs. Government spending, whether financed by taxes or

rrowinf, drains resources f-om the private sector, requiring the importation of
:’n?]ny billions of borrowed cupital funds and contributing to raising the value of the
ollar.

The high level of federal government expenditures also has other negative effects
on our nation’s international competitiveness. It has prevented interest rates from
being further reduced. Unless government expenditures are brought back in line
with historical levels, resources will be diverted from expanding investments in the

rivate sector. The American business community has repeatedly indicated that the

inancial cost of capital is a major problem for U.S. companies competing in world
markets. We must bring interest rates down further by reducing federal govern-
ment spending.

The Administration has made great efforts to persuade the Congress to reduce
federal expenditures substantially. Such reductions would not only benefit our do-
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mestic economy, but also substantially improve our international competitive stand-
ing. Interest rates could be further reduced, more resources would be released to
more productive uses in the private sector; and, very importantly, we would expect
to see a change in the level of the dollar that would benefit U.S. export and import-
competing industries. We must reccgnize, however, the possibility that a reduction
in the government budget deficit may not lead to a rapid and substantial decline in
the value of the dollar, particularly if domestic and foreign investors perceive such
an accomplishment as further increasing the attractiveness of U.S. assets. Neverthe-
less, tighter control over federal expenditures and greater public sector efficiency
would improve the performance of the economy and our international competitive-

ness.

The Administration is also committed to work to reduce the burden of federal reg-
ulations that unnecessarily hamper U.S. Economic growth, productivity and exports.
On the export side, the Administration sought and obtained legislation in the form
of the Export Trading Company Act of 1982, allowing banks to participate actively
ir. the formation of export trading companies to facilitate U.S. exports of goods and
services. The Administration will continually review the cperation of this Act, and
propose further modifications if there is a need to do so.

In the domestic regulatory area, introducing more competition into previously
regulated sectors will increase productivity and our international competitiveness.
The Administration will also consider trade implications when reviewing proposed
regulations and when developing further deregulation initiatives. We will examine
the use of the trade leverage created by its dercgulatory process to seek to open for-
eign markets, thereby minimizing the problem of free rides for foreign suppliers.

Increasingly, the international competitiveness of U.S. Industries depends upon
the E;otection of U.S.-generated intellectual property (patents, copyights and trade-
marks). The Administration will increase efforts to protect U.S.-generated intellec-
tual property; we will accelerate on-going work in this critically important area
with a view toward possible Administration legislative and administrative initia-
tives. In a related area, the Administration is implementing an important new pro-
gram aimed at increasing the rate of commercialization of new products and proc-
esses created by the federal government’s investment in research and development.
The Administration is vigorously implementing laws giving universities and small
businesses ownership of technology developed with Federal funds. .

The Administration is also reviewing, and will seek to amend where warranted,
anti-trust laws or regulations that impede our international competitiveness.

INTERNATIONAL FINANCIAL AND DEVELOPMENT POLICIES

The Administration is also actively supporting U.S. trade interests by pursuing
initiatives in the international financial and development policy area. At recent eco-
nomic summit and ministerial meetings, we have urged our foreign partners to
pursue economic growth-oriented policies. This would reduce the U.S. trade deficit
through increased demand for our exports, and would also provide additional export
opportunities for debt-ridden LDCs.

The Administration actively supports the efforts being ccordinated by the Interna-
tional Monetary Fund and World Bank to help strengthen the international finan-
cial system and promote economic development.

To this end, the United States is prepared to consider the possible value of hosting
a high-level meeting of the major industrial countries, to review the various issues
involved in transforming the findings of the Group of Ten into appropriate action.
Such a meeting could build on the G-10 studies by considering, in a cooperative
fashion, the policies and performance in the major industrial countries, and how
these can be improved to promote convergence toward noninflationary growth.

U.S. exports have suffered in recent years as a result of the external debt crisis
affecting a number of developing countries. Conditional IMF financing programs
can assist debtor countries in making a transition to sustainable growth. To this
end, it is important that the United States support IMF efforts to seek macro and
micro-economic policy reform as part of financial assistance packages negotiated
with debtor countries.

The Administration believes that reform of trade and investment policies should
be part of the policy reforms being negotiated by the IMF as part of conditional fi-
nancing programs. Reduced export subsidies and liberalized trade barriers will bene-
fit many developing countries’ efforts to improve economic efficiency and accelerate
economic growth. The Administration continues to press for these reforms in its rep-
resentation and voting in the IMF. Such efforts will contribute to a more open and
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healtl;ly international environment for U.S. and developing country trade and
growth.

In its relations with the World Bank, the Administration has been pressing for
expanding the role of the private sector in promoting long/term economic growth in
developing countries. Administration support was instrumental in creating a $200
gill{(on private seclor program affiliated with the Inter-American Development

ank.

The Administration believes that less government intervention in the economies
of developing countries and fewer restrictions on domestic and foreign investment
will greatly assist rapid development and growth of world trade. A liberalization of
developing country restrictions on foreign investment can promote competition and
reduce the inefficiency created by protected domestic monopolies, at the same time
providing funds and productive capabilities to meet these countries’ debt service re-
quirements. The Administration supports the implementation of the Multilateral In-
vestment Guarantee Agency recently negotiated in World Bank meetings, in order
to help promote the international flow of investment. The Administration also en--
courages developing countries to stimulate investment by negotating agreements to
protect and give national treatment to foreign investment, and by increasing the
level of protection given to intellectual property. - T

The Administration will continue to press the World Bank to assist in promoting
market-oriented development policies. Price controls and subsidies often distort both
development and trade and lead to wasteful uses of World Bank funds and the de-
velopment of industries whose survival in the international marketplace depends
upon continuing government aids. Such policies can also inflict damage on U.S. in-
dustries which are in competition with government-assisted foreign companies. We
have supported a number of loans by the multilateral development banks in support
of market and trade reforms in developing countries.

TRADE POLICY: ENSURING BETTER ACCESS AND FAIRER TRADE

U.S. trade policy must be based on a realistic appraisal of the competitive position
of the United States in the world economy. Clearly, our nation remains strong and
vibrant, the economic leader of the free world with a political leadership role based
on that strength. To carry out this role we must continue to devote our efforts in
creating conditions of open and expanding international trade that will contribute
to global prosperity.

The Administration reaffirms its basic trade policy position-as-enunciated in its
July 8, 1981 statement. In accordance with that position, the Administration will
continue to pursue more open access to markets abroad for U.S. exports and fairer
conditions of trade, while opposing policies at home and abroad that are protection-
ist. We seek substantial trade liberalization from our major developed.and ad-
vanced-developing country trade partners that will open more markets to U.S. prod-
ucts. The United States will take the initiatives necessary to achieve more equitable
access in a number of foreign markets, particularly in Japan and major developing
countries.

Our trade policy must combine concerted efforts with our trading partners to
attain more open conditions in the world trading community over the long run with
a willingness to take short-run steps, as necessary, to ensure fair competitive condi-
tions for U.S. business firms.

Other nations must understand that the political support in the United States for
maintaining and building a more open trading system will be impossible to main-
tain if progress in achieving more open and fair trade abroad is not made soon. The
United States will always approach international trade issues in a determined, but
non-confrontational, way. But, if necessary, we will take action to achieve more
open foreign markets and defend ourselves against unfair foreign trade practices.

The Administration will step up the use of the authority given to it by Congress
to address foreign unfair trade practices which distort U.S. trade and investment,
and it will vigorously pursue U.S. trade interests and rights under U.S. laws and the
GATT, and will see that other countries live up to their trade agreement obligations
with the United States.

Further, we will continue to vigorously enforce U.S. laws aimed at countering for-
eign dumping and subsidy practices. S

Competition in international trade should involve business firms, not government
treasuries. The diligent negotiation of improved international rules on export subsi-
dies, is a high-priority endeavor of this Administration. Where such rules are
absent, inadequate, of unsatisfactory in their implementation the United States will
vigorously defend its exporters against the subsidy programs of other nations.
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The Administration will accelerate its efforts to address the problem of foreign
governments’ financial assistance to exports, particularly where mixed credits are
involved, while pressing for international agreement to eliminate subsidized export
financing. Socalled ‘“‘mixed credits” arises when governments combine export cred-
its with financial assistance grants of funds in order to lower the cost of credit on
their export sales. Mixed credits are a significant and growing subsidies problem in
the world trading system. The Export-Import Bank will begin an aggressive, target-
ed mixed-credit lending policy. At the same time, the Administration will seek a
i$300 million appropriation for grants to support up to $t billion in mixed-credit
oans.

In the last two years, the Administration has successfully reached agreements to
limit interest subsidies in export sales of large aircraft and nuclear power plants.
These precedents in international cooperation must be extended to the mixed-credit
problem as well.

The Administration will be receptive to petitions from U.S. firms and individuals
that present valid companies about foreign unfair trade practices. The President re-
cently announced that five cases would be initiated or accelerated under Section 301
of the Trade Act of 1974 to address unfair trade practices abroad. This is the first
time that any President has taken this important step. The Administration will also
take tactical measures aimed at eliminating unfair foreign trade practices and open-
ing foreign markets, if efforts fail to resolve such issues through consultations. The
denial or limitation of access to the U.S. market may be a necessary measure in this
process.

The Administration supports the market-opening objectives of equitable access
legislation but will oppose legislation that would require the President to close U.S.
markets on the basis of sectoral reciprocity. The proper approach is to give the Ad-
ministration authority to negotiate foreign barrier reductions. Further, the Admin-
istration will follow up on its report to the Congrees on the subject of foreign indus-
trial targeting bﬁ continuing to examine the potential problems created by foreign
targeting and, where appropriate, possible remedies.

~ We will seek the removal of foreign barriers and distortions to U.S. trade in serv-
ices and high technology industries (areas in which we have a significant worldwide
competitive advantage) and to U.S. direct investment abroad. An important new
trade priority will be to reduce and eliminate barriers to and distortions in U.S.
trade arising from inadequate foreign protection of U.S.-generated intellectual prop-
erty—patents, copyrights and trademarks.

In the agricultural trade area, the Administration will continue to counter foreign
export subsidies which endanger our traditional overseas markets. The Administra-
tion will continue to explore possible uses of its export Payments-In-Kind (PIK) pro-
gram to encourage our trade partners, particularly in Europe, to commit themselves
to the elimination of agricultural export subsidies.

OCCASIONAL TEMPORARY SAFEGUARDS AND NATIONAL SECURITY

Free and fair trade is in the best interest of the citizens of the United States.
Open trade produces more jobs, a more productive use of our nation’s resources,
more rapid innovation, and a higher standard of living. It also advances our nation-
al security int-ests by stengthening the economic and political systems of friendly
nations. Protectionism, in the form of tariff surcharges or quotas, would be costly
and contrary to our national economic and security interests.

It is, nevertheless, recognized internationally that nations may occasionally find it
necessary to temporarily safeguard industries from serious harm caused primarily
by a surge in imports. Occasional U.S. safeguard actions, taking accordance with
our trade laws, are consistent with our international obligations. They must, howev-
er, reflect the nation’s overall economic or security interests. Relief must be deter-
mined to be in the national economic interest; it must also be temporary, decline
over the period of relief, and offer the prospect of adjustment on the part of the U.S.
industry so that it will be competitive after the relief is terminated.

Instead of protection, the Administration will examine ways to promote worker
retraining. The Administration will review existing worker assistance programs in
order to assure that they promote an effective human adjustment policy which con-
tributes to the maximum capacity for change, mobility, and increased productivity.
This review will include an assessment of: (a) training and retraining programs—
sponsored by government, labor and business—on a comprehensive and continuing
basis; and (b) employment service, job bank, training, and relocation support for dis-
-placed workers in order to minimize human cost and the loss of valuable skills.
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The Administration reserves the right to respond to economic conditions interna-
tionally and to levels of import penetration that threaten domestic industries essen-
tial to our long-term national security. Furthermore, the Administration will vigor-
ously enforce our export control laws in the interest of our own national security.
At the same time, the Administration recognizes the reality of foreign availability
and the importance of our reputation as a reliable supplier. We are also aware that
future technical advances by U.S. industry depend on maintaining the widest i-
?le access to foreign markets and on fostering the widest exchange of scientific in-
ormation.

INTERNATIONAL NEGOTIATIONS TO IMPROVE ACCESS AND ACHIEVE FAIRER TRADE

There is a great need to strengthen the international trading system through the
cooperative efforts of the United States and its trade partners, in order to obtain
better access and fairer conditions of international trade. There is a compelling need
for overhaul of the General Agreement on Tariffs and Trade (GATT), which has pro-
vided the international legal framework for international trade over the past 40
years. The GATT’s effectiveness has waned in recent years, primarily because its
machinery and rules have not been adapted to current needs of the international
trading community.

The GATT must be strenghened in the following areas: dispute settlement; disci-
pline over import restraints (whether in the form of safeguards, and infant indust
or balance of payments restrictions); and rules on the use of export subsidies. GA’H:
negotiations must also achieve a vastly improved environment for the conduct of
trade in agricultural products. Negotiations are needed to improve the non-tariff
barrier codes which were initially developed in the Tokyo round. And the GATT
must examine issues and extend its domain in areas which are increasingly impor-
tant to international trade, including the protection of intellectual property, trade
in services, and trade-distorting investment practices.

The United States has urged its trade partners to enter into a new multilateral
negotiating round soon to deal with these issues in the GATT. Such a round would
send a positive signal that GATT members reaffirm their belief in an open trading
system and in the GATT as an institution capable of adapting itself to changing
conditions. These negotiations should begin in early 1986.

While our highest dpriority remains the improvement of the world trading system
through a new round of multilateral trade negotiations, the United States is inter-
ested in the possibility of achieving further liberalization of trade and investment
through the negotiation of bilateral free-trade arrangements such as the one recent-
ly concluded with Israel. We believe that, at times, such agreements could comple-
ment our multilateral efforts and facilitate a higher degree of liberalization, mutu-
ally beneficial to both parties, than would be possible within the multilateral con-

text.

The United States will give careful consideration to any serious proposal to enter
into the negotiation of such agreements. The paramount factor in evaluating such
proposals will be their economic value to the United States; we will not pursue any
agreement which is not clearly in our economic and commercial interest. Finally,
the prospects for significant progress in a new round of multilateral trade negotia-
tions will also influence our deliberations on such bilateral initiatives.

The Administration will consult closely with Congress and with representatives of
the private sector before entering into formal negotiations aimed at reaching any
bilateral free-trade arran%}ements and it will also notify Congress of its intentions in
accordance with existing U.S. law.

In addition to ible bilateral free-trade arrangements, the United States will
undertake other bilateral efforts to improve access for U.S. trade and investment.
These bilateral efforts could address specific or sectoral trade issues. Recently, the
United States entered into sector-specific discussions with the government of Japan
to improve access for U.S. producers of telecommunications equipment, medical and
pharmaceutical products, electronics goods and forestry products. New sectors will
be added that ofter the promise of expanded U.S. exports.

The Administration also entered into discussions with the Japanese government
to seek more open financial markets in Japan and a role for the yen which more
closely reflects Japan’s increasing economic importance in the world economy. We
will be following-up on the implementation of commitments made by Japan in this

area. :

Other bilateral initiatives include market-opening discussions with advanced de-
veloping countries (for example, Taiwan and Korea) and initiatives to negotiate bi-
lateral investment treaties with developing countries. Such treaties provide nondis-
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criminatory treatment, protection against expropriation, the right of free transfer of
funds, the arbitration of investment disputes and the coverage of intellectual prop-
erty of U.S. investors.

SUMMARY OF THE ADMINISTRATION'’S TRADE POLICY

At this time of major challenge to the future of U.S. and world trade, the Admin-
istration will carry out an active program to address the key elements of its trade
strategy—maintenance of a strong and growing domestic and international economy
and more open and fair conditions for U.S. trade. In summary the Administration
will do the following:

DOMESTIC AND INTERNATIONAL ECONOMIC POLICIES

1. The Administration will, for the benefit of our international trade as well as
our overall domestic economy, vigorously seek to bring federal spending under con-
trol. The Congress and public must clearly recognize the adverse impact of excessive
government spending and budget deficits on the dollar’s value and U.S. trade. As
Congress wishes to contribute to reducing the trade deficit, it should focus its ener-
gies on cutting excessive spending and budget deficits rather than supporting pro-
tectionist legislation.

2. The Administration will, continue to press for the adoption of the President’s
tax reform proposal, which is essential to strengthening our economy and making
U.S. businesses more competitive in international markets.

3. The Administration will review, and will seek to amend if warranted, our do-
mestic anti-trust laws or regulations to the extent that they impede our internation-
al competitiveness.

4. The Administration will consider trade implications when reviewing proposed
regulations and when developing further deregulation initiatives. The Administra-
tion will use the leverage created by its deregulatory process to sei:k to open foreign
markets, thereby minimizing the problem of free rides for foreign suppliers.

5. The Administration will increase efforts to protect intellectual property rights
(patents, copyrighjts, trademarks); we will accelerate work in this area with a view
toward possigle Administration legislative and administrative initiatives.

6. The U.S. will encourage our trading partners to adopt policies that will acceler-
ate their economic growth, thereby expanding our export opportunities. Specifically
we will urge Bonn Summit participants to act on their commitments to remove rigi-
dities and imbalances in their economies. The U.S. will also continue to use discus-
sions in the IMF and OECD to pursue this strate%y.

7. The Administration will encourage debtburdened LDCs to reduce government
impediments to the functioning of markets in their economies, encourage production
through market incentives to their business firms and employees, and substitute
equit%" capital for debt by encouraging both domestic and foreign investment.

8. The 1984 yen-dollar efforts toward liberalizing Japan’s financial markets and
internationalizing the yen will continue.

FREE AND FAIR TRADE POLICIES

9. Because the the Administration depends upon both exports and imports for its
prosperity and because protectionism is costly and counterproductive, the Adminis-
tration’s goal will be to work toward a more free and fair trading system.

10. The United States will vigorously pursue its rights and interests in interna-
tional commerce under U.S. law and the GATT, and will see that other countries
live up to their obligations and trade agreements with the United States.-

11. The Administration will continue vigorous enforcement of U.S. antidumping
and countervailing duty laws.

12. In the past, the United States has initiated Section 301 unfair trade investiga-
tions only in response to formal petitions for action from U.S. industries. The Ad-
ministration will, as appropriate, also self-initiate such cases to address foreign
unfair trade practices.

13. Where export subsidy rules are absent, inadequate, or unsatisfactory in their
implementation, the U.S. will vigorously defend its exporters against the subsidy
progress of other nations. Also, the Export-Import Bank will begin an aggressive
tar%eted mixed-credit lending policy. At the same time, the Administration will seek
f. $300 million appropriation for grants to support up to $1 billion in mixed-credit

oans.

14. The Administration will take tactical measures aimed at eliminating unfair
foreign trade practices and opening foreign markets, if efforts to resolve such issues
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through consultations fail. The denial or limitation of access to the U.S. market
may be a necessary measure in this process.

15. The Administration will support the market-opening objectives of equitable
access legislation; but it will oppose legislation that would require the President to
close U.S. markets on the basis of sectoral reciprocity. The proper approach is to
grant the Administration authority to negotiate foreign barrier reductions.

16. The United States will continue market-oriented sector selective (MOSS) dis-
cussions with Japan. However, time limits will be placed on existing sector discus-
sions, at the end of which specific commitments will be evaluated and follow-up pro-
cedures begun. New sectors will be added that offer the promise of expanded 6.8.
exports.

17. The Adininistration will follow up on its reports to the Congress on the subject
of foreign industrial targeting b{l continuing to examine the potential problems cre-
ated by foreign targeting and, where appropriate, possible remedies:

U.S. EXPORT PROMOTION POLICIES

18. The United States will seek to reduce our nation’s trade deficit through in-
creasing exports instead of restricting imports.

19. The Administration will work with private sector advisory groups (e.g., the
President’s Export Council) to improve export promotion and to help U.S. companies
exgand their global marketing efforts. .

0. The Administration will evaluate Federal export promotion activities during
the fall budget review, and alter these activities as necessary to improve their effec-
tiveness.

21. The Administration will again seek legislation to remove the export disincen-
tives in the Foreign Corrupt Practices Act.

MULTILATERAL AND BILATERAL TRADE NEGOTIATIONS FOR U.S. EXPORTS AND FAIR TRADE

22. There is a great need for a more comprehensive disciplined -and effective
system of world trade rules. The Administration-will maintain efforts to launch a
new GATT trade round.

23. The Administration will examine possible bilateral and plurilateral negotiat-
ing opportunities, both to improve market access and enhance fairness and promote
wider interest in the multilateral negotiating process.

SAFEGUARDS AND NATIONAL SECURITY POLICIES

24. The Administration is commijtted to market-based solutions to trade problems,
at home and abroad; but occasional exceptions may be necessary.

25. Import relief, when undertaken, will be transparent, temporary, time-specific,
and will decline over the period of relief, and lead to international competitiveness.

26. The Administration will review existing worker assistance programs in order
to assure that they promote an effective human adjustment policy.

27. The Administration reserves the right to respond to economic conditions inter-
nationally and to levels of import penetration that threaten domestic industries es-
sential to our long-term national security.

28. The Administration will vigorously enforce our export control laws in the in-
terest of our own national security. At the same time, the Administration recognizes
the rlr;ality of foreign availability and the importance of our reputation as a reliable
supplier.

THE PRESIDENT’S TRADE PoLicy AcTiON PLAN

Fact Sheet

The President’s trade policy is based on five principles:

1. Free trade and fair trade are in the best interest of the citizens of the United
States. Free trade produces more jobs, & more productive use of our nation’s re-
sources, more rapid innovation, ami a higher standard of living. Free trade also ad-
vances our national security interests by strengthening the economic and political
systems of our allies. Fair trade based upon mutually acceptable rules is necessary
for support of free trade.

2. The United States plays the critical role in ensuring and promoting an open
trading system. If the United States falters in its defense and promotion of the free
woi'lltli)\;ide trading system, the system will collapse, adversely affecting our national
well-being.

57-470 O - 86 - 2
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3. The United States’ role does not absolve our trading partners of a major obliga-
tion to support a more open trading system. This obligation includes: dismantling
trade barriers, eliminating subsidies and other forms of unfair trade practices, and
entering into trade liberalization negotiations in the GATT.

4. The interrational trading system is based upon cooperation. Since World War
I, we have made significant progress in moving toward an open worldwide trading
system. Protectionism threatens to undermine the system. Our trading partners
must join us in working to improve the system of trade that has contributed to eco-
nomic growth and security of ourselves and our allies.

5. America has never been afraid to compete. When trade follows the rules, and
there is an equal opportunity to compete, American business is as competitive as
any. This is fair trade and we will not impair it. When these conditions do not exist,
it is unfair trade, and we will fight it.

The President has taken a number of actions to translate these principles into

policy.
MAKING FREE TRADE FAIR TRADE

The President will vigorously pursue U.S. rights and interests in international
commerce under U.S. law and the GATT, and will see that other countries live up
to their obligations and trade agreements with the U.S. More specifically:

1. The President will attack foreign unfair trade practices. The President has di-
rected the United States Trade Representative to initiate or accelerate unfair trade
practices proceedings, the first time done so by a President of the United States.
Ot};er actions, when appropriate, will be taken. Proceedings accelerated or initiated
so far are:

Japanese leather and leather footwear import restrictions;

European Communitf' canned fruit subsidies;

Korean insurance policy barriers;

Brazil's import restrictions on micro-electronics products; and

Japanese tobacco restrictions.

2. To discourage our trading partners from seeking unfair advantage by using
predatory credits to subsidize their exports, the President will propose that Congress
approve a fund of $300 million in grants which would support up to $1 billion in
tied-aid credits to maintain U.S. markets in the face of this practice.

3. The President has directed the United States Trade Representative to initiate
and accelerate both bilateral and multilateral negotiations with countries where the
counterfeiting or piracy of U.S. goods has occurred. The Administration will in-
crease efforts to protect intellectual property rights (patients, copyrights, trade-
marks), with a view toward possible legislative or administrative initiatives.

4. The President has directed that a strike force be established among the rele-
vant agencies of the Federal Government, with the task of identifyins unfair forei,
trade practices and executing the actions necessary to counter and eliminate the
unfair practices.

5. The President has directed the Secretary of State to scek time limits cn the
current discussions with Japan designed to open access to specific Japanese mar-
kets, at the end of which specific commitments will be evaluated and follow-:é) Bro-
cedures begun. New sectors will be added that offer the promise of expand S.
exports.

PROMOTING FREE TRADE AND EXPORTS

The United States is a great trading nation. The health of our economy depends
on both exports and imports. The President’s goal is to preserve as free and open a
tradi’?g si,stem as possible. A free and open system will be a fair system.

1. The President seeks to engage our trading partners in multilateral negotiations
in the GATT to achieve freer trade, increase access for U.S. exports, provide more
effective dispute resolution, and strengthen the fabric of the international trading
system.

The President wants to use the multilateral negotiating process to eliminate
unfair trade practices and improve access for U.S. exports, particularly agriculture
and high technology, and address newer forms of international trade problems, in-
cluding interlectual property protection, services trade, and investment issues.

2. The President will also explore possible bilateral and regional trade agreements
that would promote more open trade and serve U.S. economic interests.

3. The President has directed the Secretary of Commerce and the Economic Policy
Council, in conjunction with the President’s Export Council, to review current
export promotion activities with a view toward strengthening them and increasing
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private sector involvement. The Commerce Department will also work with state
governments interested in expanding their export promoting activities.

4. To better assist workers in adjusting to the dynamics of the world trading
system, the President has directed the Secretary of Labor and the Economic Policy
Council to review existing worker assistance programs to assure that they promote
an effective policy that contributes to maximum capacity for change, mobility, and
increased productivity.

IMPROVING THE WORLD AND DOMESTIC ECONOMIC ENVIRONMENTS

The trade deficit has grown because economic difficulties abroad have persisted
while the U.S. has been more successful in utilizing our economic opportunities.
Better balance in world economic performance must be achieved.

1. To do our share in achieving the needed balance in the world economy and low-
ering the value of the dollar, the United States must reduce excessive government
spending. The President will hold Congress to no more than the spending levels es-
tablished in the Senate budget resolution.*

2. The President will press for his tax reform proposal, which is essential to
strengthening the economy and making U.S. businesses more competitive in inter-
national markets.

3. The President has directed the Economic and Domestic Policy Councils to
review, and if warranted, seek to amend antitrust laws that impede our internation-
al competitiveness. The President will also use the trade leverage created by domes-
tic deregulation to seek to open foreign markets.

4. The President authorized the Secretary of the Treasury to join his counterparts
from other major industrial countries yesterday to announce measures to promote
stronger and more balanced growth in our economies and the strengthening of for-
eign currencies. This will provide better markets for U.S. producers and improve
America's competitive position.

5. The United States is prepared to consider the value of hosting a high-level
meeting of the major industrial countries to review, implement and build upon the
Group of Ten monetary studies by considering in a cooperative fashion, the policies
and performance of the major industrial countries, and how these can be improved
to promote convergence toward non-inflationary growth.

6. The Président has also directed the Secretary of the Treasury to use the inter-
national financial institutions to encourage debt-burdened LDCs to reduce govern-
ment impediments to the functioning of markets, encourage private sector produc-
tion, and substitute equity capital for debt by encouraging both domestic and for-
eign investment.

LEGISLATION WHICH WOULD REFLECT THE PRESIDENT’S PRINCIPLES AND POLICIES WOULD
ENCLUDE

1. Trade negotiating authority

Authority to support trade negotiating initiatives including:

A new round of negotiations;

Elimination of non-tariff barriers (current authority expires January 3, 1988);

Tariff reductions; and

Compensation to other countries when the U.S. increases tariffs (through Congres-
sional action or customs reclassification) to avoid unilateral foreign retaliation
against U.S. exports.

2. Intellectual property rights

Further protection of intellectual property rights (patents, copyrights or trade-
marks), including:

Protecting against trade is articles that infringe U.S. process patents;

Extending the patent term for agricultural chemicals to match that for pharma-
ceutical inventions;

Eliminating the requirement in Section 337 of injury to as efficiently and eco-
nomically operated U.S. industry as a procondition for a relief where the Interna-
tional Trade Commission found a patent, trademark or copyright infringement;

More liberal licensing of technology under the antitrust laws;

Better protecting “firmware through amendments to U.S. copyright law; and

*Addendum: The President will hold Congress to the House/Senate Budget Resolution.
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Eliminating Freedom of Information Act abuses by giving affected companies
notice and an opportunity to oppose release of their business confidential informa-
tion.

8. Export promotion

Promote U.S. exports through:

Submitting legislation authorizing and appropriating approximately $300 million
in grant funds to enable the Administration to offer $1 billion in mixed credit loans
to targeted buyers. This program is designed to enable U.S. exports to compete effec-
tively in third-country markets until we can eliminate predatory mixed credit com-
petition through negotiations;

Clarifying the accounting provisions and liabilities at foreign agents under the
Foreign Corrupt Practices Act of 1977 to reduce disinrentives to export;

Allowing U.S. companies to export new drugs and biologicals not yeat approved
by the Food and Drug Administrator to countries where they can be sold lawfully.

4. Existing trade laws

Strengthen the antidumping and countervailing duty laws with a predictable pric-
ing test for non-market economies, place deadlines on Section 301 dispute settle-
ment, and establish section 201 fast track procedure for perishable items.

ANNOUNCEMENT OF THE MINISTERS OF FINANCE AND CENTRAL BANK GOVERNORS OF
FRANCE, GERMANY, JAPAN, THE UNITED KINGDOM, AND THE UNITED STATES

1. Ministers of Finance and Central Bank Governors of France, the Federal Re-
public of Germany, Japan, the United Kingdom, and the United States met today,
September 22, 1985, in the context of their agreement to conduct mutual surveil-
lance and as part of their preparations for wider international discussions at the
forthcoming meetings to Seoul, Korea. They reviewed economic developments and
policies in each of their countries and assessed their implications for economic pros-
pects, external balances, and exchange rates.

2. At the Bonn Economic Summit in May 1985 the Heads of State or Government
of seven major industrial countries and the President of the Commission of the Eu-
ropean Communities issued an Economic Declaration Toward Sustained Growth and
Higher Employment. In that Declaration the participants agreed that: “The best
contribution we can make to a lasting new prosperity in which all nations can share
is unremittingly to pursue, individually in our own countries and cooperatively to-
gether, policies conductive to sustained growth and higher employment.”

3. The Ministers and Governors were of the view that significant progress has
been made in their efforts to promote a convergence of favorable economic perform-
ance among their countries on a path of steady noninflationary growth. Further-
more, they concluded that their countries are restoring the vitality and responsive-
ness of their economies. As a result of these developments, they are confident that a
firm basis has been establish for a sustained, more balanced exransion among their
countries. This sustained growth will benefit other industrial countries and will
help ensure expanding export markets for developing countries, thereby contribut-
ing importantly to the resolution of problems of heavily indebted developing coun-
tries.

4. They believe that this convergence of favorable economic performance has been
influenced increasingly by policy initiatives undertaken by their countries. More-
over, each of their countries is committed to the implementation of further policy
measures which will reinforce favorable convergence and strengthen the sustain-
ability of the current expansion.

5. gﬁnisters and Governors were of the view that recent shifts in fundamental
economic conditions among their countries, together with policy commitments for
the future, have not been reflected fully in exchange markets.

RECENT ECONOMIC DEVELOPMENTS AND POLICY CHANGES

6. Ministers and Governors expect that real growth in aggregate for their coun-
tries will be about 3 percent this year, compared to negative growth of —0.7 percent
in 1982. Although this figure is down slightly from 1984, growth will be more bal-
anced than at any time in the last four years. After the particularly rapid U.S.
growth of 1983-84, there is now increased evidence of internal growth in the other
countries. In particular, private investment has picked up strength. The current ex-

ansion is occurring in a context of fiscal consolidation; it is not dependent on short-
ived fiscal stimulus. As a result of the changes in the components of growth, real
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grtgswth in their countries can be expected to remain strong as U.S. growth moder-
ates. .

7. The current sustained expansion is occurring within a framework of declining
inflation, a phenomenon that is unprecedented in the past three decades. Inflation
rates are at their lowest in nearly 20 years, and they show no signs of reviving.

8. There has been a significant fall in interest rates in recent years. Apart from
welcome domestic effects, this has been particularly helpful in easing the burden of
debt repayments for developing countries.

9. This successful performance is the direct result of the importance given to mac-
roeconomic policies which have reduced inflation and inflationary expectations, to
continued vigilance over government spending, to greater emphasis on market
forces and competition, and to prudent monetary policies. -

10. These positive economic developments notwithstanding, there are large imbal-
ances in external positions which pose potential problems, and which reflect a wide
range of factors. Among these are: the deterioration in its external position which
the U.S. experienced from its period of very rapid relative growth; the particularly
large impact on the U.S. current account of the economic difficulties and the adjust-
ment efforts of some major developing countries; the difficulty of trade access in
some markets; and the appreciation of the U.S. dollar. The interaction of these fac-
tors—relative growth rates, the debt problems of developing countries, and ex-
change rate developments—has contributed to large, potentially destabilizing exter-
nal imblances among major industrial countries. In particular, the United States
has a large and growing current account deficit, and Japan, and to a lesser extent
Germany, large and growing current account surpluses.

11. The U.S. current account deficit, together with other factors, is now contribut-
ing to protectionist pressures which, if not resisted, could lead to mutually destruc-
tive retaliation with verious dmage to the world economy; world trade would shrink,
real growth rates could even turn nagative, unemployment would rise still higher,
and debt-burdened developing countries would be unable to secure the export earn-
ings they vitally need.

POLICY INTENTIONS

12, The Finance Ministers and Governors affirmed that each of their countries re-
mains firmly committed to its international responsibilities and obligations as lead-
ing industrial nations. They also share special responsibilities to ensure the mutual
consistency of their individual policies. The Ministers agreed that establishing more
widely strong, noninflationary domestic growth and open markets will be a key
factor in ensuring that the current expansion continues in a more balanced fashion,
and they committed themselves to policies toward that end. In countries where the
budget deficit is too high, further measures to reduce the deficit substantially are
urgeng( required.

13. Ministers and Governors agreed that it was essential that protectionist pres-
sures be resisted.

14. Ministers recognized the importance of providing access to their markets for
LDC exports as those countries continue their essential adjustment efforts, and saw
this as an important additional reason to avoid protectionist policies. They wel-
comed the GA;i‘?T preparatory meeting scheduled for late September and expressed
their hope that it will reach a broad consensus on subject matter and modalities for
a new GATT round.

15. In this context, they recalled and reaffirmed the statement in the Bonn Eco-
nomic Declaration on the debt situation.

Sustained growth in world trade, lower interest rates, open markets and contin-
ued financing in amounts and on terms appropriate to each individual case are es-
sential to enable developing countries to achieve sound growth and overcome their
economic and financial difficulties.

16. The Ministers agreed that they would monitor progress in achieving a sus-
tained noninflationary expansion and intensify their individual and cooperative ef-
forts to accomplish this objective. To that end, they affirmed the statements of
policy intentions by each of their countries. which are attached.

CONCLUSIONS

17. The Ministers of Finance and Central Bank Governors agreed that recent eco-
nomic developments and policy changes, when combined with the specific policy in-
tentions described in the attached statements, provide a sound basis for continued
and a more balanced ex¥ansi0n with low inflation. They agreed on the importance
of these improvements for redressing the large and growing external imbalances

A\
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that have developed. In that connection, they noted thet further market-opening
measures will be important to resisting protectionism.

18. The Ministers and Governors agreed that exchange rates should play a role in
adjusting external inbalances. In order to do this, exchange rates should better re-
flect fundamental economic conditions than has been the case. They believe that
agreed policy actions must be implemented and reinforced to improve the funda-
mentals further, and that in view of the present and prospective changes in funda-
mentals, some further orderly appreciation of the main non-dollar currencies
against the dollar is desirable. They stand ready to cooperate more closely to en-
courage this when to do so would be helpful.

The French Government intends to pursue its policy aimed at reducing inflation,
moderating income growth, and achieving continued improvements in external ac-
counts. It will further intensify its efforts to speed up structural adjustment and
modernization and thus lay the basis for job creating growth,

Therefore, it is determined:

1. To pursue vigorously disinflation.

2. To secure the attainment of monetary aggregates growth targets, consistent
with decelerating inflation.

3. To curb public expenditures progressively so as to lower the tax burden while
reducing the government borrowing requirement.

4. To foster the investment recovery allowed for by the improved financial situa-
tion in the business sector.

5. To take further steps toward liberalization and modernization of financial mar-
kets, to increase competition in the financial sector so as to reduce financial inter-
mediation costs and give a greater role to interest rates in monetary control.

6. To foster job creation through the implementation of an innovative and active
policy in the field of education and training and by promoting constructive discus-
sions between social partners on work organization.

7. To resist protectionism.

The Government of the Federal Republic of Germany, noting that the German
economy is already embarked on a course of steady economic recovery based in-
creasingly on internally generated growth, will continue to implement policies to
sustain and extend the progress achieved in strengthening the underlying condi-
tions for continuing, vigorous, job-creating growth in the context of stable prices and
low interest rates.

In particular, the Government of the Federal Republic of Germany will imple-
ment policies with the following explicit intentions.

1. The priority objective of fiscal policy is to encourage private initiative and pro-
ductive investments and maintain price stability.

2. Toward this end, the Federal Government will continue to reduce progressively
the share of the public sector in the economy through maintaining firm expenditure
control. The tax cuts due to take effect in 1986 and 1988 form part of the ongoing
process of tax reform and reduction which the Federal Government will continue in
a medium-term framework.

3. The Federal Government will continue to remove rigidities inhibiting the effi-
cient functioning of markets. It will keep under review policies, regulations, and
practices affecting labor markets in order to enhance the positive impact of econom-
ic growth on employment. The Federal Government and the Deutshe Bundesbank
will provide the framework for the continuing evolution of deep, efficient money
and capital markets.

4. The fiscal policy of the Federal Government and the monetary policy of the
Deutsche Bundesbank will continue to ensure a stable environment conducive to the
expansion of domestic demand on a durable basis.

5. The Federal Government will continue to resist protectionism.

The Government of Japan, noting that the Japanese economy is in an autonomous
expansion phase mainly suppo by domestic private demand increase, will con-
tinue to institute policies intended to ensure sustainable noninflationary growth;
provide full access to domestic markets for foreign goods, and internationalize the
yen and liberalize domestic capital markets.

In particular, the Government of Japan will implement policies with the following
explict intentions.

1. Resistance of protectionsim and steady implementation of the Action Program
announced on July 30 for the further opening up of Japan’s domestic market to for-
eign %oods and services.

2. Full utilization of private sector vitality through the implementation of vigor-
ous deregulation measures.

3. Flexible management of monetary policy with due attention to the yen rate.
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4. Intensified implemention of financial market liberalization and international-
ization of the yen, so that the yen fully reflects the underlying strength of the Japa-
nese economy.

5. Fiscal policy will continue to focus on the twin goals of reducing the central
a}wernment deficit and providing a re-growth environment for the private sector.

ithin that framework, local governments may be favorably allowed to make addi-
tional investments in the FY 1985, taking into account the individual circumstances
of the region.

6. Efforts to stimulate domestic demand will focus on increasing private consump-

—t—ionkand investment through measures to enlarge consumer and mortgage credit
markets.

The United Kingdom Government, noting that the British economy has been expe-
riencing steady growth of output and domestic demand over the past four years, will
continue to pursue policies designed to reduce inflation, to promote sustained
growth of output and employment; to reduce the size of the public sector; to encour-

e a more competitive, innovative, market orientated private sector; to reduce reg-
ulation and increase incentives throughout the economy; and to maintain open trad-
ing and capital markets free of foreign exchange controls.

In particular, the United Kingdom Government intends:

1. To operate monetary policy to achieve further progress towards price stability
and to provide a financial environment for growing output and employment; and to
buttress monetary policy with a prudent fiscal policy.

2. To continue to reduce public expenditure as a share of GDP and to transfer
further substantial parts of ?ublic sector industry to private ownership.

3. To reduce the burden of taxation in order to improve incentives and to increase
the efficient use of resources in the economy.

4. To take additional measures to improve the effective working of the labour
market, including the reform of Wages Counciles and improvements in youth train-
ing; and implement proposals to liberalize and strengthen competition within finan-
cial markets.

5. To resist protectionism.

The United States Government is firmly committed to policies designed to: ensure
steady noninflationary growth; maximize the role of markets and private sector par-
ticipation in the economy; reduce the size and role of the government sector; and
maintain open markets.

In order to achieve these objectives, the United States Govenrment will:

1. Continue efforts to reduce government expenditures as a share of GNP in order
to reduce the fiscal deficit and to free up resources for the private sector.

2. Implement fully the deficit reduction package for fiscal year 1986. This package
passed gy Congress and approved by the %resi ent will not only reduce by over 1

percent of GNP the budget deficit for FY 1986, but lay the basis for further signifi-
cant reductions in the deficit in subsequent years.

3. Implement revenue-neutral tax reform which will encourage savings, create
new work incentives, and increase the efficiency of the economy, thereby fostering
noninflationary growth.

4. Conduct monetary policy to provide a financial environment conducive to sus-
tainable growth and continued progress toward price stability.

5. Resist protectionist measures.

The CHAIRMAN. Mr. Ambassador, thank you. We will question
you on a first-come, first-served hasis; and the order I have is Sena-
tors Baucus, Moynihan, Packwood, Wallop, Chafee, and Long, and
now Grassley.

Senator Baucus. Thank you very much, Clayton. I wonder if we
could talk a little about the new GATT round: What should be in-
cluded and what should not, what objections you expect us to run
up against as we try to formulate what should be discussed and not
discussed. I want to give you that open ended question. Could you
for just a few minutes teﬁ us what you think should be included:
What services, what kinds of services? Should we address the wage
rates, for example? Is that an unfair trading practice, or might it
be an unfair trading practice? Health standards, safety standards,
or the lack thereof, here and in other countries? We can agree at
least that that is a Government policy that affects trade. What
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should be included and what should not, and what do you think we
will be up against?

Ambassador YEUTTER. Thank you, Senator Baucus. I appreciate
the chance to respond to that question because I really believe it is
an extremely important issue for the United States right now.

I must preface my comments by saying that I am much more
convinced today than I was 4%2 months ago of the importance to
the United States of moving into a new GATT round. I am really
strongly convinced that we need to get there, and get there as
guickly as possible. We just have a lot of things that need to get

one.

Let me articulate a few of those, and I will do them very quickly.
In new areas—and this is where most of the contentiousness arises
with our LDC trading partners—it is important that we get GATT
rules developed, in my judgment, in at least three areas. I might
add more to this list, but I will list the three that I believe are ex-
tremely high priority; and those are services, intellectual property,
and investment. Services, because that is over 50 percent of our
GNP today; and we have interests in insurance and banking and
data processing and telecommunications and communications.

In a broader sense, shipping, transportation, tourism, media ac-
tivities, and one can go on and on. There is essentially nothing in
the way of international rules in these areas, and we have a lot at
stake. Many of these areas, Senator Baucus, are areas in which we
have a ciear competitive advantage in the United States. The
whole services area is one of those.

The second area is investment; and in my judgment, the attitude
of the lesser developed countries on this issue is simply incongru-
ous. If anybody in the world needs more investment, it is the
LDC’s. Ghana, for instance, can’t get enough developed from their
own resources. They need to attract capital from abroad.

Senator BAucus. Aren't some countries resisting that investment
though?

Ambassador YEUTTER. Absolutely, and it is foolish to do so.

Senator Baucus. Why is that?

Ambassador YEUTTER. This is a classic example, Senator Baucus,
of shooting oneself in the foot, with policies that make no sense at
all. Those nations must develop an attractive investment environ-
ment if people from the United States or any other developed coun-
tries are going to make significant commitments into those econo-
mies. Right now, though, they are not attractive, that is the invest-
ment opportunities are not attractive; and that has to change.

Senator Baucus. Is that based on some sense of nationalism?
Why are some countries resisting?

Ambassador YEUTTER. A lot of it is nationalistic: The fear that
they will be taken over, if you will. They fear that their economies
wilfvbe taken over and controlled by foreigners. In my judgment,
that is an irrational fear, but I suppose not a surprising one. It is
one that has prevailed for a long time, but it is so foolish because
those nations are relegating themselves to inordinately low stand-
ards of living forevermore, unless they alter their course. It is just
so important that we have investment rules, and it is more impor-
tant for them than it is for us; but it is important for us, too, as
investors.
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Senator Baucus. What about the comparative wage rates?

Ambassador YEUTTER. On comparative wage rates, Senator——

Senator Baucus. I asked that because on the textile bill last
night, Senator Packwood and I and others asked the ITC to do a
study of comparative wage rates.

Ambassador YEUTTER. I certainly would have no objection to the
ITC conducting a study because knowledge in that area will be
helpful; but I really do not believe that it should be our prerogative
to dictate to another nation what its wage rates shall be.

Senator Baucus. What if wage rates are subsidized?

Ambassador YEATTER. In my judgment, if wage rates are subsi-
dized ir some manner, that could certainly be construed as an
“unfair trade practice,” as I would define that term. Now, whether
we can identify the subsidies that might be involved, [——

Senator Baucus. I am sorry. You mentioned a third area that
you thought should be included in the GATT round?

Ambassador YEUTTER. Yes. The other one in the new areas
would be intellectual property, and this is trademarks, copyrights,
and patents, which is an area, Senator Baucus, where we are being
subjected to international piracy. We are losing billions of dollars
of export sales because of the inadequacy of rules on intellectual
property. So, that is as far as we can go in the new areas. There is
a lot of work, too, Senator Baucus, that needs to be done on the
nontariff measure codes that were first enacted in the Tokyo round
but which are badly in need of perfecting or of polishing. And let
me add just one final point. Probably the most important objective
of all in a new GATT round should be dispute settlement: The
grossly inadequate dispute settlement mechanism that exists today.

Senator Baucus. I agree with you. Thank you very much.

The CHAIRMAN. Senator Moynihan?

Senator MoYNIHAN. Mr. Ambassador, you said something just a
moment ago, or you were on the verge of saying something that
seemed to me to be extraordinarly important. I wonder if you could
expand on that. You seemed to suggest that the GATT arrange-
ment may be breaking down and that the United States may have
to consider a nev/ regime in international trade all together. That
was not a casual remark. Do you want to tell us what is happening
in Geneva? Which groups are vetoing the proposal for a new
round? I mean, speak. [Laughter.]

Ambassador YEUTTER. You did hear me correctly, Senator Moyni-
han, and that was certainly not a cavalier remark. It is an expres-
sion of deep concern with respect to what is transpiring in Geneva
or what has been transpiring in the past couple of weeks. In my
judgment, the GATT is in jeopardy. Even the Secretary-General,
Mr. Dunkle, is expressing concern now with the conduct of some of
the GATT members. -

Senator MoyN1HAN. But what is happening? Are there people
who are saying they don’t want the new round?

Ambassador YEUTTER. Basically, what they are saying, Senator
Moynihan, is that they do not want to discuss these issues that we
deem to be important to the United States; or, alternatively, if we
do discuss them, they would like them in a separate exercise, if you
will. Or putting it another way: They would like to have their cake
and eat it, too. They would like for us to make concessions in a ne-
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%})tiation on goods that would give them additional access into the
.S. market with little or no compensation on their part in terms
of access to their markets. In other words, they would like a con-
tinuation of the special differential treatment of goods.

Senator MoyN1HAN. I guess we need some names. You mentioned
the nations that account for 5 percent of world GNP. Do you mean
the LDC’s?

Ambassador YEUTTER. Yes. It is not all of the LDC’s, however; it
would be unfair to earmark all of them in that category. This effort
is being led by Brazil and India, and they have been joined by—and
I will let my people behind me give me the names if I don’t catch
them all—primarily Yugoslavia, Egypt, Nigeria, Argentina some-
times, and one or two others.

Senator MoyNIHAN. All right. Listen, maybe we can help you on
that. I was once Ambassador to India, and I watched them just
close out foreign investments all together and do it as a kind of po-
litical decision—a civil service kind of decision—which has clearly
not been to their advantage. Those middle countries, which have
great potential—what is that line of one of our Nobel laureate
economists? He spoke of the miracle of nongrowth in Argentina;
that was Paul Samuelson. If we can help you there, that is this
committee—and I can’t speak, of course, for the committee—those
are good friends and they should be good trading partners; and
that kind of behavior could bring the whole system crashing down.

Ambassador YEUTTER. It certainly could, Senator Moynihan. As I
said earlier, we just cannot permit that kind of rigidity and intran-
sigence to paralyze the GATT. We don’t want to have a situation
like the one you faced in the United Nations.

Senator MoyYNIHAN. You said Brazil, Argentina, Yugoslavia. You
have about a quarter of the world’s population there and a great
deal of its potential economic growth.

Ambassador YEUTTER. That is right.

Senator MoyNIHAN. India has the third largest work force of en-
ineers and technologists in the world. There is a France inside
ndia, just waiting to open.

Ambassador YEUTTER. And what is so paradoxical about that,
Senator Moynihan, is that it seems to me that a new GATT round
is as much or more in their interest as it is in the interest of any-
body in the world. And I have told them that.they should be the
demondeurs in this process, and yet they are engaging in a resist-
ance effort.

Senator MoYNIHAN. My time is up, but can we hear more from
you on how we can help you? If the GATT system goes crashing
down over something like this, then we have more than a problem
of protectionism. We have a problem of trade barriers, and we have
a problem of a trading system collapsing.

Ambassador YEUTTER. Precisely. We will appreciate the help,
and the next 2 weeks or so will be critical in that regard.

Senator MoyNIHAN. And could I say that in the next 2 weeks or
so this committee would very much appreciate the help from the
administration with respect to the legislation we have adopted on
trade adjustment assistance? It is not easy for you to come up here;
but we passed unanimously in this committee an important provi-
sion on trade adjustment which has always accompanied the new
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GATT rounds. And what do we hear from Mr. Miller and Mr.
Regan? We hear that if the trade adjustment assistance provisions
remain in the reconciliation bill, the President will veto it. Now,
that is not the way to get along. [Laughter.]

Ambassador YEUTTER. Senator Moynihan, I will communicate
your views personally.

Senator MoyNIHAN. Thank you, sir.

The CHAIRMAN. Mr. Ambassador, I have some questions from
Senator Wallop that I will give you to answer in writing.

Ambassador YEUTTER. All right.

The CHAIRMAN. In response to Senator Baucus’ question about
wage differentials, you responded that that should not be an unfair
trade practice per se. B

Ambassador YEUTTER. Correct. In my judgment, there is no
doubt that we are at a disadvantage in wage rates, vis-a-vis many
other countries. Now, that is obvious in Asia in particular where
wage rates in Korea, Taiwan, China, and a number of other coun-
tries are substantially below ours; and yet those countries also are
rapid adapters of new technology and they have excellent manage-
ment skills, which is why they are enormously productive and com-
petitive these days.

The CHAIRMAN. Let me follow up then. They have all of the ad-
vantages of machines as modern as ours. They have a tremendous
wage dirferential. Does that mean that for some industries in this
country they cannot compete in this market against products from
those countries, principally because of the wage differential?

Ambassador YEUTTER. In some, Senator Packwood, that is cor-
rect. In my judgment, not a lot of industries and even within indus-
tries, obviously some firms will be competitive with their counter-
parts in Asia and some will not.

The CHAIRMAN. Why?

Ambassador YEUTTER. Because some firms are better managed
than others. Some firms take advantage of economies of scale and
other economic attributes, and others do not. Some have better
marketing programs, better brand names, more attractive brand
names, and so on. So, there are a lot of factors that go into the defi-
nition of competitiveness.

The CHaIRMAN. What are some of those industries in the United
States that just cannot compete solely on the wage differential?

Ambassador YEuTTER. By and large, as you well know, Senator
Packwood, it would be labor-intensive industries, and they will be
most of the industries that have had discussions with you and with
us in recent weeks and months—textiles, footwear, and then some
other labor-intensive industries of that ilk—coupled with other in-
dustries in, for example, steel, copper, and so on, where wage rates
have typically been very high, that are not labor-intensive, even
below-wage-rate industries, if one can define them as that, as well
as the high-wage-rate industries where wages have gotten out
ahead of productivity.

The CHAIRMAN. And these are industries that cannot compete
against foreign competition because of the wage differential in this
market?

Ambassador YEUTTER. It is difficult to aggregate and to general-
ize, but yes.
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The CHAIRMAN. Yes. I realize that there are some exceptions. As
a matter of fact, at one of our future hearings, we are going to
have a steel company testify that indeed they can compete, but I
am talking generally.

Ambassador YEUTTER. Yes, sir.

The CHAIRMAN. Now, if they cannot compete in this market, and
that is going to be a permanent problem for them because of the
wage differentials, should our policy be to protect them or should
our policy be to let them go?

Ambassador YEUTTER. In my judgment, structural adjustment,
Senator Packwood, has been a part of this Nation’s economic phi-
losophy for 200 years.

The CHAIRMAN. Structural adjustment means what?

Ambassador YEUTTER. It means that not everyone can survive,
either in the way of industries or firms. Now, there has to be a
qualification of that, based upon national security, of course.

The CHAIRMAN. Skip that for a moment, because I think all of us
would agree that national security is an exception.

Ambassador YEuTTER. All right.

The CHAIRMAN. We might argue whether certain industries are
critical or not of the national security; but for the moment, stick to
the ones that most people would not think are critical to the na-
tional security because the fundamental question we are coming
down to is whether we are going to protect those industries. They
may say they want 5 years for adjustment, but we all may know
that 5 years for adjustment isn’t going to do it.

Ambassador YEUTTER. Yes.

The CHAIRMAN. Should our position be to gradually ease those
industries out—whether it is with trade adjustment assistance to
help the workers—but not attempt to maintain them?

Ambassador YEUTTER. I have said on a number of occasions, Sen-
ator Packwood, that I do not believe there is a compelling need for
the United States to make everything that exists in the world.
There are some products that we simply need not produce here in
the United States. So, in those instances, perhaps a phasecut is ap-
propriate. I would really put a qualifier on that, though, in that
there are niches in almost all industries where people can be com-
petitive and can survive. Using footwear as an example, I am per-
sonally convinced, Mr. Chairman, that there is probably a 20-per-
cent segment of the U.S. footwear demand that will always be met
by U.S. firms. So, even in that industry, which is very labor-inten-
sive, where our international competitiveness has weakened dra-
matically in recent years, there are some viable profitable niches.

The CHAIRMAN. I understand that; and those are the ones that
won'’t need the protection against the wage differential, anyway.

Ambassador YEUTTER. Precisely.

The CHAIRMAN. Now, for the ones that don’t, we simply ease
them out?

Ambassador YEUTTER. Yes, sir.

The CHAIRMAN. Let me finish this then. If a case is then brought
before the International Trade Commission under section 201,
injury is found; and we all know that the industry is indeed injured
by the wage differential, but they are going to be injured in 3 years
and they are going to be injured in 6 years and they are going to be
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injured in 9 lXears. And they are not critical to the national securi-
ty. Should the President then be left with the authority to not
invoke the International Trade Commission recommendations be-
cause he is balancing off additional interests; and he is saying that,
even though that industry is injured and I understand that, in our
overall national interest, they should not be saved?

Ambassador YEUTTER. Yes, because structural adjustment, Mr.
Chairman, is a painful process. If we make a national decision—
and this would be a decision by the President in the case you
cited—that we, the United States, should go through the structural
adjustment for that particular industry, which essentially means a
phaseout, then we ought to do that with compassion and with ra-
tional good sense. And that gets into the adjustment assistance
question that Senator Moynihan raised, training issues, and what-
ever else is essential to making that process as painless and hu-
manitarian as possible and as effective as possible.

The CHAIRMAN. Thank you very much. Senator Chafee.

Senator CHAFEE. Thank you, Mr. Chairman. Mr. Yeutter, in your
statement you discuss the deficit, but I don’t believe you touched
on the deficit in your remarks. Your predecessor said that he felt
that about 60 percent—and we know it is hard to quantify these
things objectively—of our trade problems were due to the national
imbalance in our budget, our Federal deficits. Would you go along
with that?

Ambassador YEuTTER. That is certainly a ballpark figure, Sena-
tor Chafee. There have been a number of studies on that recently,
including one by Fred Bergstrom that some of you may have seen
that focuses on this; and his numbers are in that ballpark.

Senator CHAFEE. I would hope that, in all the public statements
that you make that would continually be brought before the public.
Somehow the suggestion is out there that we are weak-kneed
pantywaists; that we are just not enforcing our trade laws; and if
we would get in there and be tough, this thing would all straighten
out. The truth of the matter is that the trade deficit is due to our
own excesses in Federal spending, at least 60 percent—or over 50
percent—of our troubles trace right back to our budget deficits.

Ambassador YEUTTER. There is no question, Senator Chafee, that
that is the major issue; and there is no question in my mind but
that the Federal budget deficit accounts for most of the explana-
tion.

Senator CHAFEE. Now, on these matters that aren’t covered by
GATT—intellectual groperty, investment, and so forth—you indi-
cate that even though they are not covered by GATT, we are going
to move forward with them and do something about them. As I un-
derstand it, though, in your statement somewhere you said that
you will be coming forward with ideas on what to do about these
matters on a bilateral basis?

Ambassador YEUTTER. If necessary, yes. We would still like to go
the GATT route with a new round, as I indicated. That is the pre-
ferred course of action; but if those discussions bog down in Geneva
2 weeks from now to where it becomes evident that a new GATT
round is not likely to occur, or simply could not occur with those
issues included, then we would prefer to pass on a GATT round. In
our judgment, this is not a negotiable issue. Services, in particular,
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must be in the round or we are just not going to have a new GATT
round from the U.S. standpoint; and we will have to confront those
issues in a different way—pluralaterally or bilaterally.

Senator CHAFEE. The thing that bothers me, Mr. Ambassador, is
that anything to do with GATT takes so long. If we embark on a
new GATT round and even if things worked out in a splendid fash-
ion, nonetheless—being completely realistic—the new GATT round
would take how long? Two or three years at a minimum?

Ambassador YEUTTER. Yes, at least that.

Senator CHAFEE. All right. So, I don’t understand the reason for
delay in taking action on this intellectual property business.

Ambassador YEUTTER. | may have misled you, Senator Chafee.
We will proceed on a bilateral course as well.

Senator CHAFEE. You will?

Ambassador YEUTTER. Yes. They would be complimentary.

Senator CHAFEE. Some of the violations are taking place with
countries that have a mammoth trade surplus with us and that
means we have some leverage with. I suppose the worst offender is
Taiwan, isn’t it?
| Ambassador YEUTTER. Yes, I would place Taiwan No. 1 on that
ist.

Senator CHAFEE. Who is No. 2? Korea?

Ambassador YEUTTER. Probably Korea. Yes.

Senator CHAFEE. I just think that is so clearcut. Now, are there
international ground rules of some type that we can follow, or are
we solely using arbitrary U.S. standards? In other words, on intel-
lectual property there are international copyright laws of some
type, are there not?

Ambassador YEUTTER. Yes, but they are very limited. Senator
Chafee, and some of them are in organizations to which we are not
a signatory. So, they are of no consequence to us. There are some
who feel we should be a signatory to those institutions, but that is
another complicated question in itself. So, basically, our ammuni-
tion lies with section 301 at the moment.

Senator CHAFEE. Now, you mentioned—I believe in answer to
Senator Moynihan, if I understood it correctly—that something
critical is going to take place in the next few weeks in connection
with GATT. Is it Geneva you are going to?

Ambassador YEUTTER. Yes. This is the annual meeting of the
GATT contracting parties.

Senator CHAFEE. And that is where the decision will be made
whether to go ahead with a new round?

Ambassador YEUTTER. The decision will be on the first step,
which would be establishment of a preparatory committee.

Senator CHAFEE. All right. Now, can you only move with una-
nimity, or how does that work?

Ambassador YEUTTER. Traditionally, that has been the case, Sen-
ator Chafee. There is nothing that requires that. In other words,
there could be a vote; and if there is a vote, we are convinced that
our view will prevail, that the vast majority of GATT members will
support a new round; but that would be a departure from tradition.
where the GATT has operated on a concensus basis.

Senator CHAFEE. Now, one final question, if I might, Mr. Chair-
man? In your statement, did you say that nations representing 95
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perc%r}?t of world trade are prepared to proceed with a new GATT
round?

Ambassador YEUTTER. That is correct.

Senator CHAFEE. I think if {ou have 95 percent of anything, you
have a good head start. I would hope that, even though you are not
meeting your traditional requirements of unanimity, you will
plunge ahead. I would hope the other nations would also; and those
tkat gon’t want to play, what becomes of them? What happens to
them?

Ambassador YEUTTER. They would certainly be outside of the
scope of any new arrangements that would be negotiated, and then
we would obviously want to consider our relationship to those na-
tions on a bilateral basis, too. GSP privileges is an example. One
must wonder how generous the United States should be with GSP
privileges for nations that are, in our judgment, attempting to tor-
pedo the international system. So, there are a lot of questions that
will arise, both within and without the GATT, as to how those na-
tions would be treated.

Senator CHAFEE. Thank you, and thank you, Mr. Chairman.

The Chairman. Senator Long.

Senator LonG. I was told the other day, Mr. Ambassador, by
someone in the steel industry who said that this industry can com-
pete successfully in its own market—which is the United States—if
we could prevent other nations from subsidizing their steel exports.
Do you think that is correct or not?

Ambassador YEUTTER. I am not enough of an expert on the steel
industry, Senator Long, to give you a credible answer; but I would
say that at least that is a solid argument, and in my judgment, it is
a proper course of action, irrespective of whether it is accurate or
not. In other words, if we can provide them that kind of level play-
ing field, then let's let the market decide whether or not they
really can compete. They would certainly have no cause to com-
plain to you or to me if we gave them that kind of an environment;
and then, if they could compete that would be great. If they cannot
compete, then we as a nation would have to reappraise the entire
situation.

Senator LonG. The steel industry is important for the defense in-
dustry, if for no other, but I do think that it would be a good thing
to know. Would you look into that in greater detail and send me
some communication on that subject, as well as whether or not you
think that this industry could compete effectively? I know there is
a big difference in the price of foreign and domestic steel.

Ambassador YEUTTER. I would be happy to, Senator Long. To
some degree, as you know, that question is moot now in that the
present steel program that is in effect puts quotas on all the im-
porting nations, that is those that export to the United States, all
the way to 1989.

Senator LoNG. Right. Now, I am concerned also about national
resource subsidies, both in timber and in natural gas. Now, there is
an area where we can compete. I mean, we can very well compete
in our own market; but we can’t compete if we are going to let
them export a product to us where natural gas is 85 percent of the
cost of the product here and they put it in there at a virtually zero
price. They won’t sell the gas to us for that; they demand a great
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deal more. So far, I haven’t been able to persuade the administra-
tion to take the attitude that we are being beat by a natural re-
source subsidy that we ought to take action against. The same
thing exists with regard to what the Near East is doing; and those
people are not a member of GATT. They are not abiding by any
rules of trade that we support. It is the same thing as selling the
gasoline cheaper than they would sell the oil from which the gaso-
line is made. Now, how can we compete against that if this Nation
doesn’t uphold the side of its own people? I am talking now about
situations that are capital intensive. I have always thought that
that was an area where we ought to prevail.

Ambassador YEUTTER. Senator Long, I have a great deal of empa-
thy with your views on that subject. That does not necessaril
mean that the administration will support a natural resource bilf:
but that is a somewhat different question. But if one simply limits
the discussion at the moment to the concept that is involved, I
have to say to you that there is a practice there that either is an
unfair trade practice or it comes awfully close to being an unfair
trade practice. It depends on how one defines it. It is a bit difficult,
though, to fit within the present jargon of international trade be-
cause it is not really dumping and it is not really a subsidy coun-
tervaling duty case. It doesn’t quite fit the brackets; but neverthe-
less, it is a trcublesome economic practice, and it seems to me that
we have to figure out the proper way to deal with it. And you are
articulating the problem very well. We are spending a lot of time
on that right now, Senator Long, and I have stimulated a lot of dis-
cussion within USTR on the point; but we haven’t drawn any de-
finitive conclusions yet. It is a live issue, both with respect to the

etroleum area and with respect to lumber; and we are getting a
ittle closer, I think, to convergence of thinking. It is an issue that I
assure you, Senator Long, is not going to go away. We are going to
confront it in some manner.

Senator LonGg. Now, the President isn’t just talkinf about free
trade; he is talking about free and fair. And I would like to know
what in the devil is fair about letting those people put us out of
business by subsidizing their product, a natural resource for a far
lower price than they would sell it on the world market.

Ambassador YEUTTER. As I said, we have got a lot of work under-
way on that. There is a lot of interest internationally in this, too,
Senator Long. It is not just the United States; and in fact, that sub-
ject is one of the issues that will be on the agenda for the Quad
Meeting, which is a meeting of the trade ministers of the European
Community, Japan, Canada, and the United States, which I will
host in San Diego in January. So,.we will have those four major
trading partners dealing with this issue in some depth in January
in San Diego. -

Senator LoNG. But if you are against discrimination and you are
against subsidies, especially where it is costing us jobs, it seems to
me you are going to have to do something. Otherwise, don’t be sur-
prised to find that the people who wouldn’t be voting with you will
be joining the other team.

mbassador YEUTTER. It is a complicated question, Senator Long;
and the response of the other nations, of course, is that you Ameri-
cans don’t have any right to tell us how to price our natural re-
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sources. That is a sovereign decision for us to make; it is not your
Ererogative to tell us; or, alternatively, if you are going to tell us

ow to price our resources, we are going to tell you how to price
yours.

Senator LoNGg. We sure have the right to tell them what comes
in this market.

The CHAIRMAN. Senator Grassley.

Senator GrassLEY. Thank you, Mr. Chairman. Mr. Ambassador, I
want to address generally the issue of agriculture and foreign
trade; and I am sure you would expect me to ask you about that. I~
would like to have some sort of general overview from you of
where agriculture fits into the entire work that you are doing and
how that might be different with you than it was with your prede-
cessor. And would. you say that particularly from the standpoint of
your interest in the previous administration with foreign trade as
an Assistant Secretary of Agriculture? I guess I am asking it in
light of what I have here, where statistics show a rapid decline of
agricultural exports from $44 billion in 1981 to $34.5 billion in
1985. That is a 22-percent drop. An example would be that we used
to furnish all of the feed grains to the Korean market. Today, the
United States is providing very little. Australia has taken over be-
cause they can provide Korea $20 per ton below the United States
%rice for corn. China is shipping 700,000 tons of corn to Korea. And

orea is just one country; and I don’t want you to dwell on Korea.
You can forget about that, but at least you know where I am
coming from.

Ambassador YEUTTER. I would be happy to comment, Senator
Grassley. As you know, we have both spent a lot of time on the

uestion of agriculture through the years. What has happened in
the last several years is certainly bordering on tragic for American
agriculture because, as an industry, it has become so export de-
pendent and properly so. Qur domestic market is not growing in
any substantial way because our population is increasing slowly in
the United States today. So, the only way for us to have an eco-
nomically viable and healthy American agriculture is to export and
to export very substantial quantities of product. That has been in-
creasingly difficult in recent years because of the very strong
dollar. Unfortunately, from agriculture’s standpoint, as you fully
appreciate, Senator Grassley, we sell mostly raw product on the
GX{JOI't market. We don’t sell much in the way of brand name agri-
cultural products. We sell corn and wheat and soybeans, and that
means price is the determining factor as to whether a buying
nation comes to our store or to somebody else’s store. And with a
very strong dollar, we have not been price competitive. To some
degree, this has also been due to price support levels that have
priced us out of world markets; but for a combination of reasons,
we have lost market share in recent years, and that has had a dev-
astating impact on farm income. The question then becomes: What
can we do about it? And I would say, to summarize it in a few sec-
onds, Senator Grassley, that the most important contribution any
of us can make to that cause is to provide a macroeconomic envi-
ronment internationally, the result of which will be a decline in
the value of the dollar and an increase in our international com-
petitiveness for agricultural products. We have made a lot of
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progress in that regard over the last 6 or 8 months. The dollar is
substantially lower today than it was a few months ago. We are
substantially more competitive, but we are not going to see that re-
flected in agricultural export numbers until next year, at the earli-
est. And as you know, there is an enormous amount of surplus in
existence in the world.

Senator GRAsSLEY. Let me get you to focus in on something
before my time is gone. I am more interested in your negotiations
and how your present approach is any different from your prede-
cessor, and where does it fit in? '

Ambassador YeuTtTeRr. All right. The present approach is more
aggressive, Senator Grassley, not just on agriculture but on other
issues as well. We have had some major confrontations with the
European Community recently. As you know, we have just filed a
GATT case against their export subsidies on wheat, and we have
some other controversies going with the Community on agriculture.
In addition, we are moving toward a major GATT negotiation on
agriculture, presuming we get a new GATT round launched; and
that, to me, Senator Grassley, is probably going to be the critical
negotiation for American agriculture.

The CHAIRMAN. Senator Symms.

Senator Symms. Thank you, Mr. Chairman. Mr. Ambassador, 1
want to pursue from where Senator Long left off, if we can shift
back to that. Of course, coming from an agriculture State. I am
also concerned about the agriculture question. But I hear the com-
mentary~all the time by the economists and others that espouse
free trade, that we don’t want to get into a trade war. I go into my
own State and see sawmills that are under tremendous pressure
from Canadian timber, and I see semiconductor producers laying
off thousands of workers. It looks to me like we are already in a
trade war, and we are losing it. What kind of a timeframe do you
have? When are we going to see some kind of action on the ques-
tion of timber, on the question of semiconductors? Is there going.to
be any action?

Ambassador YEUTTER. A short timeframe, Senator Symms, and 1
know that is music to your ears because those are significant. issues
in your State and areas where you are suffering fineicial depriva-
tion at the moment. If I may, %,will hit both of those issues very
quickly just to give you an update. Timber is an issue that we must
resolve. There is an enormous amount of interest in that question
within the United States, not only in your part of the country but
through the South as well. And as you know from the U.S. ITC
report on timber, it is apparent that stumpage rates in Canada are
10 percent or thereabouts of stumpage rates in the United States.
That has a lot to do with timber flows across the border. We have
that same philosophic issue before us that I was discussing with
Senator Long, but nevertheless, there do seem to be some aspects
of the stumpage calculations in Canada that are certainly question-
able at best. In addition, we have timber issues with Canada, as
1w,"lou know, on plywood standards, which affect flows going from

ere in that direction—their tariffs on timber, export controls on
timber. I really believe we are heading, Senator Symms, toward a
negotiation with the Canadians on this subject, although I have not
had a chance for discussions in recent days with my counterpart,
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Mr. Kelleher, because he is in Australia and won’t be back for a
few more days. We have had a lot of discussion within the adminis-
tration internally on that, including a trade policy review group
meeting as recently as yesterday; and I believe we are coming very
close to having our own position in order and probably initiation of
a negotiation with the Canadians.

Senator Symms. That is on timber?

Ambassador YEuTrER. That is on timber. On semiconductors I
was in contact with people in Japan as recently as this morning,
and we have a team going to Japan next week, led by Ambassador
Mike Smith, my deputy. We anticipate a serious negotiation with
the Japanese on semiconductors, or the 301 case that is now before
us next week—not a definitive one, but a very serious one in which
a number of proposals will be on the table from the Japanese. And
I am still hopeful that we might get a negotiated result with the
Japanese. There is a small chance that it will be by the end of the
year, but more likely early next year. Now, what that result will be
is too early to determine; but without question, we have generated
their attention on that issue and we recognize, Senator Symms,
how important this is to the U.S. industry, which is hurting badly
at the moment. :

Senator Symms. It seems to me that there is also a security im-
plication. It becomes rather critical when we have plants that
make semiconductors going out of business. We have been and are
still, in my opinion, the leading edge of technology in that entire
field. So, the sooner we get it fixed, the better. A lot of my constitu-
ents say we should just shut the door on their products coming in
here until they open the door on, say, beef, tobacco, oranges,
apples, and potatoes. What do you say to those kinds of comments?

Ambassador YEUTTER. In the middle of the negotiation, that
would not be a responsible course of action. If the Japanese were
not negotiating with us or discussing these issues in good faith, I
would say that that might be an appropriate response; but I have
no indication to believe at this point, Senator Symms, that they are
not working just as hard as we are to come to a sensible conclu-
sion. So, I would prefer to give them the benefit of the doubt, at
least for a time.

Senator Symms. But you are talking about, in terms of timber,
eveq) this month? And semiconductors early next year? Some posi-
tion?

Ambassador YEUTTER. Yes. Now, with timber, of course, we won’t
have a result that quickly because the negotiation will take a sub-
stantial period of time, but I would hope that we.could get some-
thing going shortly.

Senator Symms. Thank you very much. Thank you, Mr. Chair-
man.

The CHAIRMAN. Senator Danforth.

Senator DANFORTH. Mr. Yeutter, in your discussion with Senator
Packwood, you stated that there are certain industries that are just
not competitive. They can’t compete and they should be phased
out. That was my understanding of your testimony. Do you believe
that textiles is a dying industry that should be phased out?

Ambassador YEUTTER. No.
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%enator DanrorTH. No? That was my understanding of what you
said.

Ambassador YEUTTER. That is the problem with generalizing, of
course. There are certainly segments, Senator Danforth, of the tex-
tile industry that probably cannot be competitive with their coun-
terparts in the Far East, but I certainly would not draw that con-
clusion for the entire industry by any means.

Senator DANFORTH. There might be some residual parts of the
textile industry that could survive?

Ambassador YEUTTER. A very substantial residual in my judg-
ment on textiles. Maybe a smaller residual on the apparel side, but
as you know, our textile industry is really quite modern and quite
efficient.

Senator DANFORTH. Do you think that there are segments of the
textile industry that should be phased out, that can’t compete?

Ambassador YEuTTER. That is inevitable, in my judgment, be-
cause of some of the smaller operations that are very labor inten-
sive; and it seems to me that ultimately, in the society in which we
live, that would result.

Senator DANFORTH. And in apparel, you think that there is some-
what more in the apparel area that could just be phased out?

Ambassador YEUTTER. Simply because it is much more difficult
to move to factory-type automation in apparel than it is in textiles.

Senator DANFORTH. In steel?

Ambassador YEUTTER. In steel, I would draw a different conclu-
sion. Steel is plagued not by labor-intensivity, but by relationships
of wage rates to productivity; and indications are that the industry
is moving to correct its course there. I am much more optimistic
about the long-term viability of the American steel industry.

Senator DANFORTH. Footwear?

Ambassador YEUTTER. Footwear, as I indicated earlier, I really
believe there is a 20-percent market share or so that is really quite
solid and will be a niche maintained by U.S. firms for a long time
to come. The other portion is already——

Senator DANFORTH. Can’t compete and should be phased out?
| Ambassador YEUTTER. Well, it is already phased out, by and
arge. :

Senator DANFORTH. How about copper?

Ambassador YEUTTER. Copper is an industry that is having diffi-
culty competing. Copper may well have national security consider-
ations at some point in time that merit our concern and your con-
cern; but aside from that, my judgment is that the copper industry
really must learn to compete in the long run.

Senator DANFORTH. Do you think that it can compete, or do you
think that it can’t compete and should be phased out?

Ambassador YEUTTER. Prospects at the moment do not look en-
couraging; but whether the industry or individual firms can com-
pete or not depends a lot on the management skills of those firms,
the technoloy they follow, and a lot of other factors that are within
their control.

Senator DaNFORTH. Don’t you think that if it is in doubt, we
shouldn't just kiss off an industry, but instead we should try to pro-
vide some opportunity for it to restructure itself, regroup, and
become competitive? Maybe we should. Maybe the administration’s
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position is that, if there is doubt, we should take the position that
basically we don't think they can compete, and we should just let
them be phased out. But my guess is that you would say that, if
there is some doubt, we should give them an opportunity to rebuild
themselves and to become competitive.

Ambassador YEUTTER. That is a decision that will obviously have
to be made on an individual case basis, Senator Danforth, and the
decision may well be different in 1985 from what it might be in
1990 or might have been in 1975 because the underlying fundamen-
tals will change. But yes, if there is a realistic chance of the indus-
try restructuring itself and becoming internationally competitive,
we ought to give them that chance. If it be the judgment of the
President of the United States in that particular situation that
there is no realistic chance of adjustment or of recovery and re-
structure, then they should be phased out.

Senator DANFORTH. It is a kind of a negative Humphrey-Hawkins
approach, that the President decides that some industries just
aren’t competitive and can’t survive and just phase them out; but
perhaps there are others that can survive.

Ambassador YEUTTER. The ultimate decision, Senator Danforth,
will be made by the industry itself. We shouldn’t have Government
providing that function. That responsibility lies on the shoulders of
the CEOs in that industry, and it is a question of whether the Gov-
ernment is going to preserve them.

Senator DANFORTH. Absolutely. I mean, ncbody can do this for
industries, but the whole reason for section 201 of the Trade Act is
to provide a kind of a phasing, a kind of a cushion. Wouldn’t you.
say that the present state of section 201—you and I have agreed on
this in the past—that given the shoe decision, the present state of
section 201 is that it is a dead duck.

Ambassador YEUTTER. Now, that is an overstatement, Senator
Danforth, in my judgment.

Senator DANFORTH. A skinny, aged, and wounded duck?

Ambassador YEUTTER. No, there has to be a judgment call made
under section 201 by the President of the United States; and that
judgment call, in my opinion, is properly made upon consideration
of a host of questions that reflect the national economic interest.
And simply because the footwear case was a negative does not nec-
essarily mean that all other cases will provide a comparable result.

Senator DANFORTH. It is widely taken to stand for that proposi-
tion.g am sorry, Mr. Chairman. I will be happy to wait for the next
round.
1:"I‘he CHAIRMAN. We are going to have another round. Senator

ryor.

enator PrRYor. Thank you, Mr. Chairman. Back to the issue of
agriculture, Mr. Ambassador. I hope very much that, in your new
role, you will pursue an area that concerns me deeply and, I think,
concerns all Senators and Congressmen from agriculture States.
Let’s take Brazil. About a dozen years ago, our United States De-
?artment of Agriculture went to Brazil and said: “All right,
riends, here is how you grow soybeans.” We teach them how to
grow soybeans. Then, our Commerce Department went down there
and said: “OK, now that you know how to grow soybeans, here is
how to market soybeans.” And now, after the U.S. Department of
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Agriculture and U.S. Department of Commerce have been involved
to a very great degree, the State Department, through the Agency
for International Development, goes down there and helps build
the roads to get these soybeans out to the ports for export.

I don’t know how many millions of taxpayers’ dollars we have
used in these efforts, but in the case of soybeans, at least, we are
not talking about the high dollar, and we are not talking about low
wages: We are talking about using our tax dollars to subsidize the
Brazilian soybean industry. As a result, they are taking over the
market. I think, where we used to have 70 percent of the market,
other countries—Argentina, Brazil, and on down the line—have
taken that market away from us. I hope that you will use your
good offices and your influence to look into how American dollars
are subsidizing the Brazilian soybean farmer and other farmers.
This is something that certainly I would appreciate having infor-
mation about. I think it is an enormous problem, and is very, very
significant in terms of dollars and also of our presence there.

Ambassador YEUTTER. We would be happy to evaluate that, Sen-
ator Pryor. I haven’t looked at the particular situation in Brazil re-
cently, but I'would add to your littany of considerations there, the
fact that probably the greatest motivation we provided for produc-
tion there was our embargo on soybeans back in the early 1970’s
which stimulated a whole lot of Japanese investment in soybean
production in Brazil. That may have been the single most impor-
tant factor. So, we may have shot ourselves in the foot in a number
of ways in that and in other areas around the world. I can recall
when I was in Government in 1977 that we had a substantial dis-
cussion about doing the same kind of thing through stimulating
palm oil production in Malasia and a number of other countries in
Southeast Asia, with the palm oil then, of course, also coming into
competition with soybean oil exports at that time. So, this is an
issue that arises not only with respect to soybeans but with other
issues as well; and what it means is that we need to be circumspect
and cautious about our own self-interest in loan programs and
grant programs, whether they be AID or through the international
lending institutions, such as the World Bank and the regional de-
velopment banks. So, that is a legitimate point; and we will be glad
to give you any inputs we have on the present Brazilian situation.

Senator PrYoRr. And by the way, I would appreciate getting that
as soon as possible, and I know other members of this panel would,
too. T see the warning light on, and I will have, Mr. Chairman,
some written questions on the Canadian timber industry and what
it is doing to Arkansas timber industries. 1 will just submit those to
the Ambassador in writing.

Ambassador YEUTTER. That would be fine.

Senator PrYor. Thank you very much.

Ambassador YEUTTER. Thank you, David.

[The questions submitted by Senator Pryor and Ambassador
Yeutter’'s responses {hereto follow:]

Question. A number of industries have been hit hard in recent years by imports.
Among those is the furniture industry, which has seen imports rise over 40% in the
last year alone, and 284% from 1979-1984.

In recent years one of the most difficult trade problems for the furniture industry
has been the severe trade deficit with Canada. Canadian exports to the U.S. have
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more than doubled since 1980, while U.S. exports to Canada have actually declined.
U.S. furniture exports to Canada in 1980 were $107 million, and declined to $93 mil-
lion in 1984. One major cause of the problem is inequitable tariffs. U.S. furniture
entering Canada faces a 16.3% levy, while Canadian furniture entering the U.S.
faces duties as low as 3.1%. I understand that there will be trade negotiations occur-
ring between the U.S. and Canada in the near future. What would you do at USTR
to rg)solve this problem that is extremely important to over 10,000 of my constitu-
ents?

Aunswer. We expect that the Canadian Government will propose the initiation of
discussions on a comprehensive trade agreement with the United States this fall.
Over the last year, we have made it abundantly clear to the Canadian Government
that we want to include the furniture sector in any future discussions of this
nature. As USTR, I will continue to press for the elimination of Canadian tariffs on
furniture as part of any comprehensive trade agreement with Canada.

Question. There is mounting concern within the agricultural community about
growing imports of agricultural products exported from other countries with the aid
of export subsidies. Present procedures for combating these imports appear to be
slow and cumbersome. Would you support legislation to strean.line these procedures
and make them more effective against such imports?

Answer. Since the U.S. countervailing duty laws were changed in 1979, neither we
nor the department of Commerce are aware of any complaints by U.S. agricultural
industries with respect to timeliness of process. If the Senator knows of any specific
complaint, I would be happy to look into it. Under existing law, if the preliminary
determination of subsidy is affirmative, countervailing duties are charged on mer-
chandise entering the United States within two and one-half months of a petition
being filed with the Department of Commerce.

As a part of the 1984 Trade Act, there were a number of technical changes made
to the countervailing duty laws to streamline them and make them more effective.
For example, special offices have been set up in the Department of Commerce and
at the International Trade Commission to provide assistance to small businesses in
the filing of countevailing dutivI petitions. Also, the paperwork requirement has been
simplified and clarified and should result in a reduction in cost to private parties.

Question. The export credits guarantee program is very important to the rice in-
dustry. Do you support the continuation and expansion of the export credits guaran-
tee program? Would you support credit for Nigeria?

Answer. Yes, I support the continuation and expansion of the export credit guar-
antee program. The Administration in its FY 1986 budget request is seeking approv-
al for a $5 billion GSM 102 program.

In 1984 there was an interagency decision not to advance any more CCC credit to
Nigeria until it began to take steps to resolve its economic difficulties. There remain
serious doubts about Nigeria's creditworthiness and for this reason I would probably
not support giving CCC credit to Nigeria until we have some reasonable assumption
of repayment.

guestion. As you know, many developing countries with huge debt obligations to
U.S. Banks, such as Argentina and Brazil, are also major competitors of U.S. agri-
culture for international markets. Some of the exports from these countries, such as
Brazilian soybean oil, are subsidized through varying exchange rates, export draw-
backs, ete. Do you believe it is wrong for the U.S. Government to take action against
such exports since they are from countries with large debts to U.S. Banks?

Answer. Unfair trade measures which adversely affect U.S. farmers or business-
men and violate international agreements are wrong and should be addressed, re-
fardless of the financial obligations of the countries which employ those practices.

n fact, with specific regard to Brazil, USTR is currently pursuing a Section 301
action involving Brazilian subsidies which benefit oilseed crushers.

In response to a getition filed on April 6, 1983, by the National Soybean Proces-
sors Association, USTR has charged that Brazilian subsidy practices distort interna-
tional markets for soybeans and soybean products and disadvantage U.S. exporters.
The U.S. requested consultations with Brazil on this matter under Article XXII of
the GATT. Initial consultations were held in Geneva in November of 1983. Follow-
up consultations are scheduled to be held on July 31 in Brazil. A number of changes
have been implemented in Brazil's subsidy programs since the Section 301 case was
initiated in 1983. The purpose of the upcoming discussions is to clarify the effects of
those changes and provide the basis for evaluating the need for further action on
this case.

Also, both Brazil and Argentina maintain differential export tax systems for oil-
seeds and oilseed products which USTR has identified as trade distorting practices.
To encourage domestic processing, export taxes for oilseeds are substantially higher
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than those levied on oilseed products. The effect of these tax schemes is to artificial-
ly restrict exports of oilseeds and increase exports of oilseed products. U.S oilseed
processors have charged that these practices provide an unfair benefit to Argentine
and Brazilian processors. We are now pursuing this matter bilaterally. USTR has
raised this issue on a number of occasions with both governments and argued for an
elimination or substantial narrowing of the tax differentials. High level trade talks
are scheduled with both of these governments during July. Their differential export
tax schemes for oilseeds and products will again be raised during those talks.

The CHAIRMAN. Senator Bentsen.

Senator BENnTSEN. Thank you very much, Mr. Chairman. Mr.
Chairman, during the Ambassador’s confirmation hearing, 1 asked
him to give us a report under section 305 on some of these trade
abuses; and I am looking now at the National Trade Estimate that
we received on October 30. I was the sponsor of the legislation to
require the National Trade Estimate, Senator Chafee and Senator
Bradley cosponsored that bill. The report contains extremely help-
ful information. L.et me say, Mr. Ambassador, I am very apprecia-
tive of the expeditious way that you prepared this report and deliv-
ered it, in spite of your workload. But now having said that——

Ambassador YEUTTER. What have we done with it?

Senator BENTSEN. Yes. You have 250 pages there of trade bar-
riers that we are talking about; and what we have seen thus far is
that the President has resurrected four antique trading disputes
under section 301. It will probably take at least a year for those
cases to bear say fruit. And if we win you may see an increase in
U.S. exports of probably $300 or $400 million a year.

You gave us an estimate for the value of about 15 percent of
those barriers. That is a small percentage, but even so, the loss in
exports amounts to about $4.5 billion a year. So, it is obvious that
we have to do a great deal more than we are.

I agree with you that we have shot ourselves in the foot around
here on a number of trade issues. I think President Nixon did it on
the ban on the export of soybeans; and President Carter did it on
wheat; and I think President Reagan did it on the pipeline. I think
the French and the Japanese enjoyed that very much, because they
filled the gap we left.

What I am asking you is, just what you said. What are you going
to do now?

Ambassador YEUTTER. Excellent question, Senator Bentsen. First
of all, thank you for the kind comments with respect to the report,
not just that you made this morning but publicly at an earlier date
as well. It is a report that took a great deal of work and a lot of
midnight oil to meet that October 31 deadline, but I am pleased we
got it done.

Senator BENTSEN. It came in pretty handy for the administra-
tion, though, when they began to change their position on trade.

Ambassador YEUTTER. Yes, it did. Yes, it did. [Laughter.]

There has to be some self-motivation occasionally. Nevertheless,
it is a valuable piece of work; and we now are concentrating on
where we go from here. We have an internal working group, Sena-
tor Bentsen, that is developing plans right now for how we are
going to organize to handle the followup, and we will share with
you that structure as soon as we put it in final form. There have
already been some meetings on the subject, and we should have
something to say on that within the next week or two. One decision
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will be how much of this will be handled by the strike force and
how much of it will be handled internally within USTR. Then, also
the question of how we add to that report in the future. As you
know, much of that has been——

Senator BENTSEN. That is quite a workload. Is that going to re-
quire more staff?

Ambassador YEUTTER. It is too early to tell, Senator Bentsen. Ob-
viously it will be difficult to sell additional funding anywhere
within Government these days, so we would have to make a com-
pelling case for new staff or new support if we really felt it was
necessary.

Senator BENTSEN. Let me interrupt again, if I might, because of
the time limitation here. I would have been here earlier, but I have
been assured since 10 that an amendment I was interested in was
going to be up any moment, which has not happened. I understand
that you said earlier that GATT is in danger of breaking down.

Ambassador YEUTTER. Yes, I did.

Senator BENTSEN. Some of us have introduced a bill—Senator
Baucus, Senator Moynihan, and a number of others.in which we
call for a strengthening of GATT, a restructuring of GATT, making
that one of the primary objectives in the new round of multilateral
trade negotiations. I would like to hear you address that. GATT
needs real penalties, that actualy go into effect.

Ambassador YEUTTER. I couldn’t agree more with that. 1 have
had a lot of debate, Senator Bentsen, with our European Communi-
ty colleagues in particular on that point because it just seems to
me we cannot continue to function the way we are now. GATT is
not a credible institution today because it doesn’t deal with issues.
It just simply foists them off. It provides a mechanism for people to
fend off attacks, rather than resolve issues. Now, I have had this
discussion with Arthur Dunkle, the Secretary-General of GATT,
and I have had it with a number of our other trading partners as
well, including a lengthy discussion at the last quad meeting up in
Canada. And I said to our major trading partner, Senator Bentsen,
that in my judgment we have got to not only improve the GATT in
this new GATT round—the next GATT round—we have got to im-
prove it by quantum leaps, not incrementally. This time we need a
quantum leap, and we have got to get the commitment of the
major trading partners to make that quantum leap. It is important,
or the GATT is not going to survive verﬁ much longer as an insti-
tution. All of this fits into that process because a lot of the issues
that have surfaced in this report really should be dealt with.in the
GATT; and I hope we can do that. But you have focused, Senator
Bentsen, on what I believe is the most critical trade issue for the
world today.

Senator BENTSEN. Thank you.

The CHAIRMAN. Senator Baucus.

Senator Baucus. Since it is the most important issue in the trade
world today, let’s continue on it. I assume that you are addressing
to some degree the dispute settlement mechanisms in the GATT?

Ambassador YEUTTER. Yes.

Senator Baucus. I think it is clear that most people in this coun-
try think GATT is a farce. Nobody pays any attention to it. It is
self-serving; they don’t want to make any decisions. It is worse
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than most prerogative connotations of a country club. I mean,
there is just nothing to it at all. So, what are some of your
thoughts as to how we can put a little bite and teeth into the dis-
pute settlement mechanisms? What do we do? What are your pre-
liminary thoughts on how we beef it up a little bit—that part of it?

Ambassador YEUTTER. One of the things that I have done, be-
cause I felt so strongly about that when I came, Senator Baucus,
was that 1 put together a little working group to evaluate that
question. That working group is chaired by Jules Katz, former As-
sistant Secretary of State, who is one of the most respected people
in this business. And I asked him to chair a group composed of a
variety of people outside of the Government that would look at
this, including labor union representation that is on it, because I
felt that there was nobody who has greater experience in dealing
with disputes than labor unions. So, we have that kind of input
also. I wanted him to get some creative thinkers together and focus
on how we can shape up the dispute settlement mechanism of the
GATT. They have been meeting in recent weeks, and Mr: Katz is
coming in to give a preliminary report to me next week. So, I can
give you a better answer after I have talked with him. I have not
talked with him since I have established the group.

Senator Baucus. I have a hunch that, whatever he says, you are
going to have to beef it up even more. You know, a lot of people
say that the letters G-A-T-T really stand for “Gentlemen’s Agree-
ment to Talk and Talk,” and that is what it is.

Ambassador YEUTTER. Yes; right.

Senator Baucus. There is a lot of talk and no action.

Ambassador YEUTTER. No question about it, Senator Baucus. The
two major challenges in that area, I think, just to articulate them,
a}xl'e the need to have it be expeditious and decisive. Today, it is nei-
ther.

Senator Baucus. Whatever your group comes up with, I will bet
you dollars to doughnuts that you are going to have to increase the
teeth in it—sharpen the teeth tenfold because it is not going to be
enough. I also wondered, as we explore new GATT rounds, really
what you think about focusing on some of the points that Senator
Danforth brought forth. There is sort of a disquieting and a worri-
some, haunting feeling here that some industries are going down
the drain; and we might let them go down the drain because for-
eign wage rates are so much lower than they are in this country.
Now, obviously, there are some niches, as you mentioned, that we
can take advantage of, and obviously there are some adjustment
grocesses that ycu have to define and explore to make them work

etter. In addition to that, it seems that lower wage rates might
sometimes be an unfair irade practice particularly when the labor
conditions are so poor in some countries, even by those countries’
standards; and that inight constitute an unfair trade practice.
Don’:;l ';;ou think that that should also be included in the new GATT
round?

Ambassador YEUTTER. I am not sure how we would handle that
issue, Senator Baucus. I am openminded enough to say that I am
amenable to listening to arguments on that point. I would not wish
today to take a position on that issue. It seems to me that we ought
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to lée openminded enough to consider anything that might impede
trade.

Senator Baucus. I encourage you to look at that very, very close-
l{{ Finally, one other matter here. I will be now the fourth Senator
that you will hear this morning who will ask you to move much
more quickly and decisively on timber. You wrote us saying that
you couldn’t do much until the report came out. The report has
now been out, and it is outrageous, frankly, what Canada is doing
on stumpage. You know better than I that it is going to take a lot
of work and a lot of tough work if we are going to resolve that suc-
cessfully because Canada is balking very, very strongly at any ac-
tions we are taking. I want you to know that many of us here—and
enough of us here to take any action that has to be taken to force
Canada to back off its subsidy of its timber stumpage. And to some
degree, the same issue applies to Japan. I mean, we are not getting
anywhere on the Moss talks on processing of forest products; we
are not getting anywhere. They are just dragging their feet on it—
a lot of talk and no action. Again, that is unfair; they know it is
unfair. When I talked to the Japanese, you could tell they know it
is wrong and it is unfair and so forth; but they are not doing any-
thing about it. They know it is wrong; we know it is wrong. There-
fore, because we are on such high moral ground on it, we ought to
just do something about it and be decisive about it. Give them an
absolute deadline and maybe take some political action against
them, in addition to economic action against them. It just seems to
me that we are not doing enough in standing up for our rights and
certainly on those two issues.

Ambassador YEUTTER. On the latter issue, since I have not com-
mented on it yet, let me just say that, as you know, Senator
Baucus, that one has a deadline of the end of the year. USDA has
the lead on that one although USTR is a participant in that proc-
ess. We are just as distressed by that result as you are; and clearly,
the United States will have to make a judgment shortly after the
first of the year as to how we wish to respond to whatever result
there is or lack thereof on the Moss process on forest products.

Senator Baucus. Thank you.

The CHAIRMAN. I ask unanimous consent that a statement by
Senator Bentsen—an opening statement—be placed in the record
following the other opening statements of the members. Without
objection. Senator Moynihan?

Senator MoYNIHAN. Mr. Chairman, maybe I should address this
remark to you and to Senator Danforth as much as to Mr. Yeutter,
which is to say that clearly there is an organizational crisis devel-
oping in the GATT. I think it is helpful to recognize that that orga-
nization crisis began 38 years ago when this committee refused to
have the United States join the International Trade Organization,
which was intended to be an organization with a dispute settle-
ment mechanism and other characteristics, good and bad, of such
organizations. When this committee turned down the ITO, some-
thing had to be improvised, and an inspired Treasury official of
Great Britain, Eric ydham-White, just worked it out. And for 26

ears, the GATT consisted of Eric Whydham-White and a few
rench secretaries; and he worked it out. It was because we reject-
ed an organization that we got this nonorganization, so much so
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that the poor man—they never ever: provided him a pension.
[Laughter.]

No one has ever done more than Eric Whydham-White for the
GATT and world trade and he died a poor man. So, you have got to
think in terms of creating an onging crganization. I think the com-
mittee should help in that. We presusmably know something about
it, or at least we can listen and help.you in it. Can I just say two
other quick things? Senator Baucus and the chairman have both
mentioned the question of wage differentials, and Senator Baucus
just mentioned labor conditions. Could I draw your attention to the
existence of an organization called the International Labor Organi-
zation? It is the first international organization of its kind that we
ever joined. The GATT is now in its original building in Geneva. It
is an organization that deals with problems of international trade
that arise from differential working conditions. Its raison d’etre is
the issue of comparative labor costs. It is the only one of the
League organizations we joined. We have been there since 1934.
Why not use it? I mean, think in terms of the ILO. Not every orga-
nization is around 60 years old; the ILO is, and it helps. One last
thing, and please answer me—beside just being agreeable, which
i?u always are. I want to call your attention again to Canada.

ow, we have heard four people talk about timber today, and there
is obviously a problem; but our President and the Prime Minister
have made a real commitment to expand United States-Canada
trade. Secretary Schulz was out in Calgary, was he not, with his
counterpart, Mr. Clark?

Ambassador YEUTTER. Yes.

Senator MoYNIHAN. And you are going to begin negotiations
early next year?

Ambassador YEUTTER. We certainly hope so, Senator Moynihan,
and I am glad you brought that up because it does seem to me im-
portant to draw a distinction between short-term bilateral issues
and long-term bilateral issues. Even though we do have some
stresses and strains in these short-term issues—timber, pharmaceu-
ticals, pork, and a number of others—it is important to——

Senator MoyNIHAN. I mean, distinctions between live and dead
pork is one thing, but Canada is our largest trading partner. It is
the most important country in the world to us.

Ambassador YEUTTER. Yes, it is; and what has been proposed by
Prime Minister Mulrooney is, in my judgment, truly historic. The
potential benefit to both nations of achieving what might essential-
ly be a free trading community between the two is phenomenal.

Senator MoyNiHAN. Could I ask you to hold right there? I want
to get the chairman’s attention on this. In your testimony, you say
that some members of this committee have already suggested that
we delay free trade negotiations until our present bilateral disputes
are behind us. I hear you are saying “No” to that. In Ottawa, I
went up and visited with Mr. Kelleher, your counterpart. They spe-
cifically have not proposed a free trade area, and I think they spe-
cifically do not like that term; and maybe we could reciprocate by
saying we will call it whatever they want to call it. We do agree
with Mr. Mulvooney. He wanted an agreement involving the broad-
est possible package of mutually beneficial reductions in tariff and
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nontariff barriers. Maybe we could find an acronym for that or
something. :

Ambassador YEUTTER. Yes.

Senator MoyYNIHAN. But that is what we want. I would hope that,
if we are not going to start something early next year, you let us
know why because I agree with vou. This is a real chance—the one
real chance we have out there. A President and a Prime Minister
want to do something.

The CHAIRMAN. I will tell you a followup on that, though, Pat. I
was talking with a very, very, very highly placed Canadian Govern-
ment official on this issue. I said: Now, you are talking about total
exchange of goods—free—right? Yes. Well, I understand that. They
have 25 million people. We have 250 million people. As to who is
more likely to sell more goods where, they are more likely to sell
more goods here than we sell there; and I understand why they
support that. And then I said: And you are talking about also a
free exchange of investment? Well, no, he wasn’t so sure about
that; and clearly that would be to our advantage. So, it is going to
be a two-way street—not only trade. It is going to be investment if
we are going down that route.

Senator MoyNiHAN. That is why we have Ambassador Yeutter.
Mr. Chairman, this is what we have in hand. A President and a
Prime Minister have said: Let’s do it. So, let’s do it. Do it right is
all you are saying.

Ambassador YEUTTER. Right. We should take advantage of that
opportunity because it is historic, and it is important, as you sug-
gest, Mr. Chairman, to make it as broad as possible for the benefit
of both countries. I don’t want it to be constrictive in any way.
There is always going to be a tendency, Senator Moynihan, to say:
Well, we mean free trade but, and then start excluding A, B, C, D,
E. And I am trying to insist to my Canadian counterparts that they
lay everything we can think of on the table and that we do like-
wise and we proceed from there without beginning to constrain the
process.

The CHAIRMAN. Let’s move on, Mr. Ambassador, to 301, and
unfair; and I am sure we are going to get back to 201 and wage
differentials, anyway, in a moment. At the moment, export subsi-
dies and dumping are the two principal unfair trade practices more
or less recognized by the civilized trading world. Is that right?

Ambassador YEUTTER. Yes, and there are some others, quota pro-
grams for example, and the use of standards in a trade constrictive
way when there really isn’t a health or safety issue involved. So,
there are a number of those, but the principal violations in terms
of trade impact are undoubtedly subsidies and dumping practices.

The CHAIRMAN. Yes. Now, under the present law, let alone any
new law we may enact, the administration, if it wanted in the ad-
ministration could define certain foreign trading practices as
unfair trading practices, if they chose to do so, even though by
international covenant or otherwise they have not been defined as
unfair trade. Should we start down that road?

Ambassador YEUTTER. To a certain degree, Mr. Chairman, we do
that today under section 301.

The CHAIRMAN. What are some of the areas in which we do that?
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Ambassador YEUTTER. Basically, section 301 has language that is
sufficiently broad that we can make a unilateral definition. One
area in which this theoretically could apply would be the stumpage
kind of question in Canada. _

The CHAIRMAN. I understand we can do it. Have we done it?

Ambassador YEuTTER. Should we?

The CHAIRMAN. No, have we?

Ambassador YEUTTER. In a sense. For example, we just filed a
section 301 case against Korea on services, which is an area that is
fqncc:lvered by the GATT. So, there is an area in which we have de-
ined——

The CHAIRMAN. We are saying that their preclusion of our serv-
ices in Korea is an unfair trade practice?

Ambassador YEuTTER. Correct.

The CHAIRMAN. And if we wanted, under 301, we could probably
say wage differentials are an unfair trade practice, if we wanted t
start down that road. :

Ambassador YEUTTER. Perhaps.

The CaAIRMAN. We could probably say that Taiwan’s copyright
practices are an unfair trade practice.

Ambassador YEUTTER. Correct.

The CHAIRMAN. What will happen if each country starts down
the road of defining what some other countries’ practices are and
says that that is unfair? You alluded earlier that if we tell Canada
how to price timber or we tell Mexico how to price gas, they will
start telling us how to price electricity. And we have, as you are
well aware, in many of this country heavily subsidized electricity.
What happens if each country starts doing that?

Ambassador YEUTTER. That is the point I was alluding to in my
colloquy with Senator Long. Obviously, that could lead to a very
chaotic situation. That, of course, is the rationale of establishing
the GATT in the first place and is also the provocation for my com-
ments today that the GATT is demonstrating its inadequacies. As a
result of the inadequacies and shortcomings, nations like the
United States are moving away from the GATT and establishing
their own rules in areas like services; and if we begin to move
down that road, we will have innumerable numbers of nations es-
tablishing their own standards of conduct in this area; and it will
clearly be a very chaotic situation.

The CHAIRMAN. Then, what do we do, though, if you cannot get
international agreement? It is clear that you are not going to get
international agreement that wage differentials are an unfair prac-
tice. The countries that have low wages simply couldn’t enter into
it. I doubt if you are going to get them to agree that they have got
to adopt our form of antitrust laws or that that is an unfair trade

ractice. Yet, what do we do in situations like co&yright f)irating or
ike inability to get into the services area in Korea? I know we
have filed 301 cases. In essence, we are there unilaterally saying
that those are unfair trade practices.

Ambassador YEUTTER. That is correct.

The CHAIRMAN. Now, where do we draw the line for ourselves on
ourselves?

Ambassador YEUTTER. It does seem to me, Mr. Chairman, that
we have to protect our own interests in this country so that we are



59

not being maltreated by other nations; and if we find it impossible
to do so under the GATT, or whatever international mechanisms
exist, then we have really three choices: the pluralateral route, the
bilateral route, and the unilateral route.

The CHAIRMAN. There aren’t many others. True.

Ambassador YEUTTER. Yes.

The CHAIRMAN. Senator Danforth.

Senator DANFORTH. Mr. Yeutter, I think the answer is that we
draw the line by never drawing it. That is, the basic policy of our
Government has been—hopefully it is different now under the new
trade program—but the basic policy is that we don’t retaliate
under section 301, that we might file a case, but we don’t retaliate.
And we don’t file all that many cases.

Ambassador YEUTTER. We have retaliated once since I have been
here. That is the citrus case; and I would not be at all surprised if
we retaliate some more and maybe, in some cases, very soon. I am
told, Senator Danforth, that we have got demonstrations in Seoul
today because there are some in Korea who feel that we are taking
too harsh a stance with them on trade issues.

Senator DaNForTH. I think, in general, the question is about the
administration’s new stated approach to trade. That is, whether it
is simply going to be stated or whether it is going to be a true
policy. I don’t think that section 301 is going to have any credibil-
W if all we do is issue statements from the East Room of the

hite House about how we are going to use it, or if all we do is file
cases without ever retaliating. We are going to have to retaliate. I
wanted to say to you that this national trade estimate is something
that has been very dear to the heart of Senator Bentsen; I think it
was his idea. It was part of the 1984 Trade Act, and I think a very
important addition to the 1984 Trade Act. I was very gleasantly
surprised b{ it. I think that it is a good first edition of what I hope
is going to be an annual event. I only have two comments on look-
ing at it. One is that I would hope in the future, under the section
“Estimated Impact,” we could at least make a try at quantifying
what the impact of barriers are on lost sales opportunities for the
United States—just some effort to try to quantify it. And the
second comment that I would have i1s that if iou just thumb
through these actions taken or proposal to be taken and look at
them, it appears as though the actions are to talk about it. Again,
the credibility of section 301 ultimately will lie on the ability to use
it. If a referee blows his whistle and never walks off the yardage,
pretty soon the game is going to deteriorate; and I think that that
is what has happened.

Ambassador YEUTTER. I agree with that, Senator Danforth; and I
also believe that we need to make sure we develop a process that
will continually feed in new entrants to that list because I am sure,
as you are, that there are a lot of unfair trade practices out there
that just haven’t been filtered into the Government.

Senator DANFORTH. Right. You don’'t want just a mountain of
complaints that you never do anything about. The idea is key—no-
torious really—unfair trade practices that have a significant effect
on trade. Then, what we are going to have to do is to fit in place a
systematic approach to getting rid of them.

Ambassador YEUTTER. Yes.
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Senator DANFORTH. And if we don’t get rid of them, we have to
retaliate at least on a selective basis, not retaliate against a hun-
dred different practices all at once. No, and nobody is suggesting
_tfl;lat. You are going to have to pick some in order to gain credibil-
ity.

Ambassador YEUTTER. I fully agree with that, Senator Danforth,
because if we are just a paper tiger, nations will continue to pro-
crastinate.

Senator DANFORTH. Back to the question of 201, and also your
comments about the ﬁresent state of GATT. I just made a futile
effort on the floor of the Senate to oppose the textile bill. I thought
it was a terrible bill, and I made the argument against it. I will tell
you basically what the argument was. The basic argument was
that the international trading system works, that it is worth pre-
serving, that this is a blockbuster of a bill, that it deals with not
simply one sector of the economy but with the basic trading system
itself. It is a blockbuster. It affects that trading system. It attacks
that trading system. The trading system is worth preserving: We
make it work in the United States, and it can be utilized to the
benefit of the American people. I further argued that, in addition
to making the trading system work, there are remedies available to
aggrieved industries short of specific quota legisiation. And of
course, those remedies—that remedy really-—has been section 201
of the Trade Act. There has to be some way of deflecting the pres-
sures that we are going to continually feel, and we saw them in
this bill: textiles, shoes, copper, all lumped together. And there
could be a parade of others: lumber, semiconductors, machine tools.
It is unlimited; it goes on and on and on; and if we cannot deflect
those pressures into something that is Fart of the system and say
the system works and can take care of them, then the pressures
will be unending, and they will be unbearable. A vote of 60 yester-
day will grow to a vote of 70 a year from now when the trade defi-
cit is well over $150 billion headed to $200 billion; and it is going to
become unbearable. That is the problem with the administration’s
shoe decision. That is why we are going to have to, in my opinion,
take some discretion away from the administration, although not
totally; it is going to be a fine line. We had this debate, a sort of
miniature debate, on the floor of the Senate yesterday. Senator
Evans said don’t take any discretion from the administration. Sen-
ator Cohen said that, in the amendment that I offered, too much
discretion was given to the administration. It is a line; but I will
say this right now: The perceived position of the administration is
let them eat cake: Section 201 is not available, and fyou have op-
posed the extension of trade adjustment assistance. If an industr
is in trouble, if it cannot compete, don’t just phase it out: just let it
drop—sink or swim—Darwinism. And that is not going to sell po-
litically. It is not sustainable. If it is good Adam Smith economics—
I mean, I don’t think it is good economics—but if it is, if the people
who wear the Adam Smith neckties around town think that this is
just a wonderful idea, it may be to them; but they don’t run for
office. You don't see people who run for office wearing Adam Smith
neckties. [Laughter.)

I mean, we have to take care of problems, manage problems; and
we shouldn’t be doing it all in Congress. We shouldn’t be doing this
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in Congress; the administration should be doing it. But when the
administration stonewalls, when its idea of trade policy is really
trade doctrine, trade ideology, which is inflexible and unable to ac-
commodate the pressures that we receive, then quota legislation
will continue to come down the pike. So, what we are going to do is
to try to hedge in the President’s discretion. Now, you will oppose
it. I know it is further veto bait. A lot of people will oppose it. Sen-
ator Packwood will optpose it. But the two options cannot be: ramp-
ant protectionism enforced by crazier and crazier legislation to
come onto the floor of the Senate and the House, on one hand, and
simple textbook ideology on the other hand. There is no future in
that. There is no future in that. The Reverend Danforth has
preached his sermon. [Laughter.]

Ambassador YEUTTER. If I may just respond for a few seconds on
that, Senator Danforth, I really believe that is a misrepresentation
of the administration’s view—not a personal misrepresentation by
you, but the perception that allegedly exists with respect to the ri-
gidity and inflexibility of the administration is, in my judgment, in
error. I really believe that there is greater flexibility and pragma-
tism there and not quite as much ideologically positioning on the
far end of the spectrum as might be viewed in your comments, Sen-
ator Danforth. I hope that we are a little more realistic than that.
And I really think that even the record on the administration of
section 201 over the last 4%2 years would belie that evaluation. I
covered all that in my testimony today because I assumed that
would be of interest to you.

The CHAIRMAN. You granted three out of five, as I recall.

Ambassador YEUTTER. Yes; and of all the cases that have come
up, as I recall there were 11 cases—6 of them in which the U.S.
ITC found no injury, and that left five in which injury findings
were made. The only two rejections out of the five were footwear
and—I have forgotten the other one now—copper. Yes, footwear
and copper. In copper—and copper precedes me—there were very
strong indications that there would be more jobs lost than gained
in that one. So, it seems to me, Senator Danforth, that Section 201
has worked reasonably well over the last 42 years. So, I would say
the situation is not quite that bleak. The other comment I would
make is that all of this together—all of us collectively as Govern-
ment have to make a judgment call, at some point in time, as to
how much we, the Government, should do and wish to do for indus-
tries that lose their international competitiveness. We could obvi-
ously preserve them all, preserve every job, no matter what the
cost. That would be the other end of the spectrum. We could do
that in a lot of ways, including shifting to the system that prevails
in the Soviet Union and elsewhere; but I know you don’t want to
go that route and neither do 1. So, the question is: Where on the
spectrum do we go in terms of responding to the trevail of an in-
dustry that has lost its competitiveness? And there, it seems to me,
there is a lot of room for argument and a lot of room for move-
ment. You suggested that we are pretty hardhearted in that re-
spect; and certainly, we believe in a market system and will always
do so. We think that adds some vibrancy to the American economy,
and we would like to preserve that. But at the same time, there
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may be a little more compassion available on this side of town than
what has been mentioned.

Senator DANFORTH. I will tell you this. Among the politicians—
you know, among the ones who are weighing how to vote on quota
legislation—there is a very strong perception that section 201 is
just a dead-end street. I believe industry feels that way also. And [
think one of the measures would be how many section 201 cases
are being filed. I will bet that you are not going to have too many
others who will wade into the thicket that the shoe people got into.
I would like to be convinced.-1 would say this. We are going to be
wrestling with this. We are going to have some proposed legislation
in the very near future, hopefully next week, dealing with a lot of
things, including section 201 and its future. It seems to me that one
of the tests that should be established for the willingness to provide
section 201 relief is whether the industry is able to regroup and re-
build and set itself on a path that is heading somewhere. If it is
just a matter of throwing a few matchsticks and toothpicks to
somebody who is going under anyhow, that is one thing. On the
other hand, if a plan can be created that offers some future for an
industry, then I think that there should be a possibility—certainty
really—of at least limited relief, at least for a 5-year period when
you would say: take this plan which is believed to be workable, put
it in place, and let’s see what happens. Let's give you a chance to
survive. Let’s not just prematurely decide that you are not competi-
tive, and let you go under without so much as waving you goodbye.

The CHAIRMAN. Now, I want to ask Jack a question. In that case,
why have these industries not been able to adjust before? They
can’t be blind. They have seen the competition coming. It is not
like all of a sudden they need 5 years. They have seen it coming
from 1960 and 1965 and 1970, and we started with the multifiber
agreement about 17 years ago or 15 years ago. Why are they
unable to adjust?

Senator DANFORTH. Let me say that I think the situation in
trade has changed very, very rapidly. You can see that in the num-
bers. Just in this decade, there has been a huge change in the
trade deficit and very rapid changes that can affect certain indus-
tries and cause them to go under very, very quickly. You know, I
think that there are some perpetual weaklings. I think that there
are some industries that have really just been crying for a long
time without trying to pull themselves together. That is the kind of
{)hling that should be weighed in determining whether there is via-

ility.

The CHAIRMAN. Didn’t shoes get three years of relief under presi-
dent Carter?

Selhator DaNnrorTH. Shoes did, I think, and then it wasn’t re-
newed.

Ambassador YEUTTER. And in adjustment assistance, it is really
earlier than that now, all the way back to the Ford years. So, there
was some kind of assistance from about 1976 or 1977 through to
1981, either adjustment assistance or the VRA's.

The CHAIRMAN. And these are low-wage industries by and large,
or at least they are certainly not high-wage industries that we are
talking about. You alluded to a couple of high-wage industries, one
of which was steel, in which you said that the cost of labor was
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simply greater than the productivity. Let me ask that question in a
slightly different way. In essence, are you saying that the Ameri-
can steel industry for a long period of time, and the United Steel
Workers, did not really care what wages they paid so long as they
all paid the same wages and there was no import competition?

Ambassador YEUTTER. That is precisely correct. There seemed to
be no recognition of the international competitiveness of that in-
dustry until a very recent date. And as I put it, Senator Packwood,
when someone discussed with me the closing of a plant not too long
ago because the laborers in that particular plant did not want to
reduce their wage demands, my comment there was that, as be-
tween $12 an hour and a 40-hour work week and $18 an hour and
no work, I think I would rather have the $12 an hour and a 40-
hour work week. At some point in time, those $25, $30, and $35 per
hour wages get one in trouble.

The CHAIrMAN. I have not reread the testimony lately, but I re-
member when we first put into effect the automobile mileage
standards after the 1973-1974 boycott, we were putting them into
effect from the standpoint of energy conservation, strongly opposed
by the auto industry for two reasons. Even though they had until
1985 to meet the 27.5 miles per gallon standard, one was that they
couldn’t make it by that time. They said from an engineering
standpoint, they couldn’t do it by that time. Clearly, they could.
Two of the companies had some trouble. Now, that was not because
they couldn’t make it; the market didn't want to buy their cars
right now. The other argument was that the public didn’t want to
buy cars like that, anyway, and this was taking the decision out of
the marketplace. Now, this was not 1955 when the only foreign
cars we had were a few Rolls Royces and funny-looking little bugs
that were driven by funny-looking little people. [Laughter.]

The CHAIRMAN. This was 1975, and we already had lots of Volks-
wagen competition and a fair amount, at that stage, of Japanese
competition; and the industry was still saying that the public didn’t
want those kind of cars. And then, by 1978, 1979, and now, they
want domestic conteni. They want voluntary restraints. Are we to
protect industries that make those kinds of mistakes when they
just say that the marketplace doesn’t want that? Do we give them
5 years to adjust from their own mismanagement?

Ambassador YEUTTER. It seems to me tbat that is a very critical
question in this entire section 201 debate, Senator Packwood. I
would answer it by saying the following. It does not seem to me
unreasonable in a capitalistic economy with a market-oriented base
to expect industries and firms to learn how to compete and survive.
It seems to me that-that has been the heart of this country’s eco-
nomic system for 200 years, and it has served us well. Therefore, it
that be correct, then it is the exception that must be justified; and
that is really the heart of section 201 in which the Government of
the United States, the Congress, and the administration conclude
that there are some exceptional cases, that there are instances in
which the Government ought to help, where the adjustment just
doesn't take place for some unique reason that merits the Govern-
ment injecting itself into that capitalistic process and providing
some hefp. But that should not be the routine case; it seems to me
that that clearly should be the exception rather than the rule. My
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fear here is that we are contemplating moving toward making sec-
tion 201 the rule rather than the exception; and that gets us a long
way away from the kind of economic system we have know for 200
years.

The CHAIRMAN. Mr. Ambassador, I am going to excuse m.vself
and go off to the conference that is starting on the Gramm-
Rudman debt ceiling provision; and hopefully, if we adopt that,
that will help the value of the dollar and make us more competi-
tive. I am going to let Senator Danforth finish, and I thank you
very much.

Ambassador YEUTTER. Good luck.

The CHAIRMAN. Thank you.

Senator DANFORTH. I won’t keep you long, except to say that, ob-
viously, the question should not be one of always providing relief
versus never providing relief. From the administration’s vantage
point, Congress is about to take the position that this should be the
rule rather than the exception. From our vantage point, the admin-
istration is so tough on this issue that it is really the extreme ex-
ception and 201 amounts to nothing. I would make one observation
to you. This is an international system we are in. Other countries
provide import relief for troubled industries. Other countries target
infant industries for special protection and coddling and for future
openings into other countries’ markets. Section 201 isn’t some
strange anomaly created by a bunch of oddballs in Congress. Sec-
tion 201 is provided for under article 19 of GATT. If we are going
to be competing with the rest of the world, it doesn’t seem reasona-
ble to me for us to be developing a rigid ideology, if that is what we
are doing, while the rest of the world is most willing to be highly
pragmatic and fostering whatever they want to in their own coun-
try.

Ambassador YEUTTER. But, Senator Danforth, what I find hard to
understand in this debate is how people here on Capitol Hill have
come to the conclusion that the administration is inordinately rigid
in this area when there have been only two section 201 rejections
in 4 years and 8 months,

Senator DaNrForTH. Clayton Yeutter, you and I have discussed
this in my office, and you have agreed with me.

Ambassador YEuTTER. Which part? [Laughter.]

Senator DANFORTH. That it is extremely difficult for any industry
to get import relief from this administration.

Ambassador YEUTTER. But not impossible. That is a very impor-
tant point. I feel very strongly that—you know, I believe in a cap-
italistic system, and I believe in the desirability of competition. I
spent a lot of years out there learning how to survive and survived
pretty well; and I think that is what makes this country strong. I
think the burden of persuasion should be very strong. It just seems
to me that gives vitality to the system. I am going to give you an
example—a contrast in Mexico. I have just been down there a
couple of times recently and had discussions with their top econom-
ic officials. They have concluded, properly in my judgment, that
they have been too soft on their own domestic industries. They
have been too willing to give import relief. Therefore, their indus-
tries have not become internationally competitive. Someone said to
me there—and I won’t quote the source—that our problem is that
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we are not internationally competitive in anything, and we have
not provided an environment that has fostered our own interna-
tional competitiveness. It seems to me that we have got to be care-
ful about that.

Senator DANFORTH. I am no protectionist. I am not advocating
protectionism. I think that that is the road to nowhere. I don't
think that we should go to the role of Mexico either. All I am
saying is that there has to be a willingness on the part of the ad-
ministration or on the part of the system itself to accommodate
these pressures to provide at least some reasonable possibility that,
if you have a viable industry, you can keep it going for a while.

Ambassador YEUTTER. Import relief, as you know, Senator Dan-
forth, was granted in three of those cases—three out of the five,
that came to the President. Now, the burden of persuasion was
high in all those cases, but it happened—and steel being the big
one. That wasn’t done through the 201 process, but essentially the
same result was achieved. So, I think it is unreasonable to charge
the administration with being inordinately rigid.

Senator DanrForTH. All right. We will have many chances to
argue this point. Thank you, Mr. Ambassador.

Ambassador YEUTTER. You bet.

[Whereupon, at 12:47 p.m., the hearing was adjourned.]

[The following communications were submitted for the record:]
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OVERSIGHT HEARINGS ON U.S. TRADE POLICY
STATEMENT OF MITCHELL J. COOPER IN BEHALF OF THE FOOTWEAR DIVISION
OF THE RUBBER MANUFACTURERS ASSOCIATION

The Rubbexr Manufacturers Association is the trade association
which speaks for producers of most of the rubber-soled footwear
with fabric uppers and waterproof footwear manufactured in this
country.

Rubber footwear imports have gone from 33 million pairs in
1964 to 124 million in 1984, During this period domestic shipments
have shrunk from approximately 178 million to 80 million pairs.

In short, fabric-upper rubber-soled imports have increased from
15.2% of the market to 61.8% over the past twenty years, and water-
proof imports have increased from 19.9% to 56.2% of the market over
the past ten years (The Government did not collect figures for this
segment of the industry prior to 1975). In the past ten years em-
ployment in this industry has been reduced by 50%, These develop-
ments have occurred despite the fact that rubber footwear duties
are high and were not cut in either the Kennedy or Tokyo Round of
GATT negotiations.

More than 90% of all rubber footwear imports come from three
Far Eastern countries, Taiwan, Korea, and the People's Republic of
China, where labor rates are so low that the relatively high duties
applicable to rubber footwear have not been able to stem the tide
of foreign competition.

I suggest that the time has come for the United States to
address the question of whether labor conditions and wage rates

prevailing in the Far East require a redefinition of what is "fair"
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and "unfair" trade, The vast disparity which exists in labor
costs for this industry and ~its import competition has resulted
in an erosion of domestic production which now threatens the sur-
vival of rubber footwear manufacturing in this‘country. Nor
would the removal of foreign trade barriers or the restoration

of the dollar's traditional value have a meaningful impact on
this industry. We can no more hope to compete effectively with
Taiwan, Korea and the People's Republic of China abroad than we
can in our own market, and the currencies of Taiwan and Korea are
tied to the United States dollar,

The United States must grapple with the question of whether
it is in the national advantage to retain such state-of-the-art,
labor-intensive manufacturing industries as rubber footwear. If
the answer to this question is in the affirmative, it will be
necessary to redefine concepts of fair trade so as to impose
some kind of reasonable limit on the imports of such labor-
intensive products until and unless there is a substantial narrow-
ing of the existing gap in labor coats.

A8 a possible first steﬁ toward the resolution_of this prob-
lem, we recommend that aiy new multilateral trade negotiation be
preconditioned on the willingness of its participants to broaden
the concept of subsidies so as to include a consideration of

fair minimum labor standards.
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STATEMENT OF HARRY FIRST
PROFESSOR OF LAV
NEW YORK UNIVERSITY SCHOOL OF LAW
on

DISTINGUISHING BETWEEN “FAIR" AND “UNFAIR" TRADE PRACTICES
OF FOREIGN COUNTRIES

For Oversight Hearings on United States Trade Policy
Senate Committee on Finance

November 14, 20 and 21, 1985

Mr. Chairman and members of the Committee, I ar submitting
this Statement in the hope that I can assist the Committee in its
effort to set an overall framework for United States trade
policy. My area of specialization is antitrust law,l and over
the past several years I have become increasingly concerned about
the application of antitrust principles in an increasingly
internationalized economy. In 1983-1984 I was & Fulbright
Research Fellow in Japan and a Visiting Professor on the Faculty
of Law of Sophia University in Tokyo. During that period I
engaged in research on the content and enforcement of Japan’s
antitrust law; this study enabled me to gain a greater apprecia-
tion of how antitrust enforcement relates directly to US concerns
over foreign trade and trade policy.

My ressarch subsequently came to the attention of the
American Natural Soda Ash Company (“ANSAC"), a Webb-Pomerene
Association whose purpose is to enable US soda ash firms to

compete mora effectively abroad, ANSAC believes, as do I, that

1 A copy of my curriculum vita 13 attached.
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graater attention to the enforcenent of foreign antitrust laws
must be an important component of US trade policy. Accordingly,
ANSAC requested that I prepare this Statement to elaborate on
this view,

My Staterent is divided into thres parts. In Part 1,1
discuss the importance of focusing on private unfair trade
practices and the failure of foreign governments te invoke their
own laws to stop these activities. In Part II, I suggest that U3
antitrust law offers some useful guidance in determining what
practices should be considered ‘“unfair.” In Part III, I offer
some tentative suggestions on how the inited States might
increase the enforcement of foreign antitrust law by foreign

governaents,

I begin with an often neglected point. Trade is carried out
by business firms, not by governments. Although there is, 1in
each country, a varying amount of governmental involvement with
these firms, including, of course, outright ownership, this
should not obscure the importance of examining the behavior of
business firms as distinct from the behavior of government.
Business firms around the world make numerous decisions which may
have a significant impact on the ability of US firms to compete:
these decisions can involve the purchasing of inputs, the »ricing

and distribution of outputs, mergers and consolidations, joint
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ventures, the acquistion and licensing of technology, the
participation in industry groups which set standards or establish
the “"rules of trade.”

In recent years our trade policy has been concerned with
such activities mainly to the extent that we could connect then
to government action. Indeed, the press release calling for
these hearings requests comment on how to distinguish between
“fair" and “"unfair" trade i1n the context of a legislative focus
“on the ‘unfair’ trade practices of foreign nations™ (emphasis
added). This focus leads us, first, to overestimate the impor-
tance of foreign government ministries in controilxng trade; and,
second, to underestimate the significance of collusive behavior
by private firms, which can at times effectively control ioreign.
markets to the detriment of US firms and all consumers. The
result 1s a deflection of our trade policy. When ministries like
Japan’s Ministry of International Tradse aAQ Industry (MITI)
bemoan their lack of power to control today’s markets we are left
with no remedy other than to disagree with their agsessnent abd
ascribe to government a power which it might not have.

This brings me to my second, and even more neglected, point,
To say that the conduct of foreign private firms might be at
lasst as significent a barrier to foreign trade as foreign
government policy does not mean that government policy is
irrelevant to private action. On the contrary, there is a very
significant relation between government policy and private firnm

behavior, .but i1t 1s a relation we miss because it does not occur.
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This 1s the failure of foreign governments to enforce their own
antitrust-type laws, laws which, 1f enforced, could open markets
to competition. Governmental willingness to allow cartels to,
for eranmple, exclude foraign competitors, or fix high resale
prices, or Jjointly cut prices to gain control of an industry, is
just as much government policy as any decision to grant the
industry a subsidy or tariff protection. Indeed, the econonmic
benefits to the private firms are ptecxsely-the sane,

Our disinterest in foreign antitrust enforcement springs
from a number of factors. For one, I think we underestimate how
many governments have adopted antitrust provisions. Antitrust
laws have Dpeen adopted by a majority of the twenty-four members
of the Organization for Economic Cooperation and Development
(QOECD), a group which includes not only Western European coun-
tries, but Japan, Australia, and New Zealand. The European
Community has a transnational s&ntitrust law, established 1in the
Treaty of Rome 1n 1957. Other members of the antitrust club
include countries as diverse as Korea, Taiwan, Argentina, Brazil,
and India.2 Although many of these laws may have been adopted
with US. encouragement, we should not thersfore assume that these
antitrust laws nust be legal! orphans 1in their new foreign
countries, The opposite, in fact, is true, - Each country has
placed 1its aun stamrp on its antitrust laws; in some countries,

such as Japan, the legislatures have strengthened the original

2 Foreign antitrust legislation 1s described "in 2 W.
fugate, Foreign Commerce and the Antitrusi Laws 359-401
(3d ed. 1382).
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provisions. We thus need not feel embarrassed about urging these
countries to enforce their own laws.

Another reason for our disinterest is that we have lost
sight of how the antitrust laws can be used for business. The
growth in foreign antitrust legislation was in part a post-World
War II phenomenon, responsive to the lessons learned at the tinme.
We saw that the private cartel movement had been allied with the
growth of totalitarianism;3 and that cartels hurt not only
consumers but also deprived businesspeople of econonmic autonouy.4
These concerus have faded from our view,. Today, U; antitrust
enforcement policy views antitrust as being more often harmful
than helpful to the economy or to business firms.

Current devotion to a laissez-faire antitrust policy,
however, assumes a relatively open economic system.- Whatever the
truth of that in the US, foreign ééononxc systems are often not
very open, particularly to outside competition. A case in point
is the soda ash nmarket in Japan. In 1983 Japan’s Fair Trade
Commission brought a proceeding agasinst four Japanese firms which
manufacture synthetic soda ash =zad import natural soda ash into

Japan (the "Soda Ash Cartel case”).9 This was one of those rare

3 See, e.9., G. Stocking & M. Watkins, Cartels nr
Competition? 286-89 (1948),

4 This point is made with great force in E. Hadley,
Antitrust in Japan (1970).

S The case is explored more fully in First, Japan’s
Antitrust Policy: Impact on Import Conmpetition, in
fraqile Interdependence: Economic Issues in the Japan-
U.S, Relationship (7. Pugel & R, Hdawkins, eds.,
forthcoming): a relevant excerpt from this paper 13
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cases in which Japan’s government, after prodding from the US
Embassy in Tokyo, took antitrust action against a cartel of
Japanese competitors. This <artel had been restricting imports
of natural soda ash for a decade. 1In the year following entry bi
the FTC’s order, soda ash imports increased from 58,000 tons to
126,000 tons. This was testimony to the usefulnass of foreign
antitrust law enforcement to US business in opening markets--as
well as the usefulness to Japanese consumers who were aow able to
buy the preferred product.

The Soda Ash Cartel case is one of the few examples where we
have forced a foreign government to alter its policy of weak
antitrust enforcement and police the conduct of private firns,
It is also an example of how it may be as difficult to get an
uncooperstive government to enforce its antitrust laws as it is
to get it to change other government policies which protect
rarkets and hinder competition. It turns out that the relief
order the FTC entered in the case was distressingly inadegquate.
The United States Trade Representative’s most recent National
Trade Estimates Report shows that the US industry’s share of the
rarket will decline from 17 percent in 1984 to 15 percent in
1985, and the US government must once again ask .Japan’s FTC to
enforce adequately its antitrust law in this area. Thus, the Soda
Ash cartel case stands as continuing testimony to how the

comrbination of clearly private cartel behavior can intersct with

attached to this Statement, 1infra.
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passive government enforcenment, thereby cresting an "unfair trade

practice of a foreign nation,™

11

We have spent nearly 100 years in the United States trying
to distinguish "“fair" and “unfair" trade practices, trying to
decide what might be beyond the bounds of perrissible coapeti-
tion. All too oftan in this debate the term “fair"” has been a
code word for protectionisa. There were twenty-thrae volumes of
Codes of “Fair Competition™ adopted between 13933 and 1935 under
the National Industrial Recovery Act, codes which reflected “the
businessman’s ethical principle that the price cutter is a
‘chiseler.’"6 The "Fair Trade"” movement sought to relieve snall
retailers from prace competition by allowing resale price fixing:
this departure froa normal antitrust principles lasted nearly 40
years.7 Thus, the usual antitrust view is that what some sellers
perceive as “unfair™ competition is really oniy hard competition.

"Fairness" having been given a bad name, some would prefer
to delete the concept from antitrust consideration. 1 would take
a different view. I believe that our antitrust experience shows
the importance of retaining some concept of "fairness™ in the

operation of our economic system; but this experience also

6 J. Dirlam & A, Xahn, Fair Competition: The Law and
Econonics of Antitrust Policy S (1954).

7 The Miller-Tydings Act, passed in 1937, was repealed by
the Consumer Goods Pricing Act of 1975,
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suggests the limits of the concept. Nore to the point here, both
lessons may usefully be applied on the international level, where
the concept of "fairness™ samilarly is threatening to become a
code word for proteétionisn. '

1. We have not had notable success in formulating a generic
definition of “"fairness" in domestic antitrust legislation. When
Congress enacted the Federal Trade Commission Act in 1914 it gave

the FTC power to enjoin "unfair methods of conmpetition," prefer-
ring this broad approach to specifically designating certain
practices as illegal. Our experience 1indicates, however, that
the FTC has stayed fairly close to businmess practices considered
"anticompetitive” under traditional antitrust standerds. Even
when the Supreme Court affirmed the Commission’s power to apply
its mandate "like a court of eguity“ and consider “public values"
beyond those of the antitru#t laws, the Coamission did not seize
the opportunity.8

2. Rather than a broad generic approach to “fairness," we
do better with a focus on fairness as it relates to specific
practices in a system of marketplace competition. 0f course, we

still need some overall guidance for the concept of fairness.

Dirlam and Kahn, in their book Fair Competition, suggest that

“{flair competition 1is supposed to promote efficiency, and it is

hoped that rules of fairness will ensure the preservation of

& See FIC v, Sperry & Hutchinson Co., 405 U.5, 232, 244
(1572).
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competition iteslf."9 This guide thus encompasses two benchmarks
for fairness--the promotion of efficiency and the maintenance of
a competitive process. The rules we adopt for international
competition should seek efficient outcomes through the competi-
tive process. They should be directed at providing the opportu-
nity for all sellers to reach the market, so that competition “on
the merits" can occur and the most efficient producers succeed, 10

3. Without providing a laundry list of every practice which
US courts have found to be anticompetitive, I think that there
are certain practices which have historically been condemnad
because they "deprive . . . rivals of a fair opportunity to
compete."11

a. Boycotts -- where members of an industry try to exclude

competitors by jointly refusing to deal with them or by

jointly using their power to coerce others to refuse to deal

with them;12

b. Exclusive Dealing -- where a significant percentage of a

market is foreclosed to outside suppliers by virtue of long-

9 Dirlam & Kahn, suprs, at 18,

10 compare, e.g9., Northern Pac. Ry. v. United States, 356
U.S. 1, 6 (1958) (evil of tying is that "[clompetition
on the merits with respect to the tied product is
inevitdbly curbed").

11 Brown Shoe Co. v. United States, 370 U.S. 294, 324 (1962),

12 See, e.q., Montague & Co. v. Lowry, 1903 U.S. 307 (1904).
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term supply contracts,13 or by virtue of ownersh:ip integra-

tion;ld

¢. Tying and Reciprocal Dealina -- where sellers (tying) or

buyers (reciprocity) condition sales or purchases on the

acceptance of a less-desired additional product:15

d. Bottleneck and Monopolistic Refusals to Deal -- where a

nonopoly buyer or seller uses it market power in the

ronopolized segment of the market to adversely affect

competition at a potentially competitive level;16

e. Predatory Atteapts to Monopolize -- Where a monopoly

selier, or group of sellers, attempt to exclude an equally

efficient competitor from the market, with the intent

thereafter to obtain monopoly profits.l?

4., There are, of course, many governmental policies
affecting trade which do not deal directly with opportunities tol
compete, but can give protected {irmg an advantage. over US

competitors; examples include tariffs, subsidies (whether through

13 see, e.g., Standard 0il Co. of California v. United
States, 337 U.S. 293 (1949) (exclusive dealing).

14 see, e.9., Brown Shoe Co. v. United States, 370 1.5,
294 (1962) (vertical integration).

5 See, e.g,, Jefferson Parish Hosp. Dist. No. 2 v. Hyde,
104 S. Ct. 1551 (1984) (tying); Betaseed, Inc. v. U.&I.
Inc., 681 F.2d 1203 (9th Cir. 1982) (reciprocity).

16  see, e.9., Otter T3il Power Co. v. United States, 410
U.s., 366 (1973).,

17 See, e.g9., Borden, Inc. v. Federal Trade Comm’n, 674 X
F.2d 498 (6th Cir. 1982); R. Posner Antitrust Law: An

Economic Perspective 183 (197s).
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direct expenditures or 1nd1reci1y through the tax systen), access
to technology, and government procurerent. Whether these
advantages are ‘"unfair” often depends on the extent to which US
firms receive similar advantages in US nquets; ‘this 1is the
subject of much dispute, and our own practices often weaken our
arquments against them in other countries. The antitrust view of
fairness is not subject to a similar charge. All firms operating
in the U5 are entitled to, and receive, these protections.
Private cartels face severe restrictions if they attempt to
exclude competitors from markets. Application of antitrust rules
in foreign countries, under legislation similar to our own, can

produce a fairer trading system in which we ask only the same

opportunity to compete that we offer others here.

“Fair trade"” is trade in marketa where private firms are
adequately policed by government to insure all the opportunity to
compete. fairness relates to the process of competition. It

does not insure results.

Once we see the connection between private anticompetitive

behavior and governmental policy which tolerates such behavior,
several approaches suggest themselves. At a minimun, US trade
negotiators mu;t put antitrust enforcement on the agenda of trade
talks. I am pleased to see that this 1s being done 1in Japan with

regard to =several specific 1ssues. This approach should now be
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generaltzed by paying greater attention to private firm behavior
in those countries whose markets have been difficult to pene-
trate. -

The step after trade negotiations 1s trade leqislation.
Qbviously, this presents difficult problems, both in assessing
the adequacy of foreign antitrust enforcement in light of
concerns over oxcessive intrusion into sovereign l;w enforcement
prerocgatives; and in deciding what US sanctions are appropriate.
Proposals to 1include 1inadequate antitrust enforcement under
Section 301 of the Trade Act of 1974 are certainly one possi-
bility, Whatever the approach, however, care must be taken to
write legislation directed at specific practices rather than a-
generalized directive that foreign countries enforce their
antitrust laws. The core unfair competitive practices described
above would be a good start, and would avoid the trap of condenmn-
ing nothing while appearing to condemn all.

Concentrating attention on private cartels and foreign
antitrust enforcement will not solve all unfair trade problenms.
Industries which find it difficult to compete -- whether because
of unfavorable exchange rates, high labor costs, or inferior
technology -- will not be helped by being given a fair opportun-
ity to conmpete in foreign markets. This aspproach will help only
those US firms whose products can be successful in foreign

narkets. These are our winners. We should give thea all the

help we can.
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Attachment to Statement of Harry First
Submitted For Oversight Hearings on United States
Trade Policy
Senate Committee on Finance

November 14, 20 and 21, 1985

Japan's Antitrust Policy: Impact on Import Competition

- By Harry First?*

Thé thesis of this paper is that the failure of Japan's
Fair Trade Commission to more vigorously enforce Japan's
Antimonopoly Act has adversely affected the ability of
imports to compete effectively in Japan. This policy of
inaction is government policy. Just like tariffs or
targetting, it deserves the attention of those interested
in opening Japan's markets to U.S. firms as fully as U.s.

markets are open to Japanese firms.

* Professor of Law, New Ycrk University School qf Law.
The author wouldllike to thank Richard W. Rabinowitz, Esq..,
for his nelpful comments on an earlier draft. -

© 1985 by Harry First.
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II

Oon March 11, 1983, the Fair Trade Commission issued a
"Recommendation Decision® involving four firms which manufacture
synthetic soda ash and import natural ash. Under the Anti-
monopoly Act, a Recommendation Decision is the minimal formal
level of FTC procedure; it represents a "finding" by the FTC
that the Act has been violated, but this finding is made prior
to the initiation of any formal complaint or hearing. The
decision sets out recommended appropriate remedial measures,
along with the facts supporting the Commission's findings.

The FTC found that the four soda ash companies had vicla-
ted Section 3 of the Antimonopoly Act, which prohibits unrea-
sonable restraints of trade, that is, agreements which affect
price or limit output. These are the facts according to the
.FTC: The four defendants are the only soda ash manufacturers

in Japan. 1In 1973, following liberalization of soda ash
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imports, the defendants entered into a memorandum agreement

to prevent "disorderly importation” of inexpensive natural
soda ash. They established a joint venture, along with seven
trading companies, to build and operate a silo facility to
receive and store natural soda ash. They then agreed to import
natural soda ash, appointing four of the trading companies to
handle the actual import arrangements, and the other three to
distribute the ash from the silo to the defendants. The silos
were made available only for soda ash imported by the four de-
fendants through the trading companies. Equal commissions
were éaid to each of the trading companies regardless of the
actual amount of import and domestic sales. The silo company,
with a 30,000 ton capacity, began operations in 1975.

Although the four defendants agreed on an initial alloca-
tion of imports among themselves, they also met each December
to set the total imports for the following year. Further, the
1973 memorandum provided that in the event additional U.S.
companies wished to export natural soda ash to Japan "as new
entrants," the four defendants "would cope with the problem
jointly." Such an event occurred in 1979. At that time the
defendants caused an alteration in the import-distribution
system, switching trading company assignments around so that
two new entrants could be served by cne of the trading com-
panies which was currently acting as importer (and was part-
owner of the silo ccmpany).

The Recommendation Decision required the defendants, inter
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<alia, to end the agreement on import quantities, allocations,
price, anq distribution channels. They were also required to
"not unreasonably restrict" usage of the silos. The defendants
accepted the decision. Data provided by the FTC show that
imports of soda ash went from approximately 58,000 tons in 1982
to 126,000 tens in 1383; another report predicted an additional
40% increase for 1984.21

On its face, the Soda Ash case demonstrates how a decision
to require Japanese firms to follow Japanese law can aid foreign
firms, giving them the opportunity to compete in Japan's markets
that Japanese law is supposed to guarantee. If all the case
showed, however, was a vigorous FTC policing an aberrant sltuation
by knocking a few firms back into line, then the case would not
deserve much examination. In fact, what this case shows is the
timidity of antitrust enforcement. What it suggests is an un-
willingness to really deal with restraints on import competition,
restraints which go far beyond the soda ash agreement.

To see this point, we need to return to the beginning of
the story. The memorandum was signed in 1973; the Recommendation
Decision was not entered until 1983. What finally triggered
FTC interest? It was not the use of its substantial investi=-
gative power. Rather, it was a complaint from the U.S. Embassy
acting on complaints voiced by U.S. producers.

Next, we need to look at who was not charged--the trading
companies. It is hard to avoid the conclusion that they were

active co-conspirators. They were co-venturers in the-silo
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company. They were importing soda ash on behalf of U.S. firms,
and then selling it to the U.S. firms' competitors (all the
defendants were manufacturers of synthetic soda ash). The
importing trading companies accepted the import quota agreed
upon by the four defendants. Each of the seven then split
commissions equally without regard to individual sales, thereby
diminishing incentive to increase the sales of any particular
U.S. competitor. Finally, when new U.S. entrants appeared,
the trading companies simply swapped clients rather than break
the quota system.

Next, we need to examine the competition story sei out
in the FTC complaint. Why was the agreement among the four
companies effective in restraining import competition? After
all, the four were not the oniy consumers of natural soda ash;
in fact, only two of them used soda ash in their mangfacturing
processes. Soda ash is used in a variety of industries--bottle
and window glass, soap, crude oil refining. All these manu-
facturers were required to pay higher factor prices; presumably,
they would have preferred the lower prices offered by U.S.
importers. Why could not the U.S. firms have simply avoided
the four defendants (and their trading companies) and dealt
directly with these customers?

One explanation might be the silo facility.22Perhaps it
was an "essential facility," access to which would be required
to compete effectively. Although it seems likely th?t use of

the facility would have made it easier for new firms to enter
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the Japanese markets, there is no indication either that seller-
provided storage was a requirement for sucessful sales, or
that it would have been impossible for importers to build
their own storage facility.

The more likely explanation iies outside the story told
in the FTC decision. Apparently, the defendants, producers of
synthetic soda ash, theatened their customers with a future
refusal to deal, telling them that they would not sell to
those who now purchased from the importers, if import supply
became unstable in the future. Without this threatened refusal
to deal, the defendants could not have controlled the actions
of their customers, whose normal business interests would have
led them to seek cheaper supplies. These joint refusals to deal

violate Section 19 of the Antimonopoly Act.23

Failure to specifi-
cally charge the defendantson this ground, like the failure to
charge the trading companies, weakens the impact of the decree.
The defendants were left free to employ their most effective
weapon against their competitors.

There is a final important gap in remedy. The 1977 amend-
ment to the Antimonopoly Act made a surcharge mandatory under
the following circumstance: Whenever a firm "effects an un-
reasonable restraint of trade . . . which pertains to the price
of goods . . . or results in affecting the price of such goods
. « « by curtailing the volume of supply. . . ." This, of
course, is exactly what the FTC found in the Soda Ash case.

But it did not impose the mandatory surcharge, nor did it explain

its reasons for ignoring this statutory requirement.
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Given all that the FTC did not do, it should not be surprising
that complaints are again surfacing about the behavior of the soda
ash companies, In the year following entry of the decree, Japan-
ese newspaper reporters began telling thé Commission of renewed
threats by the defendants to refuse to deal with those who buy
imports; the U.S.-Japan Trade Study Group made a similar report .24
So far, however, the FTC has not done anything to deal with these

allegations.
III

The Soda Ash case suggests the role which antitrust enforce-
ment could play in assuring competitive access to Japan's
markets. It also shows how, even in a case in which enforce-
ment appears vigorous, enforcement is in fact far short of what
the law would allow. Of course, often the FTC is not even
this vigorous. It is ﬁrone to allow defendants Qo escape wiiﬁ
a warning, as it did in its 1984 decision regarding an agree-
ment among domestic synthetic rubber manufacturers to restrict
imports of synthetic rubber from Taiwan.sturther, there is
a strong belief in the business community in Japan that agree-
ments to restrict imports, backed by threatened refusals to
deal, are guite prevalent. The U.S.-Japan Trade Study Group
Report states that "Japanese businessmen acknowledge that such
pressure is fairly commonly applied by Japanese firﬁs 26
Published reports of this pressure have surfaced in the petro-
chemical, fertilizer, and caustic soda industries.z7So iar, the
FTC has not acted.

As important as this kind of enforcement would be, however,
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concerted refusals to deal with low-priced imports is not the
only area of weak enforcement which affects import competition.
I would like to suggest sevaral other areas in which a change
in FTC behavior could have a procompetitive effect which could
benefit the position of imports.

First is the Commigsion's failure to pay more attention to
the market for legal services, especially with regard to foreign
lawyers. At present, Japan's government has attempted to de-
flect U.S. criticism of Japan's refusal to allow U.S. lawyers
to advise clients in Japan by taking the position that this
question is one for the Japan Federation of Bar Associations, a
private trade association of lawyers. - As might be expected, the
Federation has not embraced the principle of opening its markets
to new competitors.A

The problem of allowing foreign lawyers to "practice law"
in Japan has become enmeshed in issues of reciprocity, in the
debate over whether having more lawyers in Japan will have an
adverse effect on.Japanese society, and even in neqoﬁiations
over trade frictions. Lost in this debate has been concern
with competition policy. Near total exclusion of foreign lawyers
and law firms not only adversely affects these sellers of legal
sexvices. Decrease in the number of competitors affects consumer
choice. All lawyers' services are not a deadweight loss to society;
despite the usual criticisms of lawyers, it should not be forgotten
that they do act to facilitate economic transactions, and that
they can be useful in assisting clients who wish to achieve their
business objectives. If foreign lawyers are most likely to serve

the submarket of international business clients, it may well be
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that an increase in supply and competition in this market will lead
to an increased ability of these firms to engage in eccnomic

transactiocns in Japan, and to penetrate Japan's markets.

Whether new entrant law firms would assist the entry of -
new imports, or represent current competitors (whether Japanese
or foreign} intent on blocking them, is not clear. What is clear,
however, is that the FTC has not articulated the policies favoring
competition in this area. Normal competitive analysis would at
least be skeptical of cartel control over entry of competing lawyers;
and would predict gains at least in the primary lawyers market .28
The Federation of Bar Associations does not aﬁpear to have any
legally granted antitrust immunity. An investigation of the
Federation's behavior might at least prod the Federation to adopt
a more procompetitive policy.: Instead, the FTC has left the matter
to the parties "for negotiation."

This leads to a broader category of economic policy ar'eas
in which the FTC could improve the access of foreign firms to
Japan's markets, It could act as "advocate for competition"

in those matters of economic policy which have been given to

other Ministries. This role would represent a change from the
FTC's current posture of being a ministry which directs busi-
ness, whether through guidance or orders, to end anticompetitive
behavioéa but it would not be inconsistent with the Commission's
willingness to study issues of market structure and economic
behavior. The role of "advocate for competition" should not be
narrowly conceived in terms of advocate for foreign competition;

rather the FTC should pursue a mission of seeking to increase
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competition generally in Japan's economy in much the same way
that the U.S. Department of Justice's Antitrust Division does.
Pursuit of this affirmative role, of course, would include im-

port competition. 1Indeed, in many areas, imports are the most

likely potential entrants.

There are many recent examples of policy issues in which
an active FTC role might affect the competitive position of
imports. These examples include: legislative battles over the
proper structure for a privatized NTT and Japan Tobacco and
Salt Monopoly Corporation; foreign access to VAN systems;

the entry of commercial banks and securities brokers into the
trust banking business; the type and length of protection for

computer software programs. These are significant economic
issues over which the FTC does not have direct jurisdiction;
but the FTC's institutional posture as an advocate for compe-
tition might lead cthers to pay more attention to the impact
on competition of their decisions.

The Commission has occasionally taken such an approach,29
but, unfortunately, rather than acting as advocate for com-
petition, the Commission's usual approach has been to close
ranks with other Ministries when foreign criticism arises
relating to opportunities to compete. This approach is
exemplified by the Commission's 1983 Report on *“Trade Frictions,"
in which it found virtually no competitive problems which
particularly face foreign firms. The FTC's approach was one
of looking for discriminatory barriers, rather than asking
more general questions relating to the degree of competition
in the markets studied. The general approach of advocate for
competition, however, would have uncovered competitive problems,

whose solution could benefit foreign and domestic competitors.
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Footnotes

See U.S.-Japan Trade Study Group, Progress Report: 1984,
at 69 (1984).
The importance of the silo facility is developed in Rapp,

infra.

Pursuant to section 19, which forbids “"unfair trade practices,"

the FTC has designated sixteen types of practices which fall
into this category. Designation 1 covers concérted hori-
zontal refusals to deal "without proper justification.”
Designation 2 covers unilateral refusals to deal under cir-
cums;ances which are "unjust." Designation 11 forbids
"unjustly dealing” with another party on condition that

the party “"shall not deal with a competitor, thereby tending
to reduce transaction opportunities" for the competitor.

Although it is not clear the extent to which the FTC re-~

quires proof of anticompetitive impact in such refusals

(judged, for example, by the market share of the firms
threatening the refusal), it would appear that the Soda Ash

cartel did have sufficient market power to adversely affect

competition through its threatened refusal to deal.

See U.S.-Japan Trade Study Group, Progress Report: 1984,
at 69.

See "Warning to Synthetic Rubber Manufacturers," FTC Press
Release, July 25, 1984,

U.S.-Japan Trade séudy Group, Progress, Report: 1984, at 70.
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28.

29.
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Id. at 69. See also The Japan Law Letter, Jan. 1985, at
21 (reporting that Japanese petrochemical makers are con-
sidering an arrangement whereby they would handle sales
and marketing in Japan of petrochemicals soon to be pro-
duced by Saudi Arabia); id., Nov. 1984, at 41-42 (reporting
MITI backing for such an arrangement, despite problems of
legality under Antimonopoly Act).
Note, in this regard, that restraints on entry and competition
in the legal services market go far beyond restrictions on
the ability of foreign lawyers to maintain offices in Tokyo.
As one observer has noted, "The Japanese legal services
industry is subject to a wide variety of severely antiéoa-
petitive restraints, of which the barriers to foreigners

are only one segnent--and an incidental one at that."

- Ramseyer, Rethinking Regulation in the Legal Services Industry:

The Relevance and Irrelevance of Culture, at 8-9 (1985)
(unpublished manusbript).

See The Japan Law Letter, Jan. 1985, at 16-17 (reporting
FTC opposition to Ministry of Posts' announcement that it
might require Class 1 telecommunications applicants to

unify their facilities prior to authorization of service).






OVERSIGHT HEARINGS ON U.S. TRADE POLICY

WEDNESDAY, NOVEMBER 20, 1985

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, DC.

The committee met, pursuant to notice, at 3:30 a.m. in room SD-
215, Dirksen Senate Office Building, the Honorable Bob Packwood
(chairman) presiding.

Present: Senators Packwood, Danforth, Chafee, Symms, Grassley,
Long, Bentsen, Baucus, Bradley and Mitchell.

The CHAIRMAN. The hearing will come to order, please.

This morning is the second in the most recent series of hearings
we are having on the subject generally of trade. We will have an-
other in this series tomorrow. And then when Senator Danforth
and the others introduce their trade bill, we will be planning some
hearings early next year on that subject. But I think at last we are
putting the issue in a focus that we've not seen before, or if we
have seen we have not discussed it. And that is not so much the
issue are we faced with unfair trade practices, but what does the
United States do when we are faced with trade practices which at
least in the past have not been determined to be unfair, and I
speak principally of low-wage countries and a great wage differen-
tial between the United States in certain industries and other
countries in the same industries.

I emphasize, again, I'm not talking here about the normal unfair
trade practices. Some of those are defined. Certainly, dumping is
one of them. Export subsidies are another. And the normal com-
mercial world defines those as unfair trade practices.

The United States, if it wanted, could unilaterally define other
practices as unfair, although if we start down that road of every
country saying for itself which of the other competitors’ practices
are unfair, I'm assuming there would be some reciprocity involved
in that, and other countries would start saying the same thing
about some of our practices. But the more relevant issue, in my
judgment, is can the United States, can the bulk of its industries,
compete against similar industries in other countries where there
is widely disparite wage differentials. And if we cannot compete,
say for those industries that we designate as critical to the national
defense and we simply say we are going to save them no matter
what, if we cannot compete, should we save those industries or
should we let them go.

And the special trade representative, Ambassador Yeutter, the
other day in response to that question said there are some indus-
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tries that we just ought to face up to it and let go that are not criti-
cal to the national defense.

And, of course, that last issue is a difficult one to face because
I've yet to find an industry when they testify that don’t honesty
feel that are critical to the national defense. It does not matter
what industry it is. In their minds, the natjonal defense depends
upon their continued existence in this coungty.

I know the witnesses have been asked{o address themselves to
that. I've had a chance to read the testimony, at least of the testi-
mony that was in as of 5:00 or 6:00 last night. Most of the witnesses
have. And I think by the time we are done with these hearings and
the hearings on the Danforth trade bill, we are going to have a
record as to whether or not the United States can compete against
low- wage differentials; whether or not we should compete in all in-
dustries against low-wage differentials.

Senator Long.

Senator LoNG. No questions at this point, Mr. Chairman.

The CHAIRMAN. Senator Baucus.

Senator Baucus. No questions, Mr. Chairman.

The CHAIRMAN. We will start this morning with a panel of two of
the brighter lights in my estimation in the field of labor and the
field of trade: the Honorable Paula Stern, who is the Chair of the
International Trade Commission; and the Honorable Janet Nor-
wood, who is the Commissioner of Labor Statistics for the Depart-
ment of Labor. And unless either of you have any objections, we
will take you in the order that you appear on the witness list, and
take Chairwoman Stern first; ask you to abbreviate your remarks
as much as possible, and give us a chance for questions.

Ms. Stern. .

STATEMENT OF THE HONORABLE PAULA STERN, CHAIRWOMAN,
INTERNATIONAL TRADE COMMISSION, WASHINGTON, DC

Dr. SterN. Thank you very much, Mr. Chairman, for the oppor-
tunity to present my views on U.S. policies toward our trade prob-
lems. In my 7 years at the ITC, I've had many opportunities to ob-
serve how U.S. businesses fare against both fair and unfair interna-
tional competition, and how our policy apparatus affects our inter-
national competitiveness both by acts of omission and commission.

I'd like to make three basic points. First, the job of enforcing our
Nation's trade laws is important. We can’t afford complacency in
the face of unfair practices by our competitors. The current trade
crisis has seen an explosive growth in unfair trade bases under the
countervailing duty and antidumping law and section 337 of the
Tariff Act of 1937. With rapidly growing imports steering our trade
deficit toward $150 billion this year, it’s no wonder that American
producers are especially sensitive to the unfair practices.

An individual industry doesn’t have much control over U.S. eco-
nomic policy, but it can file a case at my agency, and that’s as it
should be.

My second point is that our Nation’s enormous trade problems
can’t be solved by actions in the unfair trade area alone. Since I
came to the ITC, I figure I've voted on about a thousand or more
investigations so I think I can offer some perspective. In general,
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the Commission finds grounds for action in the unfair area in only
“a little over 50 percent of the cases we examine.

Last year, in fact, less than 5 percent of the total value of U.S.
imports coming into this country was even challenged before the
ITC.

During 1985, we've\seen so far only about 1 percent of the im-
ports has been challenged.

In the vast majority of the cases we probe, an affirmative Com-
mission ruling only results in marginally raising the price of im-
ports, not——

The CHAIRMAN. Let me interrupt. Cnallenged at all, or the chal-
lenge is unfair? Or do you mean even challenged under——

Dr. SterN. Challenged as unfair under the section 337 and under
our title VII dealing with dumping and subsidies.

The CHAIRMAN. OK.

Dr. SterN. These are the unfair cases.

And in most of those cases, we can only raise the price of those
imports. We can’t eliminate them from the market.

To be sure, my figures do understate the problem by looking just
at the unfair practices in imports in our home market, not over-
seas. But there is an underlying reality to this. To remedy our dis-
astrous trade deficit, we will have to look beyond the ways in
which foreigners close their markets and abuse our hospitality at
home. And this brings me to my third and final point. -

We need a major change in v1ewpomt when we write our laws
and set our policies. Until the 197(0’s, our relatively self-sufficient
Nation did very well treating trade as a secondary situation. But
those days are gone for good.

National economic legislation and executive action must become
trade oriented. We simply can’'t afford policies which treat the
trade sectors of our economy as stepchildren. Trade effects must be
factored in from the beginning.

Since the end of 1983, I figure I've been speaking about the con-
nection between the budget and the trade deficits. The missing link
between the budget and the trade deficits is the bloated dollar. It
has played havoc with American industry, mining, and agriculture.
Fortunately, the administration stopped touting the dollar, the
strong dollar, and it has begun to treat it as one of the prime
causes of our trading weakness.

But even with coordinated exchange rate intervention, as we see
it, it will take a lot more than just talk to get the dollar down. We
simply must change our Nation’s buy-now, pay-later ways. They
don’t sit well in a world of tough save-now, buy-later competitors.
And it will take hard work to recapture the custcmers that we
have lost from our rivals.

All of us have heard quite a bit on this subject. We all hope for
aggressive action to straighten out both remaining unfair practices
and our odd macropolicy mix. But there are also some excellent
things that I think can be done so that U.S. firms can compete in
the ﬁoped for world of fair trade and a lower dollar, because ulti-
mately the tilt of the playing field is not going to determine who
wins this fray. It's going to be how tough we are as competitors out
there on that field.
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I think that our best creative energies should be concentrated,
therefore, on rebuilding the strength of the American team. In sec-
tion 201, import relief cases, Congress could provide the ITC with
directions to broaden our analysis when these industries come in,
and when appropriate, the ITC, then, could recommend more com-
prehensive remedies. I also believe it would be wise to establish an
auction for quotas in order to finance adjustment packages for
firms and for workers.

I think we should continue our concern with unfair practices, but
even if we succeed in making the world safe for American trade,
we must remember that our primary concern ought to be the com-
petitiveness of our industries, services, farms, and mines. Competi-
tiveness can be encouraged if wa start approaching both the policy
and the legislation with a much more trade-oriented approach.

Thank you.

The CHalRMAN. Thank you.

[The written statement of Dr. Stern follows:]
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DR. PAULA STERNj;- CHAIRWOMAN
U.S. INTERNATIONAL TRADE COMMISSION

Mr. Chairman, thank you for the opportunity to present my
views on U.S. policy toward fair and unfair trade. In my seven
years at the ITC, I've had many opportunities to observe how
U.S. businesses fare against both types of competition.

As you know, the Commission administers laws under which
American industries can obtain relief from both fair and unfair
trade., Section 201 of the Trade Act of 1974, otherwise known
as the escape cléuse, is’ the vehicle for relief from fairly
traded imports. The antidumping and countervailing duty laws
and section 337 of the Tariff Act of 1930 offer relief from
unfairly traded imports. In my comments today I will be
speaking for myself and not for the Commission.

The fairly steady post-war expansion in the volume of
global merchandise trade came nearly to a halt between 1980 and
1983. Growth resumed last year, but much of the rise was due
to the record-setting purchases of foreign goods Americans
borrowed to buy.

The deterioration of U.S. trade performance since 1980 has
been well-documented. Not only have we broken records, we
broke what were supposed to be economic laws. During our own
recession, imports grew even though domestic demand declined.

That pattern defied history and expectation.
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During our recovery, our appetite for imports swelled, but
our export sales did not. Exports earned us $218 billion last
year, only two billion dollars more than in 1980, The gap
between imports and exports was $123 bi;lion last year and may
widen to $150 billion this year.

Causes of Declining Trade Performance

Explaining recent trade figures is difficult but essential
if we are to develop sound economic policies. The most
powerful force in determining America's laggard competitive
performance in recent years has been the increase in the value
of the dollar against other world trading currencies. We
brought it on ourselves and, by doing so, gave our trading
partners and rivals a competitive advantage at America's
expense.

The ITC, after studying the agricultural sector, concluded
a few months ago that up to 88 percent of the drop in U.S. farm
exports between 1981 and 1982 was due to the rise in the
dollar's value. And Federal Reserve Board experts blame the
high dollar for 87 percent of the increase in our total trade
deficit between 1980 and 1984.

You may take your choice of statistics, but the point is
clear: the dollar has done great damage to America's trading
position. Fortunately, the Administration has stopped touting
the strong dollar and has bequn to treat it as a prime cause of

our trading weakness.
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Almost two months have passed since that change of
emphasis brought new policies into effect. But even though the
dollar 1is still only 3-4 percent below its 1984 level, we
should be encouraged by the shift and by the parallel efforts
to generate new growth in both the industrialized and debtor
nations.

Even with a significant, continuing drop in the dollar, we
will not easily or painlessly recoup the jobs we have lost at
home and the sales we have missed abroad. A steady decline in
the dollar's value will, of course, eventually bring exports up
and imports down.

It will be hard work to recapture customer loyalties here
and abroad from new, determined and diverse rivals. And as a
weaker dollar reduces competition from cheaper imports in our
own market, inflationary pressures are bound to gain steam.

This forecast assumes, moreover, that the Administration's
altered policies succeed. But we must recognize that the
buy-now, pay-later practices which drove the dollar up are
still at work.

American exporters have also been plagued by the debt
problems of many developing countries. The shrinkage in Third
World markets has been bad for them and bad for us. In Latin
America alone, our regional trade went from a slight surplus in

1980 to a deficit last year of nearly 316 billion.
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u.Ss. industry is also facing more fundamental
competitiveness problems that have been masked by the recent
shift in the dollar and the debt crisis. Low-wage competition,
particularly from southeast Asian countries, has hit a broad
section of U.S. manufacturers hard. Inadequate investment and
managerent practices have also hurt American competitiveness.

Our trade relations with Japan 1illustrate this point.
From 1981 to 1984, measured in dollars, unit labor costs in
Japan declined by JQ}, while in the U.S. unit labor costs rose
by 6%. Thus, even a furthgr fall in the dollar and removal of
export barriers in Japan are still likely to leave us with a
continuing problem in our ability to 'compete with Japanes?
businesses, either here or in Japan.

Unfair Trade Practices

I would now like to turn to major topic in the current
political debate on trade policy: the impact of unfair trade
practices on recent U.S. trade performance. The law-breakers
in the global marketplace are numerous and imaginative. But
the unfair trade practices of other nations, however vexing to
individual U.S. industries, are not the chief menace to the
trading system or to America.

On this point, I speak with the experience-that comes from
casting some one thousand votes on import relief cases of all

sizes and shapes =-- fair and unfair.
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In the 1985 fiscal year that just ended, the ITC initiated
22 percent more investigations than in 1984, more than half
again as many as in fiscal 1980. But as a rule, we find
grounds for action in just a 1little over 50 percent of the
cases we examine. In this we follow U.S. trade laws and the
GATT which make clear that dumping and subsidization of imports
are unfair and hence dutiable only 1if shown to materially
injure a U.S. industry.

Last year in fact, less than five percent of U.S. imports
were even challenged before the ITC. In the vast majority of
those cases, an affirmative Commission ruling would only have
resulted in marginally raising the price of imports, not in
eliminating them.

Between 1982 and 1984 we levied countervailing or
anti-dumping duties on barely $3 billion of U.S. imports. To be
sure, this figure understates the problem. And there are other
abuses which we still cannot measure in precise dollar terms =--
a vast array of stratagems which work to bar our products and
services from foreign markets.

These non-tariff barriers -- whether they are the picayune
technical inspections or the chauvinistic government purchasing
rules followed by Japan, among others -- are the nemesis of the
open trading regime that is essential for growth. We must
fight to remove those obstacles and fight hard.

But, to explain the 3150-bi11ion.trade deficit facing us

this year, we have to look beyond the ways in which foreigners

close their markets and abuse the open hospitality of ours.
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Our chief concern need not be the tilt of the playing
field. We must concentrate instead on building the strength of
the American teamn.

U.S. Competitiveness and Import Relief

If most of the trade we compete against is fair, how
should we deal with it?

Many laws off;r U.S. claimants relief from the strain of
trade competition. But the approach that focuses narrowly on
imports often overlooks more basic causes of competitive
decline. ‘

In "escape clause" cases where the ITC finds that imports
threaten or actually cause serious injury to Anmerican
industries, we are supposed to be able to recommend tariffs,
adjustment assistance and/or quotas as relief. But there is
now really only one item on ou{ remedy list: quota restrictions
on imports.

Tariffs, for instance, have not worked in an environment
where an increase in the dollar's value swamps the effect of
the added duty. ©Nor have we made gdod on promises to workers
dislocated by import competition. The Trade Adjustment
Agssistance Act 1is due to expire soon, and the aid it has
supplied often failed to identify new jobs or provide new,
marketable skills. No wonder workers regarded it as little

more than "burial benefits"™ for the unemployed.
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Consequently, we are often left with quotas as the only -
available remedy. And when the President, on our
recommendation or on his own initiative, selects such a course,
that action alone accomplishes precious 1little to make the
intended beneficiaries more competitive.

Consider for example, the Administration's five~year
program to limit steel imports. If it reaches its current
goal, the cost to U.S. consumers would be three gquarters of a
billion dollars in the first year of operation. And it may
even harm us as exporters.

At the request of this Committee, the ITC is now examining-
how such restrictions would raise the cost of our manufactured
exports and thus reduce our competitiveness. It will De
interesting to find if we are robbing Peter to pay Paul. But

we should have weighed those costs before, not after, we began

negotiating the restraints.

At the same time, relief by itself is rarely the answer to-
competitiveness problems. In its present form it does not
provide strong incentives for recipient indus:iries to adjust to
competition.

Unlike the Chrysler loan guarantees, there are no
established performance tests setting conditions for granting

or extending trade relief.



104

We could -- and should -~ change this pattern by changing
our definition of government's role in boosting American trade
performance. Intervention must serve strategic goals, not
simply respond to temporary distress or political clout.

Measuring the impact of imports alone neither tells us
what the problem 1is nor directs us toward comprehensive
solutions. And import relief is not now tied to private
efforts to meet the challenge of international competition.

When the ITC now recommends relief, we give the President
only a take-it-or-leave it option. We should offer a broad and
.deep range of choices based on an industry's 'competitive
position and its readiness to adapt to new conditions.

I do not propose a vast, new éovernment agency to oversee
this work. The ITC already has the impartial expertise to
assess the strengths and weaknesses, the ﬁrospects and problems
of the industries which petition us for help.

We already see many situations where_imports are only the
symptom, not the chief cause, of a competitive problem. But
our mandate does not enable us to suggest remedies to deal with-
problems inside an industry, only with threats that originate

abroad.
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We could be more useful if we could match the breadth of
our recommendations to the depth of our investigations. Our
analysis could serve in the future, as it has not in the past,
to help government and business cooperate in setting common
goals and a course toward them. ‘

I would- not, however, change the role of private
initiative in triggering a government response. The first move
toward cooperation should come, As now, as a form of petition
-=- but for revitalization, not just relief.

In exchange for trade or regulatory relief, for tax breaks
or anti-trust law exemptions, industries should spell out their
nlanned investments in modernizing production methods and
equi;ment. Or in return for funding research and development
or for long-ternm goverﬁment procurement contracts, we might
expect undertakings to pioneer new technologies.

Labor must be part of these satrategic bargains. Where
adjustment means contraction in the workforce and changes in
work rules and wage structure, workers have to be participants
in the process, not its victims. Government can cushion some
of the pain with inducements to early retirement, but it should

focus its efforts on positive measures.
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Too many American workers, especially, in import-battered
sectors lack the high schoeol diplémas they ﬁeed to advance into
jobs with better prospects. Others can benefit most from job
search and training programs that will help workers relocate
and reequip themselves with up-to-date skills.

And expensive though this effort may appear, we could
finance much of it without raising taxes or the deficit.
Inatead of simply giving away import quotas to Japan, Korea and
other nations, we should be auctioning them.

We have ignored this possibility too long. For example,
by allowing foreign producers to capture the quota profits,
American import relief programs have helped finance the
retooling of our strongest international competitors.

The voluntary restraint agreements in effect from 1980
through 1984 brought U.S. automakers some $9 billion in added
revenues. But a recent ITC study shows that Japan earned an
extra $5 billion as well. We can be more frugal and more
créative.

The ITC, in fact, proposed auctioning quota rights as part
of the relief it recommended 1last July for the footwear
industry. The idea died, however, when the President rejected
our entire package, and the guestion of how to administer such

an auctioning system remains an open one.
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More recently, two noted economists have estimated that an
auction of quota rights in 16 fields where import levels are
already assigned free of charge might net over $6 billion from
foreign bidders in 1986.

That sum could represent significant seed money to plow
back into honing our competitive edge. It could be a very
succulent carrot to induce management and labor along with
suppliers, <creditors, stockholders and state and 1local
. governments to participate in workable revitalization plans.

Some will say that this sounds 1ike‘rmore government
intervention. But this proposal only recognizes the
ineffectiveness of costly government intervention which is
already taking place already.

All government decisions -~ ;hether on taxation or invest-
ment, regulation or education, guns or butter -- play a part in
forming or deforming our competitive posture. Import relief is
no different.

But starting with the macroeconomic policies which I
stressed earlier, we must make all our choices wiih full

attention to their impact on our competitiveness.
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Table l.--Estimated value of U.S. imports covered by ITC cases from countries
subject to the investigation, by investigation type, FY 82-85

Estimated U.S.
imports covered
by cases (calendar
year data)

Percent of
total U,S.
impores 1/

Case type and fiscal year
of initiacion

~-Million doilars--~

Unfair trade cases:
Antidumping:

FY B2emmeemeemomaccccccccccm eIl aa e 3,390 1.4
FY 8)eecccerccccccnerrasacareccnaacasaccas 1,180 0.5
s 10,150 3.1
: 2/ 1,420 : 0.5
Countervailing: : :
FY 82--~rommmeme e —————e—aae mevm—e e ———— : 5,390 : 2.6
A B R : 7,920 : 3.1
A R -t 4,310 : 1.3
FY 85 ———— EEE LT 2/ 1,360 : 0.5
Section 337: : :
FY 82-cwemmccccaen L LI L el e e L DL L : 1,280 : 0.5
FY 83==crmmrmmem—a- : 1,610 : 0.6
FY 84--- ———- ——- 510 : 0.2
FY 85 ~=--=mmmmemmccme e —mmemem—— ——————— - 2/ 3/ 60 : %/
Total unfair practices (Antidumping, H :
countervailing, and 337): S/ : :
FY 82-wccccuccncemccccccmncecm v emnmmn e 11,050 : 4.
: 10,700 : 4.
FY 34-ccmmamacccccaca : 14,970 : 4.
FY 85 =wcmeemnmcnccaax" 2/ 2,840 1.
Other: :
Section 201: :
FY 82---vmemmmmmemna 240 0.1
FY 83eccmmmmcmmunn 300 : 0.1
FY 84-=cccvemcencacenaa 15,300 : 47
FY 85 ==ommommmmcommmm oo -- 2/ 4,240 : 1.
Section 406: : :
FY 82-co-m-mmmmmmm oo : 3 4/
FY Blemccccmccrenammnaan" -
FY 84=cmrmercnnnnne—e H 1: 4/
FY 85==mmmm=un B -

1/ Total U,S, imports by vear (million dollars):
- 1982--~ $242,340

1983--- $256,580

1984--~ $322,990

1985-~- 4254,300 (Jan.-Sept.)
Trade data provided are for Jan.-Sept. 1935 only.
Understated due to lack of trade data on many of the section 337 cases.
Less than N.1 percent.
Trade shown under “Total unfair practices” ¢, overstated due to instances
in which identical groducts were investigated in Soth antidumping iand
countervailing cases.

[l
~

Note: It is estimated that during Jan.-Sept. 1935 there were approximately
$3.2 »illion 1n U,S. imports under tariff items subject to outstanding
dumping/countervailing Jduties, This is equivalent to roughly 1.2 percent of
total U.S. imports during the period.



Table 2.—-Disposition of FY 85 cases and the value of imports covered by
affirmative/pending ITC investigations, by investigation type

FY 85 case numbers Import value Percent of
Case type : . : Hegative/ : ° for affirmative/ | total U.S.
. Total . Affirmative : withdrawn : Pending : pending cases 1/ . imports
: : : : :—M¥illion dollarg—-:
Antidumping——-=—==—==——— 3 82 : 4 : 40 : 38 : $720 : 0.3
Countervailing—————--———mn: 38 : A 22 : 12 : $490 : 0.2
Section 337 : 23 : - 13 : 10 : -z -
Section 201 : 4 : 1: 1: 2 : $4,240 : 1.7

1/ Hote that all cases initiated in FY 85 have not
Jan.-Sept. 1985.

yet been decided.

Trade data presented are for

601
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The CHAIRMAN. Commissioner Norwood—and I might say before
she starts I have used your—I don’t mean yours personally, but the
Bureau of Labor Statistics—statistics over the years and found
them almost without fail to be impeccably accurate. Unfortunately,
in some cases because they weren't necessarily supporting conclu-
sions I had come to. And I congratulate you on the strictness with
which you have hued to a straight and narrow path regardless of
where the chips may fall. -

Dr. Norwoob. Thank you.

STATEMENT OF HON. JANET L. NORWOOD, COMMISSIONER OF
LABOR STATISTICS, U.S. DEPARTMENT OF LABOR, WASHING.-
TON, DC

The CHAIRMAN. Go right ahead.

Dr. Norwoob. I'm very pleased to have the opportunity to talk to
you a bit about some of our data, particularly on employment and
productivity.

As you all know, over the entire post-World War II period, most
of the employment growth in the United States has been in the
service-producing sector. Currently, 7 in every 10 workers in this
country are employed in the service-producing sector.

In the goods-producing sector, manufacturing is the largest com-
ponent. And it, of course, is the most important in terms of trade.

While manufacturing has gained an additional 4 million jobs
since 1950, this growth was dwarfed by the 47 million new jobs
added to the service-producing sector. Even though the absolute
number of factory jobs has increased since 1960, it is still below the
1979 level. And there have been a lot of job changes within manu-
facturing. We’ve had a number -of industries, which I've described
in my statement, which have gained jobs since the 1982 recession.
During this recovery period, some have regained ail and more than
the number they lost. Some have not. And some have continued to
lose txjobs during the recovery period.

Ot the six industries which continued to lose jobs, all but chemi-
cals reached its highest level more than three decades ago, and cur-
rent developments continue the long-term downward trend.

Now there are a lot of people in the country who fear that we
are losing good jobs and gaining bad jobs. I think it is true that
we've lost both high-wage and low-wage jobs in manufacturing, and
we have gained a large number of jobs in services. But the widely
held notion that all jobs in the service-producing sector are bad
jobs is just not true. That sector, for example, employs 80 percent
of America’s managerial and professional specialty workers.

The fact is that the service-producing sector is extremely diverse,
and we cannot categorize the jobs in it as being either low or high
wage. We've got people working in fast-food restaurants, in rather
low-paid jobs. But this sector is also the home of computer services,
legaf services, advertising and communications where workers on
average earn fairly high wages.

BLS is in the process of releasing—we just had a press release .
releasing a new set of projections of the future. Those projections
show that approximately 90 percent of the projected job growth to
1995 will continue to be in the service-producing sector.
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We do expect factory jobs to increase, but probably not to the
overall level which they reached in the late 1970’s. So restructur-
ing within manufacturing is expected to continue. Indeed, the non-
durable part of factory employment is projected to decline. And
within the service-producing sector, there will be some concentra-
tion of job growth.

I think one important issue that we have to remember is that
employment losses in manufacturing are not always translated into
losses in factory output. Real output data used in the BLS projec-
tions work show, for example, that over the last 15 years or so
when a number of the nation’s factories were losing employment,
the real output of our manufacturing industry actually increased.
And although we are projecting very small gains in manufacturing
employment through 1995, we do expect factory real output to in-
crease.

It's really the share of manufacturing as a part of the total that
has declined, and that we believe will continue to decline.

Now I think it’s important to look at developments in productivi-
ty because if wages and, therefore, workers’ incomes are higher in
the United States than abroad, we can still remain price competi-
tive if we maintain an equal or greater productivity differential.

At the total economy level, the United States does remain the
most efficient country in the world, as measured by gross domestic
product per employed person. On the other hand, it is true that
most other industrial countries have had much faster rates of pro-
ductivity growth. The gap, therefore, has narrowed.

Now in looking at trade issues, it is much more important, I
think, to look at manufacturing productivity. The available evi-
dence there indicates that the United States still has the highest
average level of manufacturing productivity, although I cannot
state with confidence how large that differential may be. But this
is no longer true for some manufacturing industries or products.

Now we have had a slower rise in manufacturing productivity
than any of the other countries for which we have data. And they
are all experiencing slow-downs, but most of them, like the United
States, have improved in the last two years of recovery. Only a few,
however, have surpassed their pre-1973 rates of gain since 1982,

Nonetheless, with the exception of Canada, all of the foreign
countries continue to have faster average rates of manufacturing
productivity growth than the United States from 1973 forward,
with Japan continuing to lead the way. :

Those changes in manufacturing productivity were accompanied
by changes in employment. In the United States, manufacturing
productivity did not maintain its pre-1973 rate of increase. Some
other countries—Canada and Japan—have had jobs in manufactur-
ing leveling off.

But while European productivity growth rates continued to sur-
pass the U.S. average rate of gains since 1973, an important part of
their superior productivity performance was accompanied by em-
ployment and hours declines. Now productivity growth rates for
the United States have lagged behind those of our competitors, it is
true, but it should be kept in mind that part of that differential
reflects a catching-up process.
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Comparative rates of productivity growth between the United
States and countries approaching the U.S. overall level of efficiency
should presumably narrow. However, this is not a certainty. There
are many other factors that also affect relative rates of productivi-
ty gain.

I'd be glad to try to answer any questions.

[The prepared written statement of Dr. Norwood follows:]
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STATEMENT OF
OR. JANET L. NORWOOD
COMMISSIONER
BUREAU OF LABOR STATISTICS
BEFORE THE
FINANCE COMMITTEE
UNITED STATES SENATE

November 20, 1985

Mr. Chairman and Members of the Committee:

I appreciate the opportunity to be here this morning to\
review with you Bureau of Labor Statistics data on current
and projected employment trends in the United States. I
would also like to touch briefly on productivity developments
both here and abroad, because they are so important in evaluating
competitiveness,
THE CHANGING INDUSTRIAL STRUCTURE IN THE UNITED STATES

Over the entire post-World War II period, most of the
employment growth in the United States has been concentrated
in the service-producing sector of the economy. In addition
to the services industry itself, this sector includes retail
and wholesale trade; transportation and public utilities;
finance, insurance and real estate; and government. Currently,
7 out of every 10 workers in the United States have service-
producing jobs, and there is every evidence that the service
sector will continue to play a major role in providing jobs
in the future.

This changing industrial structure reflects a leveling
off of employment growth in the goods-producing sector. 1In

1984, employment in the nonagricultural goods-prcducing sector
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averaged just under 25 million, about the same level as a
decade earlier. But since 1973 we have experienced three
business cycles which created sharp upward and downward swings
in goods-producing employment.

Manufacturing is the largest component of the goods-
producing sector, and its 15.2 million jobs in 1950 accounted
for one~third of all nonfarm jobs. While manufacturing gained
an additional 4 million jobs in the ensuing 35 years, this
growth was dwarfed by the 47 million néw jobs added to the
service~-producing sector. Even though the absolute number
of factory jobs has increased since 1950, it is still below
the 1979 level.

Within manufacturing, job changes have been, and I believe
will continue to be, very uneven. Over the three years of
the current recovery, five manufacturing industries--lumber
and wood products, furniture and fixtures, electrical and
electronic equipment, transportation equipment, and rubber
and plastics--have regained far more jobs than the number
lost during the 1981-82 recession. Several others have
increased employment, though not to the extent that they had
lost jobs during the recession. The largest decreases, however,
occur among those industries that have continued to lose
jobs during the recovery period--primary metals, tobacco,
textiles, chemicals, petroleum ;nd coal products, and leather

products. Of these six, employment in all but chemicals
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reached its highest level more than three decades ago, and
current developments continue the long-term downward trend.
GOOD JOBS AND BAD JOBS

Many people fear that the structural changes I have
been describing are causing us to lose jobs in the highly
paid manufacturing industries and to gain jobs in the low-
paid service-producing industries., What is often forgotten
is that while we have lost some jobs in the highly paid manu-
facturing industries, we have also lost jobs in such low-
paying industries as textiles, apparel, and leather manu-
facturing. Textile employment, for example, actually peaked
in 1941; since 1973, the industry has lost almost one-third
of its work force. On average, textile, aoparel, and leather
workers have the lowest earnings of all manufacturing indus-
tries.

I do not mean to minimize the problems of such high-
paying manufacturing industries as steel and autos. The
steel industry lost one-third of its jobs in the last recession
and has continued to lose ground in the current recovery.

But Ehe decline in the steel industry began long before the
recent recession. Lighter, stronger, and less costly products
have been developed to replace steel, and, even where steel
continues to be uspd, it is often rolled thinner, requiring
less of the product to be used. Productivity improvements

have occurred in the United States, and competition from
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efficient new plants abroad has increased. All of these
factors have contributed to the secular employment decline
for the industry.

The situation in autos is quite different from steel.

Auto employment has shown considerable strength in the current
recovery. More jobs have been added since the end of 1982

than were lost during the last recession. In spite of this
strong growth, however, the overall number of jobs in the
industry is still considerably below the level of 1979.
Smaller, more fuel-efficient cars, many supplied by imports,
were developed. Demographic changes have reduced the potential
market for new cars, a large number of families already own

one or two automobiles, and the increased cost of car ownership
and operation suggests that Americans wil. tend to replace
their automobiles less frequently than they did in the past.

We have lost both high-paid and low-~paid jobs in manu-
facturing, and we have gained a large number of jobs in services.
The widely held notion that all jobs in the service~producing
sector are bad is just not true. The sector employs 80 percent
of America's managerial and professional specialty workers.

The fact is that the service-producing sector is so
diverse that the jobs in it cannot be categorized as either
high~-wage or low-wage. Many very low-wage workers are employed
in the service sector--in fast-food restaurants, in personal

service establishments, or in nursing homes. But this sector
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is also the home of computer services, legal services, adver-
tising and communications, where workers, on average, earn
fairly high wages. And we must also remember that the occupa-
tional composition of jobs in the United States is also
shifting markedly. We need more research to determine exactly
how the occupational and industrial restructuring that has
been taking place affects the prosperity of workers in this
country. But the research completed thus far at BLS shows
some relative shift in employment toward higher-paying occupa-
tions and some relative reduction in employment in lower-
paying occupations. 1In any case, the data show that the
stereotype of jobs in the fast-growth service sector as low-
paid and dead-end is not an accurate desc:iption of large
numbers of the jobs in this sector.
THE FUTURE i

Clearly, both the industrial and the occupational mix
of employment in our coﬁntry is changing. And we expect
those changes to continue in the future. The most recent
set of BLS projections (based on alternativg scenariqs of
assumptions on the economy) show the service-producing sector
of the economy accounting for nearly 90 percent of the pro-
jected job growth to 1995, Factory jobs are also expected
to increase, but probably not to the overall level achieved
in the late 1970's. Restructuring within manufacturing is

expected to continue; indeed, the non-durable part of factory
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employment is projected to decline. And within the service-
producing sector, several industries--business services,
medical services, other professional services, wholesale
trade, and retail trade, including eating and drinking
places, are expected to account for a significant part of
the job growth.

Just as employment shifts by industry are projected,
important compositional changes are expected in the occupa-
tional make-up of our labor market. The most rapid rates of
occupational increase are-egpected to take place in five
broad occupational groups: executive, administrative, and
managerial workers; professional workers; technicians and
related support workers; sales workers; and service workers.

At a more detailed level, the occupations projected to increase
most rapidly are those associated with the compﬁter, the
medical service industry, and selected professional categories.
QUTPUT . -

The fact that the industrial gnd occupational composition
of the Nation's work force is changing is important, but
employment data, by themselves do not teil us what is happening
to the Nation's output., Many people in this country have
expressed concern over the possible loss of our industry
output base. But employment losses in manufacturing are not
always translated into losses in factory output. Re;l output
data used in the BLS projections work show a number of

interesting developments.
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.

1. Over the last 15 years or so, when a number‘;f the
Nation's factories were losing employment, the real output
of our manufacturing industry actually increased.

2. Although the BLS is projecting very small gains in
manufacturing employment through 1995 (at only about one-
half of one percent per year;, we do expect factory real
output to increase (by about three percent per year).

3. It is the share of manufacturing as a part of the
total that has declined and is projected to continue to
decline-~-both in terms of employment and output.

PRODUCTIVITY

An important facto; in assessing competitive relationships
is the comparative level and trend in prod:ctivity. If wages,
and therefore worker incomes, are higher in the United States
than abroad, we can still remain price competitive if we
maintain an equal or greater productivity differential.

At the total economy level, the United States remains
the most efficient country in the world, as measured by gross
domestic product (GDP) per employed person. On the other
hand, it is true that most other industrial countries have
had faster rates of productivity growth. The gap, therefore,
has narrowed. Based on the best available data, the United
States now has only about a 10 to 15 percent advantage in
total output per employed person relative to several European

countries and about a 25 percent advantage relative to Japan.
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Since 1960, real GDP per employed person has risen about
1-1/2 percent per year in the United States compared with
annual rates of gain of two to four percent in Western Europe
and nearly six percent in Japan. We have also experienced a
productivity slowdown, from over two percent per year in the
1960 to 1973 period down to only about one-half of one percent
since 1973. However, all of the other countries have also
experienced productivity slowdowns since about 1973, generally
equal to or even steeper than in the United States. For
example, GDP per employed person in Japan slowed from about
eight percent per year in the pre-1973 period to three percent
per year. Nonetheless, the United States, along with Canada,
still had the slowest post-1973 rate of prductivity growth.

) The post-1973 period includes the 1982 recession and
our subsequent recovery. Since the 1982 recession, the United
States has had one of the highest rates of increase in GDP
per employed person--equal to Germany and only moderately
below Japan. In addition, we are the only major country
with a post-1982 productivity growth rate exceeding pre-~1973
rates of increase. In part, of course, this reflects the
fact that the United States has had a longer period of economic
recovery. '

If we look behind the comparative productivity growth
rates at what has happened to output and employment, we see

some interesting contrasts. The post-1973 slowdown in U.S.
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productivity was associated with a slowdown in output growth;
employment growth in the post-1973 period equaled our overall
employment growth in the earlier period. Canada and Japan
also had overall growth in employment, but at reduced rates
compared with 1960 to 1973. The industrial European countries
had slower rates of employment growth than the United States
even prior to 1973, largely because of slower rates of popula-
tion growth., 1In contrast to the United States, however,

most of them experienced stagnation--or even declines--in
employment in the post-1973 period, thereby counteracting,

to some extent, the effect of their output slowdowns on produc-
tivity. For example, while Germany had an output slowdown

of 2.7 percentage points per year, GDP per employed person
slowed by only 1.8 percentége points per year because employ-
ment fell. 1In essence, while our productivity performance

has been relatively weak prior to the past couple of
years--compared to other inéustrial countries~~we did very
well in creating jobs.

GDP per employed person is a very b?oad productivity
measure and suffers from a number of weaknesses. For example,
there are no satisfactory methods of measuring the growth of
real output in general government and many other service
activities. Most countries, therefore, assume zero productivity
growth for these sectors in measuring the growth in total

output. In addition, this broad measure of productivity
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growth includes the effects of resource shifts among sectors
with very different levels of productivity as well as the
effects of individual industry productivity growth rates.

For some purposes of assessing international competitive-
ness, manufacturing productivity, although less comprehensive,
is a better indicator. 1In addition, it is the manufacturing
sector of our economy that has received the most attention
in discussions of competitive relationships.

Unfortunately, we do not have satisfactory multi-country
comparisons of manufacturing productivity levels. The available
evidence indicates that the United States still has the highest
average level of manufacturing productivity--although I cannot
state with confidence how large this differential may be--but
this is no longer true for some manufacturing industries or
products.

Looking at comparative trends in manufacturing
productivity--as measured by output per hour--the story is
similar to that which I have described for the broader measure
of real GDP per employed person, Since 1960, the United
States has had a slower rise in manufacturing productivity
than any of the 11 other industrial countries for which we
have developed comparative measures--Canada, Japan, and nine
European nations. The U.S. rate of increase between 1960

and 1984 was 2.8 percent per year, compared with about 3-1/2
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percent per year in Canada, Norway, and the United Kingdom,
aropnd five to six percent in the other European countries,
and eight percent in Japan. ~

The U.S. rate slowed from about 3~1/2 percent per year
in the pre-i1973 pericd to 1-1/2 percent per year from 1973
to 1981, then rebounded to four percent per year between
1982 and 1984. All of the other countries also experienced
manufacturing productivity slowdowns that were about equal
to or of greater magnitude than the U.S. slowdown. Most of
them, like the United States, improved their productivity
growth rates in the 1982-1984 period. Only a few, however,
such as Canada and the United Kingdom, have surpassed their
pre-1973 rates of gain since 1982. Noneth2less, with the
exception of Canada, all of the foreign countries continued
to have faster average rates of manufacturing productivity
growth than the United States from 1973 forward, with Japan
continuing to lead the way.

Manufacturing employment in the United States in the
post-1973 period--unlike total employment--did not maintain
its pie-1973 rate of increase. While the number of manu-
facturing jobs rose about 1-3/4 percent per year between
1982 and 1984, the level of manufacturing employment in 1984
was slightly lower than in 1973. Canada and Japan also had
about the same number of manufacturing jobs in 1984 as in

1973. In contrast, all of the industrial European countries
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have experienced declining jobs opportunities in the manu-
facturing sector since 1973, ranging from nearly one percent
per year in Italy to about three percent per year in the
Benelux countries and the United Kingdom. 1In addition, for
most of the European countries, manufacturing employment
fell more steeply between 1982 and 1984 than from 1973 to
1981, Therefore, while European productivity growth rates
continued to surpass the U.S. average rate of gain since
1973, part of their superior productivity performance was
accompanied by employment and hours reductions.

While, as noted, U.S. productivity growth rates have
lagged behind those of our competitors, it should be kept in
mind that part of the differential reflects a catching-up
process. Comparative rates of productivity growth between
the United States and countries approaching the U.S. overall
level of efficiency should, presumably, narrow. However,
this is not a certainty, as many other factors also affect
relative rates of productivity gain.

Mr. Chairman, this concludes my prepared statement. I
would be pleased to answer any questions you or the members

of the Committee may have.
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The CHAIRMAN. Let me ask you just one quick question. I don’t
understand one sentence in your statement: “While the number of
manufacturing jobs rose about one and three quarter percent per
year’—this is'in the United States—‘“between 1982 and 1984, the
}evizé 703f ’r’nanufacturing employment in 1984 was slightly lower than
in .

Dr. Norwoob. Yes.

The CHAIRMAN. I don’t understand what that means.

Dr. Norwoop. We've had three recessions since 1973, and so we
have had up and down movements in the cycle. We have had phe-
nomenal growth in the service industries since 1982, the end of
1982 when the last recession ended.

In some manufacturing industries, we have regained jobs. In
others, particularly in nondurable manufacturing, we’ve continued
to lose jobs.

The CHAIRMAN. But here is what I don’t understand. Has the em-
ployment risen in the manufacturing industries roughly 134 per-
cent a year, year end, year out on the average for those 12 years?

Dr. Norwoop. No, productivity has.

The CHAIRMAN. It’s on page 11, last paragraph.

Dr. Norwoob. Page 11.

The CHAIRMAN. The middie of it:

While the number of manufacturing jobs rose about 1% percent per year between

1982 and 1984, the level of manufacturing employment in 1984 was slightly lower
than in 1973.

I don’t understand how one follows the other.

Dr. Norwoobp. I'm sorry. Let me find that. On page 11. The last
paragraph?

The CHAIRMAN. Yes. The second sentence in the last paragraph. [
must not be reading it right. :

Dr. Norwoob. Oh, I'm sorry. Yes. That’s right.

The CHAIRMAN. What does it mean?

Dr. Norwoobn. From 1982, from the end of the last recession,
during the, in this case, 2 years of recovery, the United States has
regained about 85 percent of the jobs we lost during the recession.

The CuairmaN. OK. Got it.

Dr. Norwoob. But we have not yet regained——

The CHAIRMAN. We haven’t quite come back to where we were.

Ms. Stern, you made a statement—instead of buying now and
saving later, I think you said we have got to learn how to save now
or that has to be the attitude of our companies.

Dr. STERN. Well, I think that there has been a great emphasis on
government borrowing, with budget deficits reflecting our mone-
tary and fiscal policy choices the last few years—starting from 1979
with our monetary policies.

But there is private borrowing there, which is also enormous,
and should not be forgotten. In fact, we reached at least on a
monthly basis, as I recall, one of the lowest savings rates that we
have had.

The CHAIRMAN. That’s what you meant, is this country is not
saving enough. We are buying, buying, buying, but we are not
saving much.

57-470 O -~ 86 - 5
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Dr. STerN. We are buying beyond our means and beyond our pro-
ductive means as well.

The CHAIRMAN. Oh.

Senator Baucus has requested, as you are well aware, the ITC to
do a study of the tax bill that is before us as to the effect it will
have—I think probably what you are asking is on savings and how
it is going to affect business capital accumulation. Do you have any
top-of-the-head thoughts? I don’t put you into a position on the tax
bill right now, but—— .

Dr. STERN. No. I am delighted that we've been asked to do it.

The CHAIRMAN. Bearing in mind that the bill may be a floating
target as to what it is you are studying.

Dr. SterN. Well, I think we've been asked to study Treasury II.

The CHAIRMAN. Yes, that’s correct.

Dr. STERN. So we’ve at least got that target. And we have been in
discussions as to methodologically how to handle it. I don’t have,
you know, a top-of-the-head statement on how it is going to affect
our competitiveness. Obviously, it is going to affect different indus-
trilf_s different ways, and I think that is what we ought to be
asking.

'And it may also affect those industries which are more directly
in competition with imports in certain ways which may be detri-
mental and will not have the same kind of effect and may, in fact,
help some of our service industries. And they are not directly in
the line of competition with imports.

It’s those kinds of questions I hope that will come out, those kind
of answers and pictures which will come out of the study that we
are going to do.

The CHAIRMAN. I don’t know how soon we are going to have to
have that. I'll know in the next few days as to whether or not the
House is going to pass its bill this year, which would move our
timetable -up a bit next year. If the House doesn’t pass its bill until
next year, the whole timetable moves backward.

But you might judge the amount of time you have to work on
that, depending upon what the House does in the next few days or
at the outside, the next few weeks.

Dr. STERN. Very well. We will keep in touch with the committee.
I think we discussed 4 months as our target.

The CHAIRMAN. Commissioner Norwood, you and I chatted just a
few moments before the hearing. The stunning record of the
United States in job creation—and I'm not going to argue for the
moment what kind of jobs—as opposed to the common market,
which has been almost static for 30 years. They just haven’t gone
any place.

And the Bureau of Labor Statistics did a study some time ago as
to the constant dollar average wage rates in the United States,
which seemed to disprove the theory that what we are doing is
trading off $15 steel jobs per hour for $5 an hour McDonald Jobs.
That, indeed, even with the shift of the kinds of jobs that the con-
stant dollar per capita wage increase in the United States is an in-
crease. It is continuing to grow up. There has been one slight dip,
})q)t it is continuing to go up. Do I paraphrase that study accurate-
y?
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Dr. Norwoop. Well, I think the important point is that we are
having both the shift in industrial composition, and a shift in occu-
pational composition. I think most people forget that second point.

Our studies have shown that we are not having a disappearance
of the middle group of workers; that, in fact, there has been some
increase in the proportion in the upper-paid group. That's partly
because of changes in occupational distribution as well as in indus-
trial composition.

I think we need a lot more data than we now have in order to
come up with definitive answers on that score. But I do not believe
that we are becoming a Nation of hamburger makers, as many
people seem to think.

The CHAIRMAN. Senator Long.

Senator LoNG. I want to ask you about this aspect of the prob-
lem. Some countries, Mexico, for example, choose to have a two-
price system on energy; they will sell natural gas within Mexico for
a pittance and they sell it outside Mexico at the market price. I
think they take the attitude, well, they are flaring a lot of natural
gas out there in the Gulf of Campeche, and so, if they sell it to
their own company, which is PEMEX, for 1 cent per thousand
cubic feet, it makes no difference that they can sell it in the United
States for, say, $3 per thousand cubic feet. Their alternative is to
flare it and get nothing for it, so the gas is as cheap as they want
domestically. However, if we in the United States want to buy it,
then it is going to cost a lot of money, even more than it would to
buly it here.

f you are making ammonia, than natural gas is 85 percent of
the cost, if you are making ammonia in the United States. There is_
no way that our people can offset the advantage Mexicans derive
by selling their natural gas to themselves at zero or something in
the vicinity of zero. There is no way you can compete with that.

Now I've been told by our Government, the Commerce Depart-
ment, that they think that is all right. If they sell it to their own
people, then they would sell it for those prices in their country.
They don’t feel that is a discrimination because generally it is for
sale at a very cheap price in their country and there is nothing we
can do about that.

We tend to have a two-price system the other way around. We
will sell agricultural products high here, and cheaper on the world
market. They do it the other way around. '

Does it make sense to you that we should permit our industries
to be liquidated when they are more efficient? We can compete ef-
fectively even with high wages until they subsidize it in a way that
our Administration seems to think is perfectly all right.

Dr. SterN. We did a study, a section 332 study, on natural re-
source pricing and policies in which we described the price differ-
entials as you are describing on petrochemicals, including natural
gas. And so we do have those figures, as you are citing.

And we have also done studies. For example, we had an investi-
gation on ammonia, and could see very clearly what was going on
with the price of ammonia and other petrochemicals, as you are
saying.

recall—not from my investigative workload at the Commission
but from following news accounts—that this issue got raised, I
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think, when we were trying to ship goods into Europe in the late
1970’s that had been made with natural gas as an input—feedstock.
And the argument then was it unfair for the United States which
at that time was controlling the price of natural gas to use that as
a feedstock for goods which were then in turn shipped to Europe.

So, in other words, the tables were turned on us. I think we've
been on both sides. Now we are on the consuming side.

Whether it’s fair or unfair, this is another one of those competi-
tive conditions. Just like wages. Some of them are within our con-
trol; some of them are not. In terms of the cost of natural re-
sources, I think that that’s one of those things which, if we want to
say that it is unfair—I really leave that to the policy makers like
yourself.

Of course, Congressman Gibbons has that piece of legislation
which has been considered. It is going to be considered again this
year. I really feel that that’s outside my purview as to whether it
ought to be fair or unfair.

enator LoNG. You might want to comment on this. Some years
ago when Herman Talmadge visited over in Japan, he made some
statement at the time he left to indicate that he didn’t think the
United States Government was doing what it should be for our
people, and someone asked him if he thought that what the Japa-
nese were doing was wrong. His reaction was, no, he didn’t think it
was wrong for Japan to look after their people. He said what he
felt was wrong was this nation to do nothing to look after its
pﬁople while Japan was doing a very good job of looking after
theirs.

Dr. STerN. I tell you, that’s one reason why at least on the ex-
change rate issue, which is another kind of competitive advantage
which we ourselves have given the rest of the world with our
dollar, is something we can do something about here at once. And
that’s one reason why I have tried to drive this issue home. That’s
not to say that there may be other areas in which other countries
find themselves more competitive vis-a-vis the United States when
it comes to selling——

Senator Long. When I think about the exchange rate, I find
myself thinking, well now, just that one item—and I'm not sure
that that’s all there is to it—but just that one item is a very big
competitive advantage that this Nation gave to foreign importers
for a political reason. And if the United States wants to do that, it
ought to give some consideration to the people who are being
crushed and destroyed in this country by that policy.

Sometimes we do things of the nature: We will pass a law that
has to do with taxes, and someone will say, well, wait a minute,
that could put us out of business because it runs up our cost on the
foreign market. So we can say, as we tend to do sometimes, all
right then, we will give ly;ou the money back at the border if you
are exporting so it won’t hurt your competitive position.

If we are % ing to engage as a political decision in that type of
monetary policy or fiscal policy, because it’s a mix of the two, we
ought to take a look at all of these people who are going to be suf-
fering from that, and take appropriate action to see that if we
cannot justify victimizing a group, that group is not hurt by our
action.
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Dr. STERN. I'm seeing those industrial and agricultural casualties
of those decisions. That's basically the reason why I go back to the
root cause of it.

Senator LoNG. Thank you.

The CHAIRMAN. Senator Baucus.

Senator Baucus. Dr. Stern, as I understand it, you are basically
saying that apart from the problems of the dollar and exchange
rates that as important as it is to address unfair trade practices
that other countries may engage in—that is very important—the
more important underlying reason is the lack of U.S. competitive
position and underlying U.S. competitiveness. What do you mean
%' that? I mean could you identify some areas where you think the

nited States has not sufficiently addressed its underlying competi-
1:ivel pl;)sition? Give us some examples so we can flush that out a
ittle bit.

And maybe in answering, you could tell us what you mean by
competitiveness. I mean what’s your definition of competitiveness?

Dr. STerN. My definition of competitiveness uses an internation-'
al standard. Can we compete? Say we had this flat field that every-
one is looking for, can we compete out there?

The dollar, as you said, is something which I have emphasized in
the past. It is something which even though we may be doing some-
thing about it now is still going to leave us in difficult shape to
compete. Even before the dollar strengthened, we’ve had many
troubled industries. For example, the auto industry; you are going
to hear from Mr. Bieber after us.

The auto industry came to the Commission complaining about
import competition in 1980 before anyone was ever complaining
about the dollar.

Senator Baucus. What specific examples do you have?

Dr. STERN. I think that we have to talk about wages. I think we
have to talk about investment decisions; whether we are going to
go for short-term profits and short-term bonuses in some of these
industries or whether we are going to plow profits back into the
industry to invest in labor-saving devices, robotics. In many cases,
that is going to result in increased capacity. In going for robotics
it’s also going to mean that workers are going to be bearing a great
brunt in the adjustment area, and that we have to then devise an
adjustment policy that makes sense for those workers who are nec-
essarily going to be affected by decisions such as that.

It also means going for volume instead of just going for price. It
means looking at the ways in which we can focus not just on the
imports as the problem, but some of the home-grown generated
costs. And we have to become much more willing to market world-
wide instead of market just to the United States. This is a job for
business itself. Business people have got to realize that while we
have had this very comfortable domestic market here for many
years, it's no longer the case. We have enormous increasing import
penetrations, and we to have to now go overseas for our markets.

Senator BAucus. And I agree with you.

Dr. STERN. Moreover, quality has to be increased. There has to be
less tolerance for shoddy production.

Senator Baucus. Commisgioner Norwood, you addressed a point
which I think is on the minds of most people probably in this room,
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in this country. That is, are there too many new service jobs com-
pared with basic underlying manufacturing jobs. The trend is in
the wrong direction for the long-term aealth of our country.

You mentioned that not all service jobs are bad jobs. You seemed
to imply that a certain number of service jobs, new service jobs, are
bad jobs. And I have two questions to ask you.

First, what percent of the new jobs are not bad jobs? And you
could identify where those are.

Second, how do you define bad anyway? Because even though
you think that certain jobs are not bad jobs, isn’t there a good ar-
gument that the more we move into a service economy and the
more we move away from a manufacturing-based economy that we
are in the long term robbing future viability and health of this
country because of manufacturing jobs are going overseas and we
are keeping only service jobs in this country; that we are destroy-
ing the technological development, advances in new technologies,
and we are also putting our country in great peril, in great jeop-
ardy, national security base and all kinds of reasons that we should
not—that we should be alarmed about the increase in service jobs
anyway.

Dr. Norwoob. Well, I disagree with that.

Senatar Baucus. And why do you disagree?

Dr. Norwoop. Well, let me first answer your specific two ques-
tions.

Senator Baucus. Sure.

Dr. Norwoop. What is a bad job? I personally would define a bad
job as those which are part time; not full-time jobs, don’t have
much of a future; they are dead end, and they pay very little.

Where are they? We all know that we have a lot of them in one
of the fastest growing industries in this country; namely, eating
and drinking places. If you look at an input-output table which
gives you relationships of job requirements per so many dollars of
output, and you look at some of the defense output increases in
terms of dollar expenditures, you find that one of the things that
does tend to increase is eating and drinking places. And that hap-
pens with any expansion in the country.

I think the important point is not how many jobs we have in
manufacturing. The important point is how effective we are at de-
veloping outputs from our manufacturing industries.

If we can produce with fewer workers by being more efficient
and if, at the same, we can have jobs for those workers in other
industries, then it seems to me that the country as a whole is not
worse off. It is true, as Commissioner Stern pointed out, that we
have got to have programs to permit some flexibility, some adjust-
ments for those workers. But the fact that a worker may lose a job
in one industry, if there is another job that is a good job for him,
and if we are at the same time keeping up our manufacturing out-
puts, then it seems to me that that’s not a problem.

There are a few industries where we are not doing that. Three
decades ago we began losing jobs in apparel and textiles, in shoes,
in leather.

Those are not industries which are keeping up either employ-
ment or output. But you will find in many of our other manufac-



131

turing industries that we have lost employment, but we have not
lost output.

Senator Baucus. So you basically think that there is a problem if
we are losing output in those basic manufacturing industries. It
seems to me if we are losing output, we are probably also losing
jobs. It's right to focus on the output.

And I see my time is up. We can get back to this.

The CHAIRMAN. Senator Bentsen.

Senator BENTSEN. First, Mr. Chairman, let me thank you on the
quality of the witnesses. You’ve got a couple of good ones.

Let me say, Dr. Stern, now that I have said that, let me drop the
other shoe. You have emphasized that unfair trade is not really the
grob]em of the trade deficit. I don’t think it’s the biggest problem,

ut I think it's a very serious problem. ‘

You have also said that about a 5 percent of the total value of
U.S. imports has been challenged before the Commission. And that
comes out to the figure of around $17 billion.

Now the recent national trade estimate contained 250 pages of
unfair foreign trade barriers. The best estimate I have been able to
get on that one as far as the value is some $25 to $30 billion. That
adds up to about $45 billion.

Now when you have got those kinds of unfair barriers and you
have subsidized goods coming into this country, don’t you think it’s
worth a national effort to try to bring about a correction in those,
if we can?

Dr. STerN. Absolutely.

Senator BENTSEN. Now the other question you talked about is im-
proving competitiveness, you think the United States should tie
modernization to utilization of the escape clause. And I sure agree
with that. But how do you approach the situation where you do
that and then you have individual companies that don’t comply?
Ho“.r’ would you suggest we apply ourselves to that in a legislative
way?

hI rg with you on your objective. It’s just how do you administer
that?

Dr. STerN. Well, I'm still grappling with this as well. And think-
ing out loud, I think of what I understand to be Japan’s recession
cartels or depressed industry cartels. As I understand it—and I'm
not saying we should do what Japan does, but I think it's worth
taking a look at it to see if there are any kind of clues. That he
who benefits should also participate. And if you do not want to par-
ticipate in the revitalization plan, then you will not benefit from
their antitrust administration.

Now what they do, as I understand it—and I stand to be correct-
ed—they don’t administer the antitrust laws as we do; they gét
these firms together; they say capacity in the industry will be this;
your individual capacity will be this; the prices will be raised
during the period of this protection; imports will be restricted—I
beg your pardon?

enator BENTSEN. That’s pretty difficult for us to do under our
system.

Dr. SterN. Well, I think that there has been some discussion
about looking at antitrust exemptions during a certain period of
relief. But I think that while we may be looking on the ledger of
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increasing ways in which the Government can help out troubled in-
dustries, I think we also should expend some energy on making
sure that those industries, if they are going to get increased bene-
fits in addition to import relief, antitrust exemptions, or even
stretch ours in compliance of environmental regulations, tax poli-
cies that may get a special looking at, that the businesses and the
workers, too, ought to have to come to the table and say what they
are going to be doing. And that gets to what they are going to be
doing with the possible initial increased price effects of the ﬁind of
revitalization plan that would be envisioned.

Senator BENTSEN. Well, I appreciate that, and I think that’s a
contribution.

Now, Dr. Norwood, you were talking about service jobs. And I've
heard a lot of talk about the creation of 8 or 9 million service jobs
in this administration, which is fine. I think that’s good.

But I also remember that there were millions of service jobs cre-
ated in the previous administration, too, and I think that was
great, too. And I think those jobs are very neccessary, and I think
there are good ones and I think there are bad ones.

But what concerns me is the fact when you are talking about
services, the producer normally has to be close to the consumer.
And I don’t see the creation of wealth by increased jobs in the serv-
ice industry, to the extent I see it in manufacturing. And I look at
the Bank of England’s report—I saw it in the Financial Times, the
last quarter of the Bank of England report—where it talks about
the fact that manufacturing jobs are absolutely indispensable. Yet
you lilave seen this growth in the service sector. A lot of it in
travel.

And the question: Does that really increase the standard of
living? Does that really increase wealth? And if you have got a
service that's exportable, then you provide the service abroad and
you may get something back from the franchise, but the jobs are
often created over in the other country.

So only a small proportion of the output of services is really
traded internationally. And that’s my concern with the move
toward job creation in the service industry.

Dr. Norwoob. Well, I think we do have jobs, as you quite rightl
point out, in the service sector. Many of them are in international-
ly traded industries. But you are right in worrying a bit about this
distribution of many of these industries. Services have tended to
grow up around goods-producing areas where there are a few
plants, and there are feeder plants, and then there are the services
that go with that in a particular area of the country.

And I do think that we are going to be seeing much greater dis-
parity from one local area to another within this country, although
we may on average seem to be doing——

Senator BENTSEN. The point I'm really getting to, though, is I
don’t see services exported to the extent of manufactured goods in-
sofar as transferring wealth back into this country. Some of it, of
course, but I don’t see as big a correlation there.

Dr. Norwoob. Senator Bentsen, let me say that I am not certain
that—I guess I had better be a little careful in how I state this.

Senator BENTSEN. You usually are.
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Dr. Norwoop. I'm not certain that the data that we classify as
services is all services. Let me just tell you that yesterday I was in
Parkersburg, WV, visiting one of the very large chemical plants
there. And I asked about contracting out. And I found that a
number of activities which formerly had been done by the company
itself were now done by contractors for a variety of very good rea-
sons.

We, nevertheless, are putting those jobs, many of those jobs, in
the standard industrial classification that involves services.

Senator BENTSEN. Well, it's the same report.

Dr. Norwoop. That’s a matter of some real concern to me.

Senator BENTSEN. This same report says that the adequacy of in-
formation on what really are services and being exported is really
very limited.

Dr. Norwoob. That’s right.

Senator BENTSEN. And not too reliable. And that’s the point you
are making. ,

The CHAIRMAN. I just want to make sure I understand some-
thing. They contract out the jobs. They used to be called manufac-
turing, and they are now called services although it’s the same job.

Dr. Norwoob. Well, that’s right. In some cases there were legal
services, accounting—payroll, for example.

The CHAIRMAN. But if they all were employed by the chemical
company, you would count them all as manufacturing jobs.

Dr. Norwoob. Right.

The CHAIRMAN. [ see.

Senator Mitchell.

Senator MircHeLL. Thank you, Mr. Chairman.

Dr. Stern, you are familiar with the circumstances of the foot-
wear decision in which the Commission decided unanimously that
the domestic industry is being injured by imports and recommend-
ed by a 4 to 1 vote relief which the President rejected. What effect
do you expect the President’s decision to have on section 201 cases?
Why should any industry now follow the section 201 route? Why
should anyone go to your commission when an industry that now
suffers import penetration of 78 percent has been denied relief?

Dr. Stern. Well, we've had two cases filed since the President’s
decision, so there must be some people who feel that it is a fruitful
route. I can’t second-guess them. I haven’t even looked at the
merits of their cases on the question of is there serious injury and
are imports the most important cause or at least as important as
any other cause of a serious injury or threat.

I don’t need to tell you, but the President, of course, looks at a
much broader range of considerations when deciding whether to
take a Commission recommendation. We just look at the industry
and the impact of imports on that industry. He has to look at na-
tional economic considerations, considerations of consumers’ cost,
diplomatic considerations, other considerations.

I suspect that there must be some industries who feel that they
can convince the President once it gets to that Presidential level
more successfully than the footwear industry.

As I look back on the figures, at least this President has taken
Commission relief more times than he hasn't or taken a recommen-
dation to give import relief more times than not. And, of course,
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there was one time in the case of the auto industry where the Com-
mission majority found that imports were not the most important
cause of a threat of serious injury and relief was given.

Senator MitcHELL. Indicating that-——

Dr. SterN. The figures of the ITC. 1

Senator MitcHELL. The category which you describe as other con-
siderations frequently dominate. -

Dr. STerN. Well, you are closer to that than I am.

Senator MitcHELL. You are very courteous to describe them as
other considerations. Some others, including myself, would describe
them as political considerations, domestic political considerations.

Dr. STerN. And, of course, I've written a book on the subject of
how domestic politics influence our foreign trade policy so I have
great respect for that consideration as well.

But it is not within the purview of the ITC.

Senator MrrcHELL. Well, I think you will find increasingly that
American industries will not use that route for the obvious reason
that the Commission’s recommendations have very little relevance
in this administration. I think that’s an unfortunate fact and will
ultimately diminish the role of the Commission.

I'd like to ask a question about a specific reference in your testi-
mony. On page 5, you make reference to countervailing duty and
antidumping cases, and state that dumping and subsidization of im-
ports are unfair only if shown to materially injure a U.S. industry.
You are familiar with that portion of your testimony. It’s the end
of the first paragraph on page 5.

What about a case where a foreign government’s practices inter-
fere with U.S. trade in third-country markets? And you are respon-
sible for determining the effect of imports on domestic industries,
are you not?

Dr. STerN. In U.S. markets.

Senator MiTcHELL. In U.S. markets only?

Dr. StTerN. Yes, sir.

Senator MITCHELL. So you can’t look at that at all?

Dr. STERN. That'’s correct.

Senator MiTcHELL. In your judgment, should our trade laws be
revised to permit that factor to be taken into account? Can you
fairly judge the effect of a practice on U.S. industry if it is limited
only to the effect within U.S. markets when, in fact, the practice
may have a materially injurious effect on U.S. industry that is
competing in a third-country market?

Dr. STerN. We are not supposed to weigh causes in a dumping or
countervailing duty case. If there has just been material injury by
reason of these unfair trade practices, that is enough for an affirm-
ative.

But there are times when 1 will see an industry which is feeling
that it has been injured by these unfair practices in the U.S.
market by dumping or a subsidization but it has been exporting as
well, and it has lost market share overseas.

We will try—I will try to ask them to give some figures on how
much of their profits have been eroded by loss of market share
overseas just to kind of get some idea. Again, I'm careful not to
weigh that as a possible cause of the injury against the dumping or
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the subsidization, but I am interested in how that might be making
the industry vulnerable to dumping in the U.S. marketplace.

I think that the Department of Commerce, of course, has been
equipped to go overseas. We have not. We do not send our people
overseas except on special missions that the Finance Committee
asks us to do on special studies, such as the natural resource pric-
ing and policies of other countries.

It is something which, I suppose, is doable, but we are not
equipped to do it on a regular basis.

Senator MiTcHELL. Well, my time is up.

Could I just ask, Mr. Chairman, if Dr. Stern would provide to the
committee a written summary of the decisions regarding 201 made
since January 1981 and the outcome of those? You’ve made a gen-
eral statement that the President has accepted more than he has
rejected. .

Dr. STERN. Be happy to.

Senator MitcHELL. And it would be helpful, I think, to have that
in summary fashion.

Dr. STERN. Absolutely. We've got that.

Senator MitcHELL. Thank you, Mr. Chairman.

[The information from Dr. Stern follows:]

SECTION 201 CASES SINCE 1981

Case ITC decisk President’s action
1981

Fishing rods. No injury.
1982

Tubeless tire valves. No injury.
1983

Motorcycles. Tariff increase. Tariff increase.

Stainless steel. Quotas. Quotas and tariff increase.
1984

Flatware. WMo inj. ry.

Footwear. No injury.

Carbon steef. Quotas/tariff increase. OMAs negotiated.

Copper. Tariff inacrease or quota. No reief.

Tuna. No injury.
1985

Potassium permanganate. No injury.

Footwear Quotas. No relief.

Shakes and shingles Pending.

Electric shavers Pending.

Cast metal products. Pending.

The CHAIRMAN. Senator Danforth.
Senator DANFORTH. One of the subjects of increasing attention is
oing to be the extent of discretion that the.President should hdve
in section 201 cases. Now let’s take a couple of hypotheticals. Let’s
take an industry which is by nobody’s imagination an essential in-
dustry. Let’s say that it makes hoola-hoops and that it is clearly
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being injured by imports. No doubt about it. Ninety percent import
penetration for hoola-hoops. And let’s suppose that all hoola-hoops
are made, say, in Egypt, and that it’s an important ally of the
United States, and if the hoola-hoop trade is in any way affected,
Egypt is going to go down the drain.

Now that is one type of l:iypothetical. Another type of hypotheti-
cal would be a basic U.S. industry. Let’s say shoes. [Laughter.]

And let’s say shoes are absolutely essential and that, you know,
everybody knows that an army doesn’t march on its stomach; it
marches on its feet. And that we have to have shoes. And the shoes
are made all over the world and there is no place where it is the
essence of the economy of another country.

I guess the question is: How should that kind of difference be-
tween types of products, their essential nature, the effect of their
trade on other countries, factor into our decision making on import
relief without getting into the kind of situation that we are in now
where there is so much discretion in the hands of the President
that a president—not pointing to any particular one, but a presi-
dent could deny import relief on purely philosophical grounds? The
president could say, well, “I'm a free trader; I'm against Smoot-
Hawley, and section 201 is the Smoot-Hawley provision, and, there-
fore, I'm not going to use Section 201; I don’t care what the ITC
does, I'm not going to do it.”

How and where can a decision be made that in some cases we
should grant 201 relief, import relief, on policy grounds without
creating so much discretion that a very ideological president could
simply say, well, “We don’t care about what Congress does, we
don’t care about what the ITC does, we are not going to utilize the
statute?”’

Mr. SterN. That question is for Commissioner Norwood, isn’t it?

Senator DANFORTH. For both of you, really. I'd just like to find
out any thoughts that you have—leading to possibly a change in
the law so that we don’t have a deadend street, as per Senator
Mitchell. And I happen to concur with him. We believe that section
201 is a deadend street.

Now I don’t want to get into that discussion. But let’s suppose it
is. Or let’s suppose that in the future it could be just by a president
saying I'm never going to use it. i

Dr. Norwoobp. Senator, I'm going to_leave that question for Com-
missioner Stern sinee I stay out of policy issues. But some years
ago I did do some work in the trade field, and I did some careful
review of the old Tariff Commission decision.

And one of the things that struck me was the fact that escape
clause cases of various kinds of escapes were being looked at with
no consideration really of the size of the group of people who were
affected. And it seems to me that to consider a decline in an indus-
try which is small compared to an industry which is extremely
large, which we certainly used to do—perhaps under Chairman
Stern’s direction the Commission no longer does that—I think that
that is an important consideration we need to look at.

Dr. STeErRN. Getting to your question, you have touched on three

oints. One ic the president’s discretion and how much to allow
Eim. One is the question of national security. One is the question of
the purview of the ITC.
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I'll leave the national security consideration aside for a minute.

Senator DANFORTH. I'm not really talking so much about nation-
al security, but by anybody’s definition would be an essential indus-
try.

Dr. SterN. I think what happens now is that the way the Com-
mission mandate is we can basically recommend quotas. Adjust-
ment assistance is fraudulent to recommend because there is noth-
ing there. And tariffs have been swamped by the increasing dollar
over the last 5 years, so that relief is not effective. So we are left
with quotas.

And when the president gets a recommendation from the Com-
mission, it’s quotas and it’s like take it or leave it, at least if ideo-
logically you are not interested in looking at the competitiveness of
the entire industry.

I think we should be permitted to recommend much more com-
prehensive recommendations to the president not just on the
import side, but on all the other things that impact on the competi-
tiveness of the industry. And then you might have the President
comment if he’s going to act or not act, and if he’s not going to act,
why isn’t he going to act, on every one of the recommendations
that we make.

Even sometimes when imports may not be the most important
cause of serious injury or threat of serious injury, because there
have been cases, for example, in the carbon steel industry where I
have found that there were other causes which were more impor-
tant than imports. That's not to say that imports weren’t impor-
tant. And that’s not to say that you should walk away from the im-
portant issues.

But the way it is constructed now, if the president wishes, he can
walk away from the industry—even when imports are an impor-
tant cause of serious injury, and even parenthetically when the in-
dustry is a large industry.

Now the law on large and small is very clear. It’s also very clear
on cyclical or noncyclical. We are not supposed to make it easier
for a larger industry than a small industry to get relief. We are not
supposed to make it easier for noncyclical rather than a cyclical in-
dustry to get relief. We are not supposed to be doing that. That is
not within the ITC’s purview, but if it's the president, again, for
political, and I say political with a big ‘“P” should take into consid-
eration whether it's big or large or what the employment impact is
going to be as well as the consumer impact. Whether it's an end
user—if steel users are going to be using protected steel.

That has not been the ITC's job. Now that’s not to say that we
can’t if we are asked to comment on it, but the Commission has
been very cautious in going beyond what is-a narrow mandate in
the law. And that law has reflected the fact that escape clause ac-
tions were really not that important up until now. Trade wasn't
that important up until now. But now is the time to look and see
whether we ought to re-equip ourselves.

I think that we could do a lot better than just giving the Presi-
dent a take it or leave it option. Make it more palatable.

Senator DANFORTH. Senator Bradley.

Senator BRADLEY. Thank you very much, Mr. Chairman.
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I would like to explore with you a little bit the possibility of
building some structural! adjustment into our policies that seek
access to foreign markets. Right now we have a section 301 proce-
dure that determines if there are unfair foreign trade barriers, and
then the U.S.T.R. is instructed to negotiate to try to resolve any
dispute if, indeed, there is an unfair foreign trade barrier.

We have a section 201 procedure that deals with whether im-
ports coming into the country injure an industry.

One of the things that I've been thinking about is whether there
is any way that we can link those two procedures. For example, is
there any way that we could give expedited action to an exporter
seeking to knock -down a foreign trade barrier if that exporter
would be willing to help an import-sensitive industry adjust?

Dr. SterN. I have read your legislation, and I think that I can
see it making more sense politically. I think it’s going to be hard to
get industries together to marry, if you will, their interests. The
import industry which is very large won’t be interested in dealing
with an export industry which probably has a losing case overseas.
It's going to be very hard to even force that kind of a marriage.

But I guess I go back to the fact that we have just got shrinking
trade worldwide. And it seems to me that if you are going to kind
of pick up these kind of opportunities, we are going to have to go
back to some of the root causes of why we have world trade which
has practically stagnated since 1980.

Senator BRADLEY. But my point is that if you believe in a rules-
based multilateral trading system and you have national laws that
seek to implement that kind of trading system, and those national
laws don’t function for one reason or another, then they need
reform. Rather than real reform, we have examples of the ITC
finding injury and the president deciding not to provide relief.

If you don’t make the multilateral system work, then you are
going to have to accept barriers that act as a tax on that system.
Whether you find an export industry that could find an import-sen-
sitive industry or not is a question that will only be resolved from
the experience of having the law go into effect.

I don’t see any down side in doing this. Do you? -

Dr. STeRN. I don't see any down side. No, I don'’t.

Senator BRADLEY. It seems to me that that is an extremely im-
portant point. If now you can’t get access to markets, you need
some kind of sanction, such as import relief for industries sensitive
to imports from the country to whose markets you are seeking
better access. -

Dr. STerN. Well, I can see that that is obviously something which
is taken into account at least by our foreign trade partners when
we do want to restrict access. I mean they have to decide in what
way they are going to retaliate, and what way they are going to
make it easier on us to not put the relief into place.

Senator BrabLEY. You know, if I were Japan and I had barriers
to pharmaceutical imports from the United States and I were faced
with barriers to my exports of whatever to the United States until
I removed my barriers against pharmaceuticals, I might be more
inclined to settle.

Dr. STerN. That’s right. I suspect that is happening now, but I
guess what you are saying is you would like to kind of push it as a
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way of reinforcing our negotiators when it comes time to telling
these countries that——

Senator BRADLEY. And also recognizing that the exporters would
be willing to help that import-sensitive adjust after any period of
temporary import relief.

Senator DANFORTH. Any further questions of this panel?

Senator Baucus.

Senator Baucus. I wonder if you could explore a little bit more
the question that Senator Danforth asked. That is, how to change
201 because I think there is a perception in this country that it is
just not working for various reasons. The president, because he has

. 80 much discretion, decides on a basis which sometimes doesn’t
have that much to do with the proceeding before the Commission.

What would your reaction be if Congress passed legislation
saying that where industry and labor agree upon solutions or rec-
ommendations of the ITC that the president is required to grant
relief which is substantially equivalent to the recommendations by
the ITC, assuming they gave a recommendation and assuming fur-
ther that industry and labor agree that that's a proper solution?
Would it make sense in that case to limit the President’s discre-
tion? In the way I have outlined; that is, where he has to grant
substantially equivalent relief.

Dr. SterN. I believe—again, I should make it very clear that I
am speaking for myself; not for the Commission on any of these re-
sponses to fyour questions—that there are good reasons why the
President of the United States who is elected by the entire Nation
should have discretion to exercise the vast Presidential powers that _
are available to him, discretion beyond that of appointed officials
at the International Trade Commission.

I am a little wary. I believe that there are ways that we can
make section 201 a better piece of equipment so that we can make
a more comprehensive recommendation to the President; that you
could discipline the decisionmaking, the discretion at the Presiden-
tial level so that you would have greater satisfaction that there is a
competitive look at the industry.

But I feel very uncomfortable taking the discretion away from
the President. I have seen, for example, ways in which the Tariff
Commission, which used to make the adjustment assistance deter-
minations years ago lose that job. People were not happy with the
way the decisions were being made at the Tariff Commission. Then
criteria were changed, but it was also given to the Department of
Labor. The same thing happened when people were not happy with
the Department of the Treasury in decisions on dumping and CVD
cases.

Senator Baucus. What would your action be if the legislation
were to require the ITC to look at all the causes that caused
injury? That is, to look at and identify the degree to which indus-
try’s ability to sell overseas is also a cause.

I mean should the ITC’s jurisdiction be broadened to look at
other causes? -

Dr. STERN. Yes. Oh, we are supposed to in section 201 weigh
other causes to see whether imports are as important or at least as
important as any other cause of serious injury. So we should be.
But the problem is we seem to stop because once we have found
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that imports are as important as any other cause of injury or
threat, then we just focus on that import relief as the answer. And,
as I said, the menu has been limited now to just quotas because the
other things have been removed effectively.

-So I think we should be commenting and recommending what
ought to be done about the other causes of competitive problems in
the industry. Some of them have to do with cost structures within
the industry. Some of them had to do with our own macroeconomic
policy, and I mean the cost of money.

Senator Baucus. And you would also suggest that the President
be in legislation required to delineate his responses to certain
points made by the Commission.

Dr. STERN. Absolutely. I think that that would be very important
in kind of disciplining the process.

Senator BAucus. In the remaining time, could you elaborate
briefly on your point about auction quotas; using that as a poten-
tial way to—— -

Dr. STERN. Well, as you know, the Commission recommended it
in the footwear case, and the idea died when the President decided
not to give import relief in that case.

It is an effort to recapture what you might call the rents from
the quota that have gone offshore to our foreign competition. When
the amount of goods in the country are limited, the costs rise.
There is a price effect which is captured both by the industry that
is protected here—in the auto industry, we figure that the reve-
nues that were captured by the U.S. auto producers were about $9
billion from the price effect. But, meanwhile, the Japanese produc-
ers overseas got more than half—got about $5 billion worth of ben-
efits from that voluntary restraint agreement. That went to retool-
ing the Japanese competition to compete once the import relief was
removed.

By auctioning off the qutoas which are given free of charge now,
you could recapture that into the revenues of the U.S. Treasury
and plow that back into either helping the workers who are the
ones we have been talking all morning about—the fact is that the
workers are bearing the brunt of all this adjustment that we are
talking about here. They are bearing the immediate brunt. And
they are getting the greatest shaft right now, I think. And that
kind of recapturing of those quota rents could then be plowed back
into helping those workers retrain, remobilize, and in certain cases
retire earlier, but more comfortably.

We have used figures that you are going to hear from Gary Huf-
bauer later today. He has figures that show that if you auctioned
off the 10 top areas that are now being protected with quotas free
of charge, you would get $6 billion recaptured for 1986 alone.
That’s significant.

Senator Baucus. I think it's a very useful idea that we will have
to explore more fully. I see my time is up. Thank you very much.

Dr. SterN. Thank you.

Senator DANFORTH. Senator Chafee.

Senator CHAFEE. Miss Stern, on the auction business—and I
regret that I wasn’t here earlier. I was testifying before the House
on another matter. But the auction proposal, as I understand it,
would work as follows: If we are going to increase the automobile
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import quotas that were previously levied only against—well, they
are levied against any imports, but the only people really hit by
them were Japan because they were the country that qualified
under the terms of the quotas. But what you would do is auction
th%*:l ;)ff to Yugoslavia and Korea and Japan and whoever wanted
to bid?

Dr. SterN. Whoever wants to bid. And the ones who are most
competitive in the world marketplace, theoretically, would be able
to bid highest, and you would also, therefore, attract the most com-
petitive products in first rather than say having those who have
historically been in the marketplace keep their historical spot in
the marketplace.

Senator CHAFEE. Well, now who would do the bidding? Would the
government of Yugoslavia do the bidding?

Dr. SterN. That’s what is happening now when you tell a coun-
try that they can’t ship in any more than x amount of widgets. In
effect, the Government of Transylvania is telling its producers you
can bring in this much, you can ship out that much. We would
have to have someone administering this, the Department of the
" Treasury or someone else. That’s the whole point of capturing the
revenues here.

Senator CHAFEE. Restrict it to the automobile situation because
that was a particular situation that we had. We had quotas.

All right. Now how would that work in that particular case?

Dr. SterN. OK. Say you want to ship in goods. How much will
you pay for it? It's like getting a license to import. That’s what a
tariff is. You would get the kind of price effect that you would get
from a tariff, but you would have the bidders saying how much
féhey would bid in order to have the license to come into the United

tates.

Senator CHAFEE. The companies or the countries?

Dr. SterN. I think whoever has the goods: If the companies give
their government the authority to bid for them, I suppose you
could have the government authority.

Senator CHAFEE. So South Korea would submit a bid, Yugoslavia,
on automobiles, for example.

Dr. StzrN. If Yugoslavia is producing autos.

Senator CHAFEE. Yes, they are producing.

Dr. SterN. I mean you would have to be able to deliver the
goods. I mean if you are going to pay for it, obviously, you would
have the goods.

My belief is that the business people ought to make a deal with
the marketplace. But if they can’t make a deal with the market-
place because of political reasons, economic reasons, reasons that
are defined in the law, then they have to make a deal with the gov-
ernment. If they are going to make a deal with the government, 1
think we should at least be very frugal in making sure that the
kind of deal really helps the United States, and helps the firms
that are getting this kind of protection.

We have not done a study on how to administer it.

Senator CHAFEE. Well, I don’t want to beat this to death, but it's
a suggestion you have come up with and, obviously, it's worth con-
sidering.
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It seems to me that the Japanese would be the big bidders. They
are the people who are in the game, and they would bid for the
quotas we are auctioning off. But your answer to that is, well, fine,
but we get some revenue from it.

Dr. STERN. We recapture the revenue, exactly.

Senator CHAFEE. We being the U.S. Government.

Dr. STerN. U.S. Government, exactly.

Senator CHAFEE. Now what does that do for the Chrysler worker
who is thrown out of a job because the import quotas go up?

Dr. SterN. No difference. The protection would be no different
than what it was, the way it was administered in the last 4 years
from 1980 to 1984. That’s up to the creativity of the policymakers,
and that’s the other questions that I’ve been answering here today.
The creativity of the U.S. Government when it comes to dealing
with those workers who are bearing the greatest brunt. And that’s
where we have to be——

Serz)ator CHAFee. Would that be GATT-compatible in your judg-
ment?

Dr. STERN. Beg your pardon?

Senator CHAFEE. Would that be compatible with GATT?

Dr. STerN. Our general counsel did a memorandum for the Com-
mission before we were willing to make this recommendation to
the President and we were satisfied as a Commission that it was
permissible.

Senator CHAFEE. Thank you.

Thank you, Mr. Chairman.

Senator DaANFORTH. Thank you both very much for excellent tes-
timony.

Senator MitcHELL. Mr. Chairman.

Senator DANFORTH. More questions?

Senator MITCHELL. If that is permissible.

Senator DANFORTH. Thank you for what will be good testimony.

Senator Mitchell.

Senator MIiTcHELL. Dr. Stern, as you know, section 301 is the
trade remedy statute that authorizes the president to take appro-
priate action, including retaliation, to obtain the removal of:

Any act, policy or practice of a foreign government which violates an internation-

al trade agreement or is found to be unjustifiable, unreasonable, or discriminatory
and which burdens U.S. commerce.

Do you know how many times since that law was enacted a
decade ago, that actions have been brought under it?

Dr. STERN. No, sir. It’s not within my purview.

Senator MiTcHELL. Right.

Dr. STErN. But it’s my feeling that there have been 301 cases oc-
casionally initiated, the specialty steel case was certainly one. And
there have been some agricultural cases, I think, on almonds and
raisins.

We can get that, if you would like.

Senator MiTcHELL. Would you get that?

Dr. SterN. Gladly.

Senator MiTcHELL. And also the number of occasions in which it
has actually been invoked.



143

Dr. SterN. Well, that, I think, was rarely invoked, but it has
been accelerating the last couple of——

Senator MitcHELL. Does once in 11 years sound right to you?

Dr. SterN. It sounds about right, yes. It certainly has accelerated
in the last couple of months.

Senator MITCHELL. And if a trade law has been on the books for
10 years and invoked only once, would it be a fair conclusion that
the law is not accomplishing its purpose and should be changed to
accomplish its purpose?

Dr. STerN. Yes; I think it’s also important, though, when you try
to change the law to accomplish the purpose that you get right to
how to do it. That's why I was going back to this business about
changing the agency that does the job.

People weren’t happy with the Treasury Department. Congress
set deadlines in dumping and CVD cases, but then gave the job to
the Commerce Department. Probably, they would have been happy
eventually with Treasury if they had just had those deadlines put
on them.

Senator MitcHELL. Well, what suggestions do you have for
making this law work?

Dr. STERN. Again, it has not been within our jurisdiction and so I
have not put on my thinking cap to the extent that I have on sec-
tion 201. It was considered to give it to the ITC back in 1980. There
was a serious consideration, and so we rushed around for about a
week or two to look into it. But we really have not done that kind
of work.

- Senator MiTcHELL. Well, I'll be joining other Senators under Sen-
ator Danforth’s leadership today to introduce new trade legislation.
And one of the titles which I will be introducing would expand the
list of actionable practices under section 301 to permit retaliation
against targeting practices such as export subsidies to third mar-
kets, import restrictions, export performance requirements, trade
restraining agreements that divert trade to the U.S. market if an
industry protection or the denial of fair and equitable relief can’t
stand our competitive practices.

And what 1 would like to ask you to do is, if you would—you are
an expert in this area, although you don’t have jurisdiction over
this law—take a look at the proposal and give the committee your
written views on whether or not you feel these changes will im-
prove the law.

My feeling is that if trade laws don't work, if they are not uti-
lized, then it’s worse than having no law at all because they create
the illusion of a remedy where none exists. If someone sits down
and reads section 301, they would think that there is a remedy
available in this country against unfair trade practices by foreign
governments. But, in fact, if the law is never invoked or enforced,
then, of course, there is no such remedy. And I think we ought to
either make these laws work or do away with them.

[The information from Dr. Stern follows:]
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WANG No. 1787C

There have been 51 petitions accepted and investigations instituted
pursuant to section 301 of the Trade Act of 1974 (19 U.S.C. § 2411 et seq.)
between 1974 and November 1985. Each of these investigations can be
considered action taken by the President under section 301, In a large
majority of investigations there has been consultation with the other country
under provisions of the GATT or one of the other Non-Tariff Measure Codes
(e.g.., Antidumping Code, Subsidies Code, Standards Code, etc.) and some sort
of resolution has been reached and the investigation termirated.

Section 301 provides authority for the President to retaliate against
other countries or instrumentalities that discriminate against U.S. commerce.
In only two instances involving three investigations have there actually been
retaliatory measures instituted. In investigation number 301-1%, Certain U.S.
Jelevision Licenses, a petition was filed in August 1978 alleging that certain
provisions of the Canadian Income Tax Act were unreasonable in denying tax
deductions to any Canadian taxpayer for advertising time purchased from a U.S.
broadcaster for advertising aimed at the Canadian market, even though the Act
permitted deductions for advertising time purchased from a Canadian
broadcaster. Since this was an investigation involving services, there were
no relevant international agreements providing for dispute settlement
procedures. Public hearings were held and on August 1, 1980, the President
determined that the most appropriate response was U.S. legislation that would

mirror the Canadian law. The U.S. legislation was enacted on October 30, 1984,
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The second instance of retaliation involved investigation number 301-11,
begun pursuant to a petition filed by the Florida Citrus Commission and others
in November 1976 alleging that the European Community discriminated against
imports of U.S. citrus products. The dispute was taken to the GATT in 1980.

A full GATT panel report was submitted in December 1984 supporting the U.S.
position, but the EC blocked any action. On April 30, 1985, the United States
stated that it considered the dispute settlement process completed. In
retaliation the President announced a substantially increased U.S. duty on
imports of pasta from the £C, effective Movember 1, 1985. 1In effect, this
retaliation also applies to investigation 310-25, which was begun pursuant to
a petition filed in October 1981 by the National Pasta Rssociation concerning
EC export subsidies on pasta exports. It is worth noting that the EC
instituted a counter-retaliation in the form of increased duties on imports of
American lemons and walnuts.

The United States has also acted to subsidize sales of American wheat
flour to Egypt in response to EC subsidies. Though there is a long-standing
section 301 investigation on this issue, investigation number 301-6 (petition
filed by the Miller's National Federation in November 1975), the American
sales were made under the authority of the section 5(f) of the Commodity
Credit Corporation Charter Act (19 U.S.C. § 714c(f)), and were not

characterized as retaliation pursuant to section 301,
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AMENDMENTS TO SECTION 301

It is not easy to generalize from my experience in dealing with unfairly
traded imports to dealing with unfair practices that hurt U.S. exports.
In the former case, we Jdo not have to seek removal of the unfair
practice, as the domestic industry's injury can be remedied by the
imposition of a duty, through the-antidumping or countervailing duty
laws, that offsets the effect of the unfair practice. With regard to
exports, however, the most satisfactory solution will usually be the
termination of the practice by the foreign government. Obviously, this
is a much more difficult task. :

Regarding your bill, I _understand that it would include a number of
specific causes of action in section 301 of the Trade Act of 1974. These
include practices that result in loss of third-country markets for U.S.
exporters and practices that result in diversion of imports to U.S.
markets.

As you know, the current version of section 301 includes a broad
definition of unfair practices, including actions that are
®"unjustifiable, unreasonable, or discriminatcry" burdens on U.S.
commerce. <Conceivably, this definition could encompass the practices you
propose to specify in the statute. It is true, however, that section 301
has not been interpreted very broadly since its enactment in 1974,
Therefore, adding these new causes of action could result in more cases
filed by private parties and possibly to a greater willingness by
presidents to take action against foreign targeting practices.

One reason that the statute has not been used very often is the problem
of finding some form of retaliation that is both credible to the foreign
government and acceptable to affected U.S. interests. Thus, adding new
causes of action would be an improvement, but the difficulties of
threatening retaliation in order to encourage the removal of the unfair
act would remain.

R
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Senator MitcHELL. I thank you, Mr. Chairman.

The CHAIRMAN. Where are we on the rounds of questions?

Senator MiITCHELL. Senator Bradley is next.

The CHAIRMAN. Is Senator Bradley next?

Senator BRADLEY. Yes; I would be very brief, Senator. I know you
want to move on.

You have in your testimony talked about long-term steps we
could take to get the value of the dollar down. I wonder if you have
in mind any possible short-term steps that we could take to get the
value of the dollar down. In particular, are you supportive of a
policy of intervention in foreign exchange markets?

Dr. StErN. I'm supportive of the intervention that is going on
now, and I think it should bz understood that you have to, eventu-
ally make it long term. We have to address the macroeconomic
policies that have brought the dollar to the value at which it is and
coordinate of our macro policies with those of our major trading
partners.

Senator BrADLEY. Are you supportive of intervention policies
that would be unsterilized as well as sterilized? Or is that out of
your purview?

Dr. StErN. Well, it's out of my purview. I mean you are asking
my perconal opinion on all of these questions.

I think you have got to have it signaled to help the whole econo-
my. I think you have to get that kind of cooperation from the Fed.

Senator BRADLEY. Do you have an opinion?

Dr. Norwoob. No.

Senator BRADLEY. Thank you very much.

The CHAIRMAN. Any other questions?

Senator Baucus. One very brief point. This would follow up on
your point, Mr. Chairman, with respect to the study before the ITC
on the competitiveness and caused by our tax bill.

I hope that the ITC looks at our request not from-the point of
view of the degree to which various provisions of Treasury II have
a revenue effect on various industries. That’s not the point of this.
Treasury has already done its study of the revenue effect.

Dr.- STERN. Exactly. And we will be using that methodologically
as an input to—-—

Senator Baucus. Rather, the purpose of the study is to determine
the degree to which Treasury II affects the competitive position of
various industries; not the revenue effect of various industries.

Thank you.

The CHAIRMAN. Let me second that. We have not only Treasury’s
estimates, we have everybody else’s who doesn'’t like Treasury’s es-
timate on the revenue estimates. -

Thank you very much, both of you.

Now if we can move to Owen Bieber, the vice president of the
American Federation of Labor and the president of the United
Automobile Workers.

Now we will ask all of the witnesses to limit their remarks to 5
minutes. Their statements will be in the record in full. And as you
can tell from the first two witnesses, we have ample questions for
everybody.

Mr. Bieber, go right ahead. I see you have Mr. Warden with you.
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STATEMENT OF OWEN BIEBER, VICE PRESIDENT, AMERICAN
FEDERATION OF LABOR AND CONGRESS OF INDUSTRIAL OR-
GANIZATIONS; AND PRESIDENT, INTERNATIONAL UNION,
UNITED AUTOMOBILE, AEROSPACE AND AGRICULTURAL IM-
PLEMENT WORKERS OF AMERICA, DETROIT, MI, ACCOMPA-
NIED BY: MR. DICK WARDEN, LEGISLATIVE DIRECTOR, UNITED
AUTOMOBILE, AEROSPACE AND AGRICULTURAL IMPLEMENT
WORKERS OF AMERICA

Mr. BieBer. Thank you, Mr. Chairman. I'm not sure I can quite
make that 5 minutes, but I will try to be as brief as I can.

We have submitted a detailed statement to you and to the mem-
bers of the committee. What I would like to do is try to condense
quickly some of the important points as we see them in that state-
ment.

I am the president of the United Auto Workers and a vice presi-
dent of the AFL-CIO, and I, of course, want to thank you, Mr.
Chairman, and the members of this committee, for giving us the
opportunity to share our views on trade policy with vou. And in ad-
dition to the statement, I have appended to that statement a copy
of the resolution on international trade and investment adopted in
October of this year by the 16th AFL-CIO convention.

For several years now, we in the labor movement have tried to
convince Members of Congress and policymakers in the administra-
tion of the need to develop cur own long-term trade policy in the
interest of the American people.

The sad fact is that we do not have such a policy. Its absence has
meant that we are taken advantage of by others who want to ex-
ploit our markets. And we merely react usually, unfortunately, I
have to say, ineffectively to their policies. We think it's time for us
to call the shots for ourselves.

Now with the trade deficit at a level that can only be described
as an emergency, there does appear to be a much greater recogni-
tion here on Capitol Hill and even by some in the administration
that free trade is an economist’s concept rather than a real-world
pr?ptice. It has not been and cannot be acceptable as national
policy.

In the years past when trade was a relatively small part of our
economy, the Government’s indifference toward unfair trade prac-
tices of other nations and ineffectiveness in negotiations concern-
ing them was understandable. Similarly, the Government’'s re-
sponse to industries hurt by fair trade was slow and unsuccessful
in preventing long-term injury to domestic production and employ-
ment. Today, there is no excuse for the continuation of this meas-
ured response to the trade problems of our industries.

In the domestic auto industry, for example, the most serious
trade problem in recent years has been the enormous increase in
the number of motor vehicles and automotive components exported
to this country from Japan. Until the late 1960’s, Japan severely
restricted imports and local production of cars or investment in
Japanese firms by foreigners. When Japanese production and sales
were relatively small, these restrictions were a minor irritant to
the U.S. firms and of no particular concern to the U.S. Govern-
ment. However, by 1967, Japan had become the second largest
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auto-producing nation in the world, and these restrictions had
grown in importance. The Japanese removed the investment re-
strictions soon thereafter, but by this time the opportunity for U.S.
firms to export in large volume or build capacity in Japan had
been lost. Unfair restrictions on U.S. exports of cars remained in
place and continue today despite many years of negotiations over
their removal.

In 1988, when the output of new auto-exporting nations joins the
unrestrained exports of Japan and Europe, the U.S. industry will
face an even greater and deeper crisis. Stimulated by unfair trade
gractices in Mexico and Brazil, and by incredibly low wage rates’in

outh Korea, resulting from the lack of basic worker rights, im-
ports from these countries will be available in large numbers in
this country.

The so-called transplant vehicles produced in the U.S. plants of
foreign companies or joint ventures of foreign and U.S. firms will
also be a source of continuous concern so long as they have much
less U.S. content than other domestically produced cars.

The UAW conservatively estimates the combination of these
forces will reduce auto industry employment in this country by
about 25 percent before the end of this decade, eliminating hun-
dreds of thousands of jobs that pay decent wages. The estimates of
the U.S. Department of Commerce confirm those of our economists.
We do not believe we are overstating the gravity of the immediate
crisis facing our industrial base and the workers and companies de-
pendent upon it.

The proliferation of unfair trade practices around the globe, as
shown by the size of the Annual Report on National Trade Esti-
mates just completed, and their impact on U.S. trade, has made bi-
lateral negotiations over individual practices unworkable. We need
an overall approach which gets the high-level attention of both our
Government and the governments of our trading partners.

The UAW has supported the Trade Emergency and Export Pro-
motion Act, S. 1449, as a vehicle for addressing this type of prob-
lem. This bill would impose penalties on countries which do not
eliminate their excessive trade surpluses with the U.S. only i
fail to remove their unfair trade practjces.

S. 1449 proposes a surcharge on such-imports.
be an embargo, quota, or another penalty still be effective.
Strong measures such as this must be pdrsued by the U.S. if
progress is to be made in eliminating thé€se practices and reducing
the size of our trade deficit. 7

There are many foreign practi not considered unfair under
current laws, but we believe they”are. One of these is the abuse of
the basic rights of workers. Such as basic rights to free association,
to organize and bargain with employers, to standards for minimum
wages, hours of work, occupational safety and health, to the prohi-
bition of forced labor and a minimum age for employment, have
been included in the U.S. law governing preferential treatment of
imports from developing countries under the generalized system of
preferences. '

Further recognition of the unfairness of denial of these rights
under our trade laws is needed. While low wage rates, in them-
selves, can not be defined as unfair, the maintenance of such wages

e sanction could
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through repressive government action in the workplace should be
defined as a subsidy for goods produced under these conditions
which are exported to the United States.

The CualrRMAN. Have to ask you to conclude, Mr. Bieber.

Mr. Bieekr. If I can have about 1 more minute, I cAN Do IT.

The CuairMan. OK.

Mr. BieBer. We believe that the industrial base of our Nation
and the standard of living of its citizens cannot easily bear a decay
of these proportions in the domestic auto-related industries. The
implications of this steep drop in domestic employment for other
large manufacturing industries should be reason for great concern
for all of us; for those of you with such industries in your States
and for representatives of workers in these industries.

The specific measures required to meet the challenge may vary
from industry to industry. Our Government must be ready to nego-
tiate restraint with foreign governments which are the source of
injury or potential injury to U.S. production. At the same time,
commitments to invest in the industry must be obtained from do-
mestic producers.

Mr. Chairman, we appreciate this opportunity to discuss our
views on the critical import issues you have under consideration
before your committee.

[The written statement of Mr. Bieber follows:]
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Mr. Chairman, my name is Owen Bieber. I am the President of the United
Automobile, Aerospace and Agricultural Implement Workers of America (UAW) and a
Vice President of the AFL-CIO. I wish to thank you for the opportunity to share our
views on trade policy with you and the Members of the Committee on Finance. Appended
to our prepared statement is a copy of the Resolution on International Trade and
Investment adopted in October, 1985 by the 16th AFL-CIO Convention,

For several years now, we in the labor movement have tried to convince Members
of Congress and policy-makers in the Administration of the need to develop our own
long-term trade policy in the interests of the American people. The sad fact is that we
do not have such a policy. Its absence has meant that we are teken adventage of by
others who want to exploit our markets; we merely react, usually ineffectively, to their
policies. It's time for us to call the shots for ourselves.

Now, with the trade deficit at a level that can only be described as an emergency,
there appears to be much greater recognition on Capitol Hill, and even by some in the
Administration, that "free trade" is an economists' concept, rather than a real world
preetice. It has not been, and cannot be, acceptable as national policy.

In years past, when trade was a relatively small part of our economy, the

government's indifference toward unfair trade practices of other nations and
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ineffectiveness in negotiations concerning them was understandable. Similarly, the
government's response to industries hurt by fair tra;le was slow and unsuccessful in
preventing long-term injury to domestic production and employment. Today, there is
no excuse for the continuation of this measured response to the trade problems of our
industries,

In the domestic auto industry, for example, the most serious trade pg'oblem in
recent years has been the enormous increase in the number of motor vehicles and
automotive components exported to this country from Japan. Until the late 1960's,
Japan severely restricted imports and local production of cars or investment in Japanese
firms by foreigners. When Japanese production and sales were relatively ‘small, these
restrictions were a minor irritant to U.S, firms and of no particular concern to the U.S.
government, However, by 1967, Japan had become the second largest suto-producing
nation in the world, and these restrictions had grown in importance. The Japanese
removed the investment restrictions soon thereafter. But by this time, the opportunity
for U.S. firms to export in large volume or build capacity in Japan had been lost,
Unfair restrictions on U.S, exports of cars remained in place, and continue today, despite
many years of negotiation over their removal. '

In 1988, when the output of new auto-exporting nations joins the unrestrained
exports of Japan and Europe, the U.S. industry will face an even deeper crisis. Stimulated
by unfair trede practices in Mexico and Brazil, and by incredibly low wage rates in
South Korea, resulting from the lack of basic worker rights, imports from these countries
will be available in large numbers in this country, The so-called "transpiant" vehicles,
produced in the U.S. plants of foreign companies or joint ventures of foreign and U.S.
firms, will also be a source of continuous concern so long as they have much less U.S.-
content than other domestically produced cars. The UAW conservsatively estimates the
combination of these forces will reduce auto industry employment in this country by

about 25 percent before the end of this decade, eliminating hundreds of thousands of
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jobs that pay decent wages. The estimates of the U.S. Department of Commerce confirm
those of our economists, We do not believe we are overstating the gravity of the
immediate crisis facing our industrial base and the workers and communities dependent
upon |t,

The proliferation of unfair trade practices around the globe, as shown by the
size of the Annual Report on National Trade Estimates just completed, and their impact
on U.S, trade, has made bilateral negotiations over individual practices unworkable. We
need an overall approach which gets the high-level attention of both our government
and the governments of our trading partners. The UAW has supported the Trade
Emergency and Export Promotion Act, S. 1449, as a vehicle for addressing this type of
problem. This bill would impose penalties on countries which do not eliminate their

excessive trade surpluses with the U.S. only if they fail to remove their unfair trade

practices. S. 1449 proposes a surcharge on such imports. The sanction could be an
embargo, quota, or another penalty and still be effective. Strong measures such as
this must be pursued by the U.S. if progress is to be made in eliminating these practices
and reducing the size of our trade deficit.

There are many foreign practices not considered "unfair" under current laws, but
we believe they are. One of these is the abuse of the basic rights of workers. Such
basie rights — to free association, to organize and bargain with employers, to standards
for minimum wages, hours of work, occupational safety and heslth, to the prohibition
of forced labor and a minimum age for employment — have been included in the U.S.
law governing preferential treatment of imports from developing countries under the
Generalized System of Preferences. Further recognition of the unfairness of denial of
these rights under our trade laws is needed. While low wage rates, in themselves,
cannot be defined as "unfair", the maintenance of such wages through repressive
government action in the workplace should be defined as a subsidy for goods produced

under these conditions which are exported to the U.S.
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We believe that the industrial base of our nation and the standard of living of
fts citizens cannot easily bear a decay of these proportions in the domestic auto and
related industries. The implications of this steep drop in domestic employment for other
large manufacturing industries should be reason for great concern for all of us — for
those of you with such industries in your states and for representatives of workers in
these industries. There are many industries now, and there will certainly be more,
subject to the same type of attack from imports produced under both fair and unfair
conditions. We need these manufacturing jobs to keep our economy strong, our workers
employed and our living standards high. The elimination of unfair trade practices,
though important, will not alore prevent job losses. Other measures are needed. We
need a trade policy which can effectively protect workers from worldwide transfers of
capital and advanced technology. The constant search for low-cost production ecan only
impoverish the American economy unless our government is willing to defend this market
as other governments around the world defend their markets, The specific measures
-required to meet this challenge may vary from industry to industry, Our government
must be ready to negotiate restraint with foreign governments which are the source of
injury or potential injury to U.S. production. At the same time, commitments to
investment in the industry must be obtained from domestic producers.

Mr. Chairman, we have appreciated this opportunity to discuss our views on the

critically important issues you have under consideration, Thank you,

opeiu424
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Mr. Chairman, my name is Owen Bieber, | am the President of the United
Automobile, Aerospace and Agricultural Implement Workers of America (UAW) and a
Vice President of the AFL-CIO. 1 wish to thank you for the opportunity to share our
views on trade policy with you and the Members of the Committee on Finance.

The labor movement shares the belief of many Americans that the U.S. trade
deficit constitutes a national emergency. There is no way we can afford the current
imbalance in our trade relationships, The trade deficit is getting worse, not better,
The burgeoning trade deficit is but a symptom, though, of what ails the U.S. economy.
The lack of political commitment to a national trade policy which works for Americans
allowed this situation to develop. Without our own trade policy, we have been forced
to react to the policies of others. It is time for us to call the shots for ourselves.

It Is argued that, since the end of World War 1I, we have had a trade policy
— "free trade™— which operates in the best interests of our citizens, but "free trade"
hardly describes the policies of the nations of the world. For nearly two decades, this
approach seemed to be satisfactory because of the relatively minor impact of trade on
our economy and the contiruing weakness due to wartime devastation of both our former
allies and adversaries alike. This situation could not, and did not, continue. Since the
mid-1960's, the economic fortunes of the U.S. have been increasingly affected by the

trade policies of other nations.



1566

Rather than criticelly assess the impact of the growth of serious foreign economic
competitors, our government continued to espouse and practice a policy of "free trade"
while nearly all other developed nations maintained a variety of policies gimed both at
limiting imports and encouraging exports. These fell into both the "fair" and "unfair"
categories under our laws, U.S. firms made their own peace with these policies by
investing in those countries which would allow it, producing for the market there and
exporting to the U.S. and to other countries formerly served by U.S. exports. They
even took their advanced technology with them when setting up these plants, Japan,
however, either limited or barred U.S. investments in many key industries during this
period, encouraging foreign firms to license technology to its own companies. During
these years, the dollar was overvalued because of its role as the major reserve currency
in a system of fixed exchange rates and the confidence of other countries in the
strength of the U.S. economy, giving further incentive for U.S. firms to favor foreign
investment to meet overseas demand. Even U.S. tax law favored foreign investment by
granting special status to profits earned abroad and foreign taxes paid.

During recent decades, the U.S. has maintained an open market for the output
of industries developed abroad to compete with our once dominant producers.
Contributing to this competition are the American-based firms which joined the ranks
of the "foreign producers" through wholly owned subsidiaries or joint ventiures with
companies abroad, adding to U.S. imports and replacing U.S. exports to other countries.
U.S. multinational firms displayed little loyalty to their workers in the U.S. or the
communities where they had become important sources of stability. Japanese firms,
using acquired technology, a protected home market and a relatively low-paid workforce,
have become internationally competitive in industry after industry in manufacturing.
These firms and their competitors have transformed the world economy in the past 20

years and, with it, the status of the U.S, as the world's foremost manufacturing nation,
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In 1985, there are hardly any industries in which American producers are free
from tough international competition. Competitors in Europe, Canada and Japan are
formidable in many areas of production, including those relying upon advanced techno!og&.
In addition, these developed countries have been joined by newly industrialized countries
(NIC's), such as Taiwan, South Korea, Singapore, Hong Kong, Mexico and Brazil, among
others. All of these nations, individually or through associations like the Europesn
Economic Community, have used government policies to help develcp new industries,
protect such industries while they are young, encourage their exports, limit imports of
competing goods and, generally, assist in pursuing economic development strategies.
There have been many unfair trade practices which contributed to this growing
competition. The lack of priority given to trade problems by the government encouraged
affected U.S. companies to accomodate to these practices rather than fighting them,

Some basic industries in the U.S were initially too strong, or their market too
different from those abroad, to be subject to effective competition from imports. In
the auto industry, for example, despite the investment of U.S. producers around the
world to jump over barriers to U.S. exports, which began shortly after the turn of the
century, imports have become a serious problem only in the past decade. The problem
began with the oil crisis of 1973-74 which transformed U.S. demand for cars to more
closely resemble the market in Europe and Japan. The demand for small, fuel efficient
cars increased as a share of total sales.

In the last 20 years we have completed two rounds of muitilateral trade talks
Intended to move all nations closer to the practice of free trade. Instead, the multilateral
agreements have shifted the emphasis in protection of industries from tariffs to non-
tariff barriers, of which there are an infinite variety. The attempt to deal with these
newer barriers in the 1979 Tokyo Round of negotiations was frustrating for many of

those involved and results have been modest, In the end, there has been no dramatic
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reduction in the barriers set up by our major trading partners., The size of the Annual
Report on National Trade Estimates indicates this lack of progress.

Just as in the early post-war period, in 1985, the dollar is highly overvalued
relative to the currencies of our major trading partners. This provides an incentive
for U.S. firms to increase foreign investments (made cheap by the currency misaligment)
and substitute local production for U.S. exports and imports for U,S. production. The
longer the currencies remain misaligned, the larger the impact on the U.S.

This combination of developments — the continued U.S. commitment to "free
trade" as an adequate policy, the overvalued dollar and the proliferation of sophisticated
competitors in a constantly expanding range of produets and services — has produced
what cannot be described as anything other than an emergency for our nation, It is
a situation which cannot be wished away by calls to convene another round of multilateral
negotiations as the Administration has done; it will not disappear because of "messages"”
sent to our trading partners by the Congress. In 1985, unlike 20 years ago, our trade
problem is not a small part of the U.S. economy and it does not affect just a few,
isolated industries.

The trade crisis we face is massive, with a merchandise deficit in the range of
" $150 billion expected for 1985, The much higher volume of world trade and international
financial transactions and the links with the economies of other countries forged by
u.s. companies operating in Europe, Japan, Canada and the developing countries make
the U.S. trade emergency an international problem in which all Americans have an
important stake.

The emergency was not created overnight. As we have indicated, problems did
not just begin to appear with OPEC and with the oil erises of 1973 and 1979, or the run-
up of the dollar beginning in 1980, or the debt problems of developing countries, or
the slow growth of the world economy in the 1980's. All these factors have contributed

to the timing of the emergency but solving each of those problems, and ellminatlng all
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identifiable unfair trade practices still would not undo the fundamental changes in the
international distribution of production and employment which threaten to reverse the
economic gains achieved in recent decades for American industry, its workers and the
communities in which they live,

In the auto industry, we have watched problems broaden and deepen in the past
10 years as auto markets in developed countries have become more similar and developing
countries have increasingly forced their integration into the industry’'s international
structure. The same, or similar models are made &nd sold in many national markets by
multinational producers. Parts are supplied from, and assembly tskes place in, Mexico,
Brazil, Korea, Taiwan, Malaysia and other developing nations.

Efforts to preserve domestic production of sutomobiles since 1979 give an
indication of how inadequately trade policy has been handled by our government and
how U.S. industries can be devastated by "fair" trade which was nurtured and supported
by "unfair” trade. When the second oil erisis hit in 1979, sending gasoline prices sky
high, demand for small, high mileage cars took off as well. Because of insufficient
domestic capacity in this segment, the demand for imports increased — their share of
totei sales jumped from an already high 17,9 percent in 1978 to 26.7 percent in 1980.
The impact of the oil price Increase on all manufacturing industries was powerful and
on auto production it was tremendour. Total auto sales fell, and domestic production
and employment plunged even faster, each year from 1978 to 1982.

In the wake of the domestic auto industry's 1979 collapse, the UAW filed a
petition for relief under Section 201 of the Trade Act of 1974, This section covers
industries suffering injury from "fair® impo:ts and allows tariff and/or quota relief. The
International Trade Commission ruled against us by a 3-2 margin. The Commission
recognized that imports were, indeed, a cause of injury to the industry, but found that

the decline in total sales caused more injury. While we believe the ITC conclusion
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was wrong, it is important to recognize that the U.S. injury test is more stringent than
the one required by the GATT.

The unfavorable ITC ruling contributed to a flurry of activity in Congress to
limit Japanese suto exports to a maximum of 1.6 million per year for~at least three
years as a way of providing time for the domestic industry to become competitive in
small car production, The reaction in Congress to this decision encouraged the new
Reagan Administration to begin talks with the Japanese aimed at limiting their auto
exports to this country, These talks concluded in May, 1981 with a voluntary restraint
agreement (VRA) to limit exports to 1.68 million for the year ending March 31, 1982
and unspecified equal or higher limits in the following two years depending upon market
conditions,  Virtually all other major industrial nations already had much tighter
restrictions against Japanese imports. Imports of Japanese cars have been held to a 3
percent share of the market in France and 10 percent in West Germany.

The agreement limited only Japanese imports of cars, not trucks or parts, and
made no demands upon American firms to commit f_inancial resources to competitive
small car production. The fact that the U.S. government took any action at all indicated
its recognition of the extremely weak condition of an industry of central importance
to the U.S. economy and that the stiffest competition was coming from a country which
not only shielded its own market from our exports but had also prevented investments
in its auto firms by our producers until Japan had become the world's second largest
auto producer. Despite the obvious injury to the industry, the Administration acted
only because of strong congressional pressure.

The UAW recognized that, while this agreement was of decisive importance in
limiting the impact of imports on auto employment and production, it was not enough
to assure that U.S. facilities would emerge at the end of the restraint period
internationally competitive in all auto markets, including the large market for small

cars. Thus, even with the VRA, domestic output plummeted. For 1981, imports continued
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to increase their share of auto sales, accounting for 27,3 percent of cars and 19.8
percent of trucks, while domestic output fell to new depths. Unemployment among
workers in the auto industry hovered at about 25 percent, as employment by auto and
truck producers dropped by 250,000 and by the industry's suppliers an additional 500,000.
The midwest section of the U.S., where production is concentrated was in an economic
depression.

In December 1981, the proposed Fair Practices in Automotive Products Act was
introduced to address the problems left untouched by the VRA. The legislation would
have required the domestic content of cars sold by each company to increase with the
volume of its U.S. sales, This requirement would apply to all companies equally, domestic
or foreign-based. It would result in U.S. investment by firms with large U.S. sales and
profits while maintaining high domestic content by existing U.S. producers to insure
stability in parts production and employment. This is the type of government policy
we believed then, and still believe, is needed when an important U.S. industry is
threatened by imports which are not aided by recognized unfair practices. Despite
passage of that legislation by the House of Representatives in 1882 and 1983, it
unfortunately never came to a vote in the Senate and never came into play as a standard
for fair trade in the auto industry.

“With U.S. policymakers thus satisfied with only the VRA with Japan as the U.S.
auto trade policy, we can look at the impact of this restraint from 1981-1984 and its
extension to March 31, 1985 at the 10 percent higher level of 1.85 million vehieles.

The restraints on Japanese imports provided some stability in the industry, allowing
U.S. firms to make important progress toward competitiveness. This occurred even
though the most meaningful benefit of the VRA was only felt in the past two years, as
the economy recovered from the 1980-82 recession. Large capital investments were
made and research and development spending has grown in both dollar value and as a

proportion of sales.
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The impaet of this commitment of investment in the auto industry also directly
affects many other capital goods industries which are leaders in advanced technology
and subject to intense international competition. The auto industry is a major consumer
of computer-aided design equipment, industrial robots, machine tools and electronies as
well as the products of other important industries, such as steel, rubber, glass and
textiles which are struggling to improve their competitiveness. The size of the market
provided by the auto industey for such products stimulates innovations in this wide
range of industries which represent a large part of our economy's industrial base. The
stability in the auto market established by the VRA made new investments and R&D
spending possible in other industries as well.

The VYRA helped in meeting its objectives while keeping car price increases
modest. In subcompact cars, the market segment most affected by the VRA, price
increases of U.S. cars have been quite low. The Bureau of Labor Statistics measure of
new car prices rose less than the overall Consumer Price Index for the YRA period.

While the industry has made progress, serious problems remain. QOne of the
foremost of these is ihe dollar-yen exchange rate. This problem, of course, also plagues
all U.S. industries competing with Japan. From 1981 until as recently as September, the
25 percent appreciation in the value of the dollar gave Japanese cars a tremendous
cost advantage and overcame the many cost reduction and efficiency promoting programs
of U.S. auto makers. The 1984 U.S. deficit with Japan in autos was a staggering $20
billion, We expect this to grow by $5-$7 billion for all of this year because of the
absence of restraints and the imbalance in exchange rates. The VRA was never intended
to address this type of ongoing inequity, yet to have lifted it while the exchange rate
inequity remained, exposed the industry to a disadvantage it could not counter on its own,

Our deficit with Japan was a huge $37 billion in 1984, It may reach ssd billion
in 1985, despite repeated efforts to open export opportunities there. The endless hours

of negotiations with Japan from 1980 to 1984 resulted in an increase in our exports
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from $21 billion to only $24 billion. All of this gein and more will be wiped out by
the 1985 increase in Japanese car exports to this country,

The lifting of the VRA produced another inequity. The U.S.-based auto makers
are abandoning domestic production of small cars in their own plants. GM has plans
to import cars from Japan and Korea. These will be "captive imports", vehicles produced
abroad and imported by U.S. manufacturers to be sold under their nameplate through
their own dealer networks. Combined with the subcompacts produced by its joint venture
with Toyota in Fremont, California, they add up to more small cars than GM has ever
sold in a year. Even with the Saturn project commitment, GM will have become one
of America's largest importers, Ford and Chrysler are increasing their own captive
imports to compete. The failure of the Administration to devise an effective trade
policy for the auto industry is in large part responsible for the industry pursuing this plan.

The ultimate failure of the VRA in auto to stabilize employment and production,
especially in the small car segment, was due to its covering too short a period of time
to convince U.S, producers of the need to make additional investments and its lack of
recognition of the increasing internationalization of parts production. With a product
cycle of about seven years and product development time of up to five years, the 7
companies saw the VRA as only a temporary policy. They used their at first limited
and later (1983-85) enlarged, financial resources to shore up their more profitable larger
models to protect them from potential competition - rather than updating their less
profitable small cars.

While imports in the 1979-84 period caused a significant loss of U.S. production
and many lost jobs for workers, we believe that this period's difficulties will be
overshadowed by the increase in imports from now to 1990. The plans of GM, Ford
and Chrysler to import cars and purchase others mader by joint ventures or foreign

companies in the U.S. with a relatively large proporliepuéf iinpéned parts, will lead to

reduced U.S. production and fewer jobs for Amengur}"workers even if total U.S. sales

\y/\,\
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grow. The UAW has made projections for 1988 which show how serious the auto
industry's employment situation will be. We expect imports from Japan for sale by
Japanese companies to increase from 1.7 million in 1984 to 2.6 million in 1988, Imports
from Japan for sale by U.S. auto companies will grow from only 100,000 in 1984 to
500,000 in 1988 if only the already announced plans are carried out, European imports
are expected to remain constant at 500,000, except for the increase of 100,000 cars
imported by Ford for its own sales. By 1988, there will be new sources of significant
imports. Plans of Ford and GM to bring cars in from Korea will add 200,000 and Ford
and Chrysler will import 160,000 from Mexico. In addition, Hyundai, which began selling
cars in Canada last year, should add 230,000, With these quite conservative assumptions,
the total number of imported cars in 1988 comes to 4.3 million, of which nearly one
million will be sold by U.S. companies. This éompares with total 1984 imports of 2.4
million in 1984. The total increase in imports would, then, be 80 percent.

The UAW welcomes, but is also concerned Ey th_e(growth of so~-called "transplant
vehicle" production in the U.S. These cars are made here by foreign companies, or by
joint ventures of foreign and U.S. firms. Plants now in operation turned out 370,000
cars in 1984, These three operations will grow to at least eight in 1988, producing
1.4 million cars, Our current experience with these plants, and the announceménts
made by the ;:ompanies involved, lead us to believe that a large proportion of the total
value of these cars will be imported from Japan, Mexico and other countries. The value
of U.S. production and labor in these vehicles will only add up to 30-40 percent of the
total. In terms of generating employment for Americans, these vehicles are not in the
same league as the over 90 percent U.S. content cars now made by the U.S. companies.

If we assume a strong auto market of 11,2 million sales in 1988, we have projected
that it will be met by 4.3 million imports and 1.4 million transplants, leaving room for
5.5 million fully domestic car sales. In 1984, sales of suech high U.S. content domestic

cars were 7.6 million. The total impact of this shift to imports and imported major
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components, plus assumed productivity growth of 5 percent per year, would be a decline
of about 25 percent in U.S. auto employment. The fully assembled import share would
be 33 percent, compared to 23.5 percent in 1984.

We believe these assumptions about the growth in import share are conservative.
There is a considerable potential for even greater import penetration, both from captive
imports of the U.S. companies and imports from foreign producers. Anyone who thinks
our projections are too pessimistic need only consult the study of the U.S. Department
of Commerce from April, 1985 which estimated a 36 percent import share and 4.0 million
imports in 1988. We in the UAW are hardly alone in our concern that the auto industry
is on the verge of unprecedented import competition and employment losses. The plans
of GM, Ford and Chrysler to dramatically expand their own imports are a blow to our
members and to the companies' domestic suppliers, which have littie chance of making
sales to the foreign makers of small cars. This situation could h;ve been avoided if
our government had dev o~~7 'n appropriate response to the problem caused by "fair"
imports back in 1981,

While this problem for the euto industry remains, the UAW has large numbers of
members in other industries who have been hurt by ineffective trade policies. Not only
increasing imports, but foreign restraints on our exports have cost jobs in the aerospace,
agricultural implement and construction machinery industries.

Significant unfair restrictions on U.S. exports have hurt our exports of aireraft
and auto parts, especially in Latin America. At the same time, growing imports from
subsidiaries and licensees of U.S. companies are adding to imports from foreign companies
in the construction and agricultural machinery industries. Exports of construction
machinery have dropped from over 40 percent of industry shipments in 1982 to 20
percent in 1984. The spread of co-production agreements in the acrospace industry
doubled the foreign content of U.S.-built aircraft from 1978 to 1983, and the trend is

continuing. In many cases, though, the threat of lost markets and the appeal of special
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concessions from host goveraments and reduced costs convinced companies to accede
to the policy goals which were the reason behind these unfair practices. Actions must
be taken to promote our exports in many industries and in agriculture.

We have considered a variety of proposals, and the one which addresses most
of our concerns and is the best available approach to counter the impact of unfair
trade practices is the proposed Trade Emergency and Export Promotion Aect (§. 1449).
This bill takes note of the failure of the Executive Braneh of our government to pursue
our rights under the GATT to contest unfair trade practices abroad,

The focus of S. 1449 is on removing the unfair practices of some of our largest
trading partners. It prevents the U.S. trade deficit with these trading partners from
continuing to grow while their barriers remain in place. Under the bill, each country
with an excessive non-petroleum trade imbalance with the U.S. would be assessed a 25
percent surcharge on its exports to the U.S. if its trade surplus does not fall by a
specified amount, We can no longer accept the unending negotiations to remove unfair
barriers to our exports, one by one, while the trade deficit undermines our industrial
base. The Administration's inaction is inexcusable and the recent initiation of a few
cases under Section 301 of our trade law is in no way an adequate response. In the
past, we have negotiated with these countries over their unfair practices for years on
end with only minima} success and little or no impact on trade. The surcharges imposed
would be interim measures pending the removal of the unfair practices.

We believe that it is absolutely essential for the U.S. government to take effective
action to control the trade deficit. The already dangerous 1984 deficit of $123 billion
is headed to $150 billion this year. Our trade balance in manufactured goods has
shifted from a surplus of $12.5 billion in 1980 to a deficit of $88.7 billion in 1984 and it
is still getting worse. Our exports have barely changed over this period, while imports
soared by $100 billion. This has led to serious trade problems for an ever growing

number of manufacturing industries, even thcse counted among our most technologically
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advanced: semiconductors, telecommunicetions.' computer equipment, chemicals and
others. In fact, the U.S. trade surplus in high technology manufactured goods fell from
$26.6 billion in 1980 to only $6.2 billion in 1984, Of this $20 billion decline, Japan
has accounted for $12.1 billion and Brazil, Taiwan, South Korea, Hong Kong and Singapore
together were responsible for $5.4 billion.

We in the UAW are also deeply concerned by the labor policies of the government's
in South Korea, Taiwan and other developing countries which contribute to their
undercutting U.S. workers. [In these countrics, repression of trade unions is often a
central part of export promotion programs and efforts to attract investment by
multinational producers. Workers are not afforded the internationally recognized worker
rights of freedom of association and the right to organize and bargain with employers.
The AFL-CIO, IUE, UAW and others recently testified that the labor practices of many
countries constitute an unfair trade practice in hearings before an interagency staff
committee on administration of the Generalized System of Preferences. The workers
there have been prevented from obtaining a fair share of the wealth generated by large
trade surpluses because of direct and indirect government repression. Lifting the
constraints on worker rights in these countries would encourage the growth of their
domestic markets. This would reduce the pressureV to export and possibly open up
opportunities for U.S. exporters. This is one area in which the definition of unfair
trade should be expanded.

The suppression of basic labor rights should be treated under U.S. law and in
international trade sgreements as & subsidy subject to countervailing actions when
imports which benefit from these asbuses injure, or threaten to injure, a U.S. industry.

While there is still much work to be done in clarifying the distinctions between
fair and unfair trade, there can be no doubt the American industries will be under
intense pressure from both. The experience of the auto industry in seeking relief under

Section 201 of our trade law makes clear that our current trade policy toward injury
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caused by "fair" imports is not adequate., We believe the number of these cases will
be growing in the future as multinaticnal firms, using advarced technology and equipment
developed in their home market, seek out the lowest-cost location of production. A
small but important step in responding to the problems of U.S. industries would be to
change the injury test in Section 201 to the GATT standard from its current more
stringent standard.

The remedies fashioned by our trade laws and policies must prevent serious injury
to our important manufacturing industries through negotiations with our trading partners.
U.S. trade policy must promote government actions which establish a stable domestic
market and make investment in the U.S. desirable. At the same time, we cannot leave
the actual decisions to invest solely to the firms in the industry. OQur government's
actions in defending our market must be conditioned on continued production and new
investment by domestic producers.

In the area of unfair trade practices, the definition of such practices must be
expanded and our trade policy must become more active. The U.S. can no longer afford
to respond at a measured pace to unfair practices. Our government must be ready to
negotiate forcefully over the variety of practices which hurt our industries and set
firm time limits on these talks. The threat of retaliation must be real if we are to
make progress in eliminating these practices.

Mr. Chairman, we have appreciated this opportunity to discuss our views on the

critically important issues you have under consideration., Thank you.

opeiu494
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Pesolution Adopted by the 16th Constitutional Convention of the AFL-CIO

October, 1985
/

International Trade and Investment

The goal of U.S. trade policy must be the attainment of a fair trading
environment that allows this nation to be an advanced and diversified
economy, promoting full employment and rising living standards.

Fair trade means that the inequities present in the international trading
system must be rectified and due regard given to domestic interests in
both the national and international initiatives of U.S. trade and invest-

 ment policy.

- ‘The United States must retain its manufacturing, agricultural, and
maritime industries. The nation's foreign trade policy must promote—not
undermine—this goal. .

Lmmediate action in the form of quotas and/or tariff increases is needed
to reverse the disastrous decline in America’s trade account. These
measures should be targeted af those countries that maintain large and

. unreasonable trade surpluses with the United States. No pation can sus-

- tain indefinitely the massive deficits now confronting the United States. -

U.S. trade law and policy must be brought into line with today's
trade realities. The academic abstractions of free trade and natural com-
parative advantage, if they ever had any relevance, are inadequate guides
for the real world of international commerce in the 1980s. U.S. trade
law must be modernized to reflect contemporary realities in a world
where the United States is the only country which exposes its industrial
foundation to unlimited erosion from imports.

The overhaul of U.S. trade law needed to remedy general shortcom-
ings must include:

@ Relief from injury due to unfair trade practices such as dumping,
subsidies, and disruptive imports from nonmarket sconomies. At pre-
sent, too many of the injurious practices developed in recent years escape
U.S. law against unfair trade practices, and other countries can increase
their unfair sales in this colintry without fear of penalties.

@ Relief from export-oriented industrial targeting practiced by foreign
governments that seek t0 expand their sales and employment at the ex-
pense of the United States or other countries. U.S. laws designed long
before these practices developed should be amended to provide effec-
tive relief.

@ The U.S. standard for import relief in the *'escape clause®* (Sec-
tion 201 of the Trade Act) should be eased, specifically recognizing
plant closings and layoffs as signs of serious injury in qualifying for
relief. Providing relief to U.S. industries injured by imports is a right
recognized under international law, but the U.S. standards for qualify-
ing for such relief are stiffer than international rules require.

Beyond general reform of existing trade law, difficulties encountered
by individual industries require remedies tailored to their own special
circumstances.

To assure that the U.S. remains a producer of automobiles and other
key products, including parts, the enactment of domestic content laws
continues 10 be needed. Corporations that have benefited from access
to U.S. markets should be required to maintain a fair share of produc-
tion in the United States providing jobs for American workers.

The President’s national policy for import restraints on steel must
be fully implemented, and the Steel Import Susbilization Act must be
vigorously enforced, particularly with respect to modemization and the
training of displaced workers. Should the import restraint program prove
ineffective, quota legislation will be necessary.
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The President must immediately implement the congressional direc-
tion to negotiate voluatary production restraints on copper.If congres-
sional intent is ignored, legislation will be necessary to maijnuin a
vigorous domestic industry. .

%)espite the theoretical safeguards contained in the Mult-Fiber Ar-
rangement (MFA), imports of textiles and apparel have comtinued to
increase dramatically in the last two years. The Textile and Appu:el
Recovery Act of 1985 is needed to make the promise of MFA a reality
and to roll back imports to a reasonable and stable level.

Imports of footwear have now captured 75 percent of the domestic
market. Despite recommendations from the International Trade Com-
mission, the President denied import relief to the beleaguered shoe in-
dustry. Congressional action is urgently needed to reverse this decision.

Since the AT&T divestiture, impors of telecommunications products
have inundated the American market, while foreign markets remain
closed to American goods. Legislation is needed 1o correct this inequi-
ty and reduce the level of imported products.

Policies should be pursued to maintain and re-establish domestic elec-
tronic and television industries.

The manufacturing clause.of the Copyright Law must be extended
permanently to protect against widespread loss of jobs throughout the
U.S. printing industry. The United States can ill afford another unilazerat
giveaway of U.S. production.

Policies should be enacted to assure that a significant portion of U.S.
raw materials destined for export, such as grains and logs, are proc-
essed in this country. .

. Torevive the U.S. maritime industry, legislation i$ needed 1o substan-
tially increase the portion of cargo carried in U.S.-flag ships and to
assure a strong U.S. shipbuilding base thereby enhancing national securi-

ty. Further, immediate action is necessary to eliminate foreign basriers

to U.S. transport carriers involved in international commerce.

The prohibition on Alaskan oil exports should be maintained, and
carriage of the oil retained for U.S.-flag vessels. The U.S. merchant
marine fleet should be given a more important role in providing aux-
iliary services for the U.S. Navy. Bilateral shipping agreements par-
ticularly for grain and coal shipments should be negotiated. The United
States should ratify the UNCTAD code for liner conferences to help
the domestic shipping industry attain a more equitable share of cargo
generated by U.S. trade.

In addition to individual industry requirements, other trade-related
measures are necessary.

The Trade Adjustment Assistance program should be restored to pro-
vide adequate compensation to those unemployed because of trade and
to improve training, job search, and relocation aid for those displaced
workers. Eligibility rules should be eased, to permit supplier workers
and victims of foreign investments and foreign plant relocations to be
covered under this program.

Export promotion is an important function of trade policy, andany _ . __ _.

program must carefully consider domestic priorities. The export of
capital, technology, and price-sensitive items that damage the U.S.
economy should not be promoted. The transfer of U.S. technology must
be controlled to assure continued technological advances, competitive
advantage for domestic production and national security. Expont-Import
Bank funding, including direct loan authority must be maintained in
order to provide U.S. industry with tools necessary for international
competition. These funds should be made available for the domestic



171

Lrif’dﬂ?uamﬂ IRAQAf ARl LULVED!I rNERS

purchase of U.S. products to offset foreign subsidies. Financing,
however, should not be used to develop projects in other countries in
industrial sectors where excess capacity exists.

Congress should not provide tariff cutting authority to the President.
The few protections left to American workers and industry should be
maintained.

Congress should carefully review any future bilateral free-trade
agreements to assure that domestic production will be enhanced. We
are especially concerned about possible developments along these lines
_ with respect to the neighboring countries of Canada and Mexico. Simple
trade liberalization will not benefit American industry and workers.

Policies must be enacted to regulate the immense flows of interna-

tional investment. Current Administration emphasis on overseas invest-

ment by American firms must be redirected.

Tax loopholes and incentives for multinational companies to move
abroad should be ‘ended, the tax deferral halted, and the foreign tax
credit repealed.

Items 806.30 and 807 of the tariff schedules that reduce tariffs on
products containing parts produced in the United States should be
repealed. .

The Overseas Private Investment Corporation (OPIC), a government
agency that insures private invistment abroad should be terminated.
OPIC is supposed 1o promote economic and social development in *‘Jess
developed friendly countries'* while furthering the balance of payments
objectives of the United States. It has failed on both these counts and
has contributed to the export of American jobs.

Administration support for a new international agency—the Multi-
Jateral Investment Guarantee Agency—should end. Interests of workers,
both domestic and foreign, will not be furthered by providing greater
protection for international business.

Recently negotiated bilateral investment treaties must be carefully
ceviewed o insure that protection for workers are included and domestic
production not harmed.

Existing codes of conduct for multinational enterprises must be
strengthened to protect the rights of workers employed by these firms
and to provide effective remedies when those rights are denied.

In those countries that seek to attract industry through the exploita-
tion of workers, international agreements are needed to improve labor
standards. Provisions of the recently renewed Generalized System of
Preferences concerning labor rights must be vigorously enforced, and
countries that abuse worker rights should be immediately removed from
the program.

The Foreign Trade Zone Act of 1938 should be repealed. Any exemp-
tion from this nation’s trade jaws must be proven on a case-by-case
Basis. At minimum, manufacturing operations should be prohibited
within such zones.

The United States should end its support of loans from the Interna-
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tional Monetary Fund that require the borrowing countries to curb im-
ports and push exports to pay their debts. In place of this approach,
which has harmful repercussions on the United States and other
economies, the IMF should be urged to promote balanced growth in
both borrowing and lending countries.

In !erms of the overvalued dollar, there must be a major effort to
readjust currency values to more realistic levels and to bring some
measure of stability to the exchange rate system. While national action
in the form of an import surcharge is necessary to provide some im-
mediate relief from the trade-distorting impact of the overvalued dollar,
a longer-term solution must be found through coordinated international
actions. The United States should undertake monetary negotiations in
a variety of forams such as the Intemational Monetary Fund (IMF),
Organization for Economic Cooperation and Developmeat (OECD),
and General Agreement on Tariffs and Trade (GATT). Such pzgoua-
tions should be a precondition of any multilateral trade talks. Further,
the Intermational Trade Commission should provide relief for trade in-
jury brought about by the overvalued dollar. -

The AFL-CIO shares the reservations of many at home and abroad
about the appropriateness of multijateral trade negotiatiohs. Negotia-
tions will not implement an effective, national trade policy, correct the
overvalued dollar, or reduce America's huge trade deficits. Nevertheless,
if negotiations take place, the United States should focus on the following
four areas:

@ A prircipal U.S. trade negotizating objective must be to include
in GATT a social clause that addresses unfair trade advantages gained
through repressive working conditions. Competitive advantage in trade
should not be derived from the deniat of the right to freedom of associa-
tion, the refusal to insure a safe work environment, the exploitation
of child labor, or other unacceptable practices.

® The impact of the various codes agreed to in the 1979 Multilateral
Trade Negotiations (MTN) needs to be assessed and greater attention
should be placed on enforcing these agreements and redressing inequities
that have appeared. The Government Procurement Code should be
renegotiated to provide true reciprocal market access with existing ex-
emplions retained.

® The inadequacies of GATT safeguard procedures need to be
sddressed. The United States should concentrate on exposing trade
restrictive measures and should develop procedures for negotiating’
agreements that would bring some order and stability to trade in im-
port sensitive products, as well as products and commodities where
worldwide excess capacity exists.

® Solitions to the serious problems faced by U.S. industry in the area
of ¢counterfeiting and intellectual property rights, such as computer pro-
grams, films and recordings, should be a U.S. objective.

® The disadvantage faced by U.S. producers as a resuk of current GATT
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rules on border tax adjustment should be eliminated by means of ap-
propriate changes to the GATT.

With regard to problems in services, solutions must be found through
national action and sectoral negotiations. The current emphasis on all-
inclusive negotiations on trade in services is misplaced. The trade prob-
lems encountered by U.S. service industries are specific and quite
diverse. Negotiations must be based on practical solutions for specific

"current problems so that the huge diversified service industry will not
be lumped together inappropriately in multilateral negotiations. U.S.
law and practice establishing standards in the service sector must not
be weakened. .

Instead of broad negotiations on investment rights, emphasis should
be placed on encouraging domestic investment. As with trade in ser-
vices, regulations concerning investment flows should not necessarily
be viewed as barriers. The U.S. must not negotiate away domesuc
employment for business access to foreign markets.

America needs to expiore a more realistic general framework for coor-
dinating world trade relationships in sectors charactenized by global over-
capacity and widespread import controls. The United States operates
as if the trade-regulating measures of other countries do not exist—or
as if they were irrelevant in determining whether trade is likely tq in-
jure U.S. workers and industries.

The temporary and often ineffective U.S. regulation of imports has
not accomplished its purpose; other countries have dealt more effec-
tively with international trade to promote industrial development—and
employment. At least when there is widespread imyg»_ v ‘ajury, and when
trade problems have led the major importing counu: s to apply import
restraint, the United States should negotiate an effective roultilateral
framework for allowing sectoral trade to take placeina rational man-
ner, at the same time preserving our vital economic industrial base and
jobs.
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The CHAIRMAN. Quick question. Under S. 1449, we do not impose
restrictions on countries that do not have any unfair trade prac-
tices, as we define them. Is that correct?

Mr. BieBer. That’s correct.

The CHAIRMAN. And Hong Kong, apparently, has none of those.
We can freely ship to them. In effect, they appear to have no re-
strictive trade practices against anybody in the world. They are
one of the few countries that are a genuine free-trade zone in es-
sence. Is that correct?

Mr. BieBer. Yes, I believe that’s correct.

The CHAIRMAN. Does that mean, then, that we would not impose
anlzi restrictions on imports from Hong Kong?

r. BIEBER. No. I wouldn’t say——

The CHAIRMAN. Then I don't quite understand what you mean.

Mr. BieBer. Well, we did not say that this bill was all encompass-
ing. We said we supported this bill. I think, Senator, it's true and
everyone knows that we have also supported other bills. I specifi-
cally made note to S. 1449 because we believe that approach is one
approach that could be most helpful in the dilemma in which we
find ourselves. That’s not to say that we are not supportive of other
trade legislation as well.

The CHAIRMAN. So even if they have no unfair trade practices,
we may still want to restrict what they can send here.

Mr. BieBer. We would propose that there would be certain limi-
tations.

The CHAIRMAN. OK.

Now where you make mention of basic rights of workers, and
then you go on “such basic rights to free asscciation, organize and
bargain, standards for minimum wages, hours of work, occupation-
al safety and health” et cetera, minimum age, are you suggesting
that all of those if they do not exist in full flower in other coun-
tries, should be unfair trade practices?

Mr. BieBeR. I'm suggesting, Senator, that those items certainly
should be taken into consideration when we consider unfair trade
practices because I think they have an effect upon the question of
fair or unfair trade.

As an example, in Korea where the rights of workers are ex-
tremely limited, certainly that has an effect upon that product
being able to come to our country’s market under an unfair trade
practice.

The CHAIRMAN. What I'm trying to figure our,. Mr. Bieber, is
what things we should unilaterally say other countries must match
that we have or we will say they are guilty of unfair trade prac-
tices.

Mr. BIEBER. Senator, what I am saying is we ought to say to
countries who are doing business with us, who are trading with us,
that they ought to recognize and respect the same rights that our
Government says workers have a right to expect—the right to or-
ganize, to freely choose to organize, the right to safe working condi-
tions, et cetera, as 1 have pointed out here.

The CHAIRMAN. You mean that our standards must be their
standards if they want to compete in our market.

Mr. BieBer. Well, I'm saying that when you take into consider-
ation unfair trade I think you have to take into consideration the
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fact that in countries such as this the absence of such laws give
that product and that country a distinct advantage, and, therefore,
an unfair trade advantage against the products produced here.

The CHAIRMAN. Should they have to meet our environmental
standards?

Mr. Bieer. Should they have to meet them in their country?

The CHAIRMAN. Yes. Because that is costly also in terms of
meeting the standards that we set down for industry.

Mr. Bieeer. Well, their products certainly ought to meet the re-
quirements if they are brought into this country.

The CHAIRMAN. I mean pollution standards. Air and water and
dumping standards. Should their factories have to meet the same
standards our factories have to meet, because it’s costly to meet
them. And if they don’t, they can produce the product cheaper.

Mr. Bieser. Well, excepting that—I'm not sure I would go that
far. I think it’'s an area in which that country ought to be con-
cerned. But I'm concerned about it as a citizen of the world. After
all, what they do in those countries can have some effect, I _sup-
pose, on the environment of our own country.

The CHAIRMAN. I'm trying to think of it from the standpoint of
competition. You are thinking of it from the standpoint of a good
citizen and whether or not they are going to pollute the water and
the air of the earth. But I'm thinking of it from the standpoint of
competition and cost, much of some of the things you cite—occupa-
tional health and safety.

I sense you would have them meet roughly our OSHA standards.

Mr. BIEBER. So far as protection for the worker, yes.

The CHAIRMAN. And they should meet our minimum wage
standards?

Mr. BIEBER. Yes.

The CHAIRMAN. At a minimum.

Mr. BieBer. Well, what I'm saying is that if they don’t, then I
think that has to be worked into the computation as to whether or
not this represents fair or unfair trade practices.

The CHAIRMAN. And our hours of work standards?

Mr. BIEBER. Yes, sir.

The CHAIRMAN. Thank you.

Senator Baucus.

Senator Baucus. I will end up on the same point, Mr. Bieber.
What about, as Senator Packwood suggested, environmental stand-
ards, environmental costs? It just seems to me that we are focusing
on competition, competitiveness, but that there are other factors in
addition to working place costs from an industry point of view.
Thﬁre are environmental costs and there may be cther costs as
well.

And if we address the labor component, maybe it also makes
sense to address other components. And the more we do that, the
more we are telling another country what the mix of its costs to its
industry should be. What if we had an umbrella cost approach
saying if your total costs to your industries are lower or actually
the same as ours and you can address the mix anyway you want,
would you be interested in that kind of an approach or not?

Mr. BieBer. Well, I guess the way I want to answer this is to say
that whatever the items are that affect the question of whether or
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not those products brought into this country we are able to com-
pete fairly against then they should be worked into the equation. If
our companies are forced to do certain things, and they are by law,
then I think that we should take that into consideration.

However, the point that I made relative to workers’ rights and so
on, I think that we recognized for instance many, many years ago
in this country there was the need to abolish child labor. We have
very close to that in some of the countries that we compete against.
And many, many other items relative to workers 'safety and so on
are thrown asunder.

We think that, first of all, from a moral, humane standpoint, it’s
proper, but more importantly that our workers and our companies
should not be made to compete against workers and companies in
other countries who do not practice minimum—at least minimum
standards.

Senator Baucus. I wonder if you could address a point made by
Commissioner Norwood when she was testifying. Essentially, that
" maybe it’s not altogether disadvantageous to our country to have
our employment composition move more to the service sector and
away from manufacturing sector. Her basic point being employ-
ment leaving manufacturing sector does not—is not disadvanta-
geous to this country so long as the output of various industries in
the manufacturing sector is growing or increasing. Would you re-
spond to her point, please?

Mr. BieBer. Well, I guess I would answer it this way: Since 1979,
we have lost 1.7 million good paying jobs from this country. I don’t
think that anyone can argue successfully that we cannot continue
to have the standard of living or relatively the standard of living
that we have become accustomed to and which I think we are enti-
tled to in this country if we continuously drain off the good paying
industrial jobs and replace them with lower paying jobs. And that’s
exactly what has happened.

In my own union, today we have 50 percent of the employees
that we had in 1980 in the agricultural implement section of our
union. Not automotive, agricultural implement and heavy industry.
It has gone down from 65,000 to a little over 30,000.

We still have upward of 200,000 less workers in auto today than
we had in 1978. We are even losing jobs in aerospace. The new
technology is going abroad.

Now, if someone can tell me who are going to be the customers
of the future, if we have no concern about the loss of these jobs,
then I would be glad to listen to that. T don’t see that possibility.
Unless we can do something to protect the industrial base of this
country, we are not going to have the living standard and the type
of economy that we’ve had.

Senator Baucus. So it's your point that even though output in
our industry in our country may be increasing, if we are still losing
jobs, that the standard of living in this country is declining because
incomes are declining; namely, the replacement jobs are, if there
are replacement jobs, are lower paying jobs.

Mr. Bieser. Well, they are lower paying, but I also have another
problem. Just a few years ago, 2 and 3 years ago, what everyone
was telling me was don’t worry about the auto jobs that are being
lost because we have some new industries, high tech, the computer
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chip industry, that will take the place of these jobs. No one talked
about the rate of pay, which is considerably less.

But I would point out two things. No. 1, the auto industry is a
big consumer of high technology, becoming a larger consumer
every year. And if you don’t believe me, just look at all the new
gadgets that are on those cars. But more importantly, I am now
concerned about the accuracy of those statements when several
years ago I see companies such as Atari move jobs from the west
coast to the orient. These aren’t high-paying jobs. They are $6,
$6.50 jobs. They are going off across the Pacific in search of $1 and
$2 an hour jobs. -

Now we have done a great deal in our union to encourage re-
training. We have spent a lot of money. We negotiated a lot of
money with the companies to do this. The problem that we have is
what do you retrain people for. What jobs are available. And I can
tell you that when you look at what is happening to us, the jobs
just aren’t there.

And when we talk about high-paying jobs in high technology, you
have to understand that the jobs that become available there, and ~
certainly in the Northeast there are a lot of high technology jobs,
they are low-paying jobs.

Senator Baucus. Isn’t it also true that we are losing the techno-
logical base. More than manufacturing jobs go overseas. The more
we are putting our country in peril because we are losing the tech-
nological base and we are losing the ability to progress in R&D and
other developing technologies.

Mr. BieBerR. You are absolutely right. We saw this in auto. We
saw it in appliance 10 years ago. We are seeing it in aerospace now.

Senator Baucus. Thank you.

The CHAIRMAN. Senator Long.

Senator LoNG. The one thing that I have noticed is that the Jap-
anese and the Koreans seem to be able when trained at their jobs
to do just as good a job of operating these expensive new machines
as Americans do. Now I’'m not downgrading the Amegican workers,
but I have gone through some of these prodyction Lifes kyen in Red
China and people I see working on those assembly-lines Who, ¥ you
didn’t know you were in a foreign country, seem to sifthére or .
stand there, as the case may be, and do a good job at it.

Once we export our technology, take our machines and show, .
them how to do it—and, incidentally, most of the machipes I saw:
in China are being bought from Japan; not the United States—but
once they see how it can be done~is there any reason that they
can;t even make those robots and operate them just as well as we
can? _;
Mr. Bieser. Well, no, Senator: I might just say this. I, too, was in
China within the last 6 months. And. of course. it depends on what
assembly line you look at. If ybu look at an automotive assembly
line, they have got a long way to go to catch up. That doesn't mean
that they can’t. Some of the ot.hex\_gasembly lines, as you point out,
are very true—making gears and §dou... < i

And if you go to Japan, you al$o sé& frany names of equipment
that were very well known here.Todsy; of course. they are ‘doing a
great job of taking away our jobs.im.the tool industry, etporting
their machines here. IR !
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The truth of the matter is if you go to Japan, you don't see an
automobile built any differently than you do in the United States.
As we have redesigned the car, brought on the new plants and we
have got some that have been built totally from_the ground up;
other plants that have been revamped—we have state-of-the-art
plants here. There is no question about it. And we can and I would
submit that we do compete from a productivity standpoint.

.. If you look at the auto industry from 1981 through 1984, produc-
tivity has increased by 35 percent. That’s a pretty healthy increase.

It’s not that we can’t compete with them, but we have to be able to

compete on a level playing field. ~

The over-valued dollar has made it extremely difficult. In Peoria,
IL, I mentioned Agricultural Implements (Aglmp) and heavy equip-
ment. Peoria, IL, we produce heavy equipment there. A piece of
equipment that comes out of that plant retails for about $265,000.
If you look at where the dollar to the yen has been, it means that
Kamatsu, who is the chief competitor, everything else being equal,
Kamatsu’s product can go to the market $65,000 less than the prod-
uct that we produce in Peoria, IL.

And I would submit to anyone you cannot overcome that by pro-
ductivity and you can’t overcome it by reducing wages, unless you
want to put everyone in a soup line.

So that’s some of the things that we’ve had to face. Another part
of my argument is that the American companies have now decided,
and for various reasons—Chrysler took the position when the vol-
untary restraint agreement was lifted, they decided not to produce
their new P car, which was a small car entry in this market. In
place of that, they have worked out a joint venture with Mitsubi-
shi. That will come to this country, and we will have about 50 per-
cent of the content in that car we would have had in the P car.
That’s also true with the joint venture in Freemont, between
Toyota and General Motors. It will be true with the Mazda plant
that is opening near Detroit. It’s true with Honda and Nissan who
are producing here. :

And part of my argument is that our own companies have now
made a decision to go offshore with the small car and not to invest
and develop and to build it here. Now that’s with the exception of -
the Saturn plant that is to be built in Tennessee, and I won’t go
into that because I think everyone has read enough about that as I
have in the last 5 or 6 months to be somewhat familiar with what
that venture is.

We would also hope to be able to work out similar agreements
with Ford on their small car, Alpha, and Chrysler with their Liber-
ty project. But we have concern about these small cars that are
being lost to overseas production.

If you look at 1988 predictions, that’s a fair piece of the market.

Senator LonG. Thank you. -

The CHAIRMAN. Senator Mitchell.

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

Mr. Bieber, I think you've put your finger on one problem that is
very difficult to deal with, and I would like to ask you about it.
You make reference in your testimony to prior Japanese import
and investment restrictions in the auto industry. Those practices
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no longer exist, but the past practices do have a current impact on
the U.S. auto industry.

My question is: Should our unfair trade laws permit U.S. indus-
tries to seek relief from unfair trade practices that have been ter-
minated? The practices themselves no longer exist, but they have
created an unfair market advantage that does continue to exist.

Mr. BieBer. Then I think the answer is yes because it's all part
of the problem in the equation.

Senator MiTcHELL. In your statement you refer to on page 2
unfair trade practices in Brazil and Mexico. Are you able to pro-
vide us now any more detail on those types of practices?

Mr. BieBer. Well, it’s basically the same thing that I previously
covered in that—I thought I tried to cover in my answer to the
chairman. You have wage structures, obviously, that are far less
than ours. You are talking in terms of $2-an-hour jobs. In addition
to that, you have countries where the right of the worker to freely
organize is inhibited. Safety standards are far below what our min-
imum requirements are here; and the whole thing that I raised
before. All of that does go into this whole equation and does have
an effect upon our industry’s ability to compete.

Senator MITCHELL. So you would regard those as unfair trade
practices; not as natural competitive advantages that a nation
might have.

Mr. BIEBER. | think that unfair trade practices—unfortunately, I
have to say this. I am also concerned about the fact that our own
domestic suppliers take advantage of those situations and import
those products from those countries, both finished product and
ba:si)cl parts. And this is becoming more and more of an increasing
problem.

As I said, we will have additional pressures coming from Korea
very shortly, and I might add from Yugoslavia as well. They do
produce a car there. As a matter of fact, they have dealerships in
this country now. I saw a couple that sprung up in Detroit within
the last couple of months. I've seen the car from a distance. It's
less than $4,000. It's a small vehicle, but it obviously will have
great pressures against our small car production here.

Senator MiTcHELL. Do you agree that current U.S. trade laws are
inadequate to respond to the practices of other nations which ad-
versely affect U.S. commerce?

Mr. BieBer. Yes; I think I have said this many times. The prob-
lem i3 that I think we are playing under a set of rules that no one
else is. We have, you know—we contend that our policy is a free
market policy. I don’t know when that existed. It certainly hasn’t
been around in recent years.

Every other country does things to protect basic industries, such
as auto. And at the same time, we allow our market to be inundat-
ed with imports. And, quite frankly, we are paying a terrible price

for it. X

By 1988, if you look at the import, that are projected, if you look
at the transplant plants that are projected, and I think they are
both absolutely correct, the number of cars that we will be produc-
ing in this country, pure domestic cars, will be very close to the
number that we produced at .the height of the recession in 1982.
And in my own union, we had 300,000 members laid off at that
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time. That didn’t take into consideration a number of those in re-
lated industries.

Senator MircHELL. Thank you, Mr. Chairman.

The CHAIRMAN. Senator Danforth.

Senator DANFORTH. Mr. Bieber, back in 1981 when we went
through the problem at that time of the auto industry, a number of
us introduced quota legislation and voluntary restraints were en:
tered into. The thought that I had at that time, in fact, that I ex-
pressed publicly, was that we could provide and should provide
short-term relief to the auto industry because it was on the skids.
At that time, Chrysler’s survival was threatened, Ford’s survival
was threatened and we thought we were going to lose it.

But the position I took at this time was that this is just tempo-
rary relief. That 2 years, perhaps 3 years, of relief would do it.
That the Government couldn’t keep the auto industry alive forever.
And that while we could provide some short-term help, the future
of the U.S. auto industry depended on the auto companies and the
auto workers being able to produce a competitive product and to
sell it at a competitive price.

Well, the 2-year voluntary restraint was extended to a 3-year vol-
untary restraint, was extended to a 4-year voluntary restraint. I
joined the fray when it was lifted saying, well, we shouldn't lift
anything without getting something in return, which we didn't.

But I still felt that you just can’t keep administering artificial
res;l)}ration forever. Eventually, the patient has to breathe for
itself,

I think what I hear you saying today is that things are not only
not getting better, they are getting worse. There is going to be a
new inundation of cars from Korea. I believe that the Pony had 11
percent of the import market of Canada its first year. Pretty good
test market for the U.S,, I would think, Canada.

Yugoslavia is going to be producing cars. And I think what you
are saying today, altiough not quite in so many words, is that the
U.S. auto industry is not able and will not be able to keep up with
world competition unless the government provides it with some
kind of protection.

Mr. BIEBER. I don’t know if I want to use the word protection,
although I'm not as hesitant as some people are to talk in terms of
protection of American jobs, American standard of living. I think
that is a part for Government to play.

Let me go back, if I might, just for a moment, Senator. You are
right in that many of the statements made back in the 1980’s—and
I say to you that I'm very thankful that at that time you took the
lead in bringing about the voluntary restraint agreement because
without it I don’t think I would have had an opportunity to sit
down at the table with Chrysler—and not just that—but some
other things with Chrysler just a few weeks ago. We were losing
that company.

Ford was fast going under. VRA certainly helped, but the em-
ployeclzis and everyone else made sacrifices and contributions to that
as well. i

A couple of things happened along the wai, though, that we
didn’t get quite the help that originally I think the voluntary re-
straint agreement indicated we would get. As you well know, we
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ran headlong into a deep recession. And, unfortunately, the
number of cars, the percentage of the number that came into our
country was far higher thao people expected when we looked at the
original figures of VRA. B

In addition to that, I think a lot of people probably underestimat-
ed the amount of time that it really takes to develop a car, to
change an industry around. And, you know, we’ve made tremen-
dous strides in that.

Senator DANFORTH. Do you think we've done it?

Mr. Bieser. Well, I think we have to a great degree. Not totally.
There are still many things that can be done. We continue——

Senator DANFORTH. Let me just ask you because I only have a
few minutes. Do you think we have made good use—we being the
industry and the UAW—have made good use of the voluntary re-
straints of 1981 to 1985? And do you see any end in sight for the
need for protection for the auto industry?

Mr=- BiEBER. I think we made strides. I think that if you look at
the agreements that we negotiated, they are there for everyone to
see. We have done a great deal in worker involvement. We’ve done
a great deal in reducing costs in many areas.

The thing that I'm concerned about is that the auto companies,
themselves, for one, have made a decision to some degree write off
the small-car industry. We are attempting desperately to iry to
head that off. But, of course, as I said, the recession hurt us. The
over-valued dollar, obviously, hurt us.

And when you talk about the welfare of the industry, I think we
have to also recognize that many times when we see some of those
profit figures that may go to the welfare of the industry, but it
doesn’t necessarily mean that the needs of the workers and the
communities in which they live have faired as well because they
have not.

It seems to me that we have to take all of that into consideration
when we think in terms of some orderly procedure to see to it that
a very important industry in our country is preserved for the
future. It’s important to our economy, but I think we also have to
look beyond that. It's an important industry to the defense of this
country as well.

And I'm concerned as I travel across this country and I see it in
every single city I go into, large and small, more and more and
more plants that are vacant. And that troubles me a great deal.

Senator DANFORTH. Thank you, Mr. Chairman,

The CHAIRMAN. Senator Chafee.

Senator CHAFEE. Thank you, Mr. Chairman.

Mr. Bieber, it seems to me that the problems of the automobile
industry in the late 1970’s and early 1980’s derived, at least as I
saw it, from a host of problems. One of them was sloppy quality,
poor design, and poor mileage. And I think both the management
and workers have tackled that. It’s my judgment that now you are
producing a product that qualitywise is probably competitive.

But you have made a conscious decision—you, the workers—that
you are not going to be competitive wagewise. And, indeed, you just
conducted a successful strike against Chrysler, and you have
emerged with the highest industrial wages in the Nation. I suppose
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the automobile wages now, with fringes, are something like $24 an
hour, close thereto, at least in the studies I've seen.

Now that’s fine. But what you have are wages with fringes that
are far higher than most industries in the Nation. And as a result,
you are having difficulty finding a market for your product. The
domestic market for automobiles is there clearly because the for-
eign automobiles, as you mentioned, are flooding in. Let’s just stick
to Japan because I don’t think we can say that they are suffering
under the difficulties that you mentioned exist in some countries—
that is labor working under very extraordinarily difficult situa-
tions.

Now if those involved in the industry, namely the workers,
aren’t prepared to be conpetitive in wages and, indeed, go out and
strike, and a successful strike, when they are already over $20 an
hour and come up to $24, $25 an hour, what can you expect us to
do here? Are we meant to respond—am I meant to say to my
people in Rhode Island who are getting $7 or $8 an hour with
fringes that they can’t buy the Pony or the Yugo or whatever it is
in order to protect the jobs of those in Detroit making $24 an hour
with fringes? What’s the answer to that?

Mr. BieBer. Well, first of all, Senator, I think we have to com-
pare apples to apples. And, first of all, it's not a question of an auto
worker taking home $24 an hour.

Senator CHAFEE. I didn’t say taking home. I said with fringes.

Mr. BieBer. Well, OK. I just said it's not a question of taking
home $24 an hour. It's a question of some who are taking home
more like about $11.50 an hour. ’

But then I think we also have to compare that to the industry
that that worker is in. And that’s an industry whose productivity
has increased 35 percent over the last 4 years. And I think that has
to be taken into consideration.

Now let me say this since you raised it about the successful nego-
tiations at Chrysler. I prefer to use those terms. There was a strike
that ensued. I think that’s recognized as part of the right of work-
ers and their employers to sit down and bargain.

Senator CHAFEE. Nobody challenges that.

Mr. BieBeR. But let us also recognize that in that settlement the
vast majority of the items included in that settlement were only to
bring the people back to parity and there was some additional up-
front money which was recognized by the company was given to
the workers to repay somewhat the losses of wages that they had
encountered during the difficult years. Now nowhere near what it
represented, because you are talking in terms of ,‘51,700, $1,800 com-
pared to $22,000 or $23,000 across the board.

Other than that, the Chrysler agreement does not represent any-
thing over and above the General Motors and Ford agreement. The
first 2 years are identical.

Senator CHAFEE. My time is limited, and I don’t want to get into
a discussion of the agreement one way or the other, but the auto
workers overall are the highest paid workers in the Nation, and
considerably higher than anybody else with a contract that I think
anybody would say is splendid. That's fine, if that’s what the)
want. But they are in a competitive field.
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And as a result of these contracts, plus the high dollar, plus fac-
tors like complete health insurance. As you well know from your
experience in Chrysler the health coverage now costs more than
the steel does in an individual automobile, first dollar coverage.
That’s what they want, and that’s what they have got.

To then come here and bemoan the fact that foreign automobiles
are taking a bigger and bigger share of the market isn’t being com-
pletely realistic in my judgment. You can’t have it both ways. If
you want these extraordinarily fine benefits, higher than any other
worker in the country is getting, all right. But just remember that
the result of that is going to be a reduced share of the market.

I regret that what you predict here is probably going to be true
in 1988. To put it bluntly, I think you have priced yourself out of
the market or are in the process of doing so.

Mr. Bieeser. Well, Senator, I don’t want to be argumentative, but,
again, I make the point that the auto worker whose wages you
allude to also works in an industry with the highest productivity in
the world. Now when you compare it to the $§6 or $7 an hour jobs
in your section of the country, the problem is that we are being—
we are being forced to compete against wage rates of $1 or $2 an
hour in the foreign countries, with all the other things I mentioned
this morning.

Senator CHAFEE. I don't think that applies to Japan, Mr. Bieber.

Mr. Bieser. Pardon?

] Senator CHAFEE. I don’t think that argument would apply to

apan.

. Mr. BieBer. Well, some of it does. Not nearly to the degree that
it does in Korea and so on. And the problem that we have is that if
what we are saying is we just have to chase the lowest common de-
nominator, then I don’t know where that ends. Now it’s shifting
from Japan to Korea to Malaysia, and when we are done there, we
will go somewhere else.

And I would have to suggest that if what we are saying is the
American standard of living now has to be tied to the lowest wage
rate that we can find in the world, and we have to bring our wages
down to compete against them, that America is in deep trouble.

Senator CHAFEE. Well, my time is up. But I'm not suggesting
that. I'm suggesting there is a difference between the absolute
peak—$24 an hour with fringes—and what the average, for in-
stance, industrial wage in the United States, which I suppose is
around $12 or $14 with fringes. My time is up.

The CHAIRMAN. Senator Symms.

Senator Symms. No question, Mr. Chairman,

The CHAIRMAN. Let me pursue what Senator Chafee is talking
about, I think.

He's not suggesting that you compete with the Korean wage
earner. ] think what he is asking is why should the autoworkers

et sg mucih more money—what’s the principal industry in your
tate

Senator CHAFEE. Well, the textile industries, the copper wire in-
dustries.

The CHAIRMAN. All right. Why should they get so much more
than that? Or why should they get so much more than the lumber
worker in my State?

L)



184

My hunch is the average age, the average education, the average
physical and mental difficulty of the task in the two industries is
rouihly similar between lumber and auto. Why should the auto-
worker get so much more money that it makes domestic cars un-
competitive, and, therefore, my lumber worker who makes $5 to $6
to $7 less cannot afford to buy the American car and won’t be al-
lowed to buy the foreign cars?

Mr. BieBer. Well, Senator, first of all, I would like to reduce that
figure as well, but I'm forced to go to the collective bargaining
table, negotiate for health care benefits, which in Japan—and Sen-
ator Chafee mentions Japan, which in Japan is provided for under
national health. I happen to think that we ought to have a nation-
al health program here as well, and we ought to take that off the
back of that employer in this union, and we can reduce that wage
rate that you taik about considerably.

On the other hand, I have to keep repeating that the autowork-
ers while they earn good wages also work in an industry that has
high productivity. Now are we saying that every worker in Amer-
}ca sh?ould receive the same wage regardless of the productivity
actor?

Productivity has increased by 35 percent in the auto companies
in 1981 through 1984. There is no other industry that I know of in
this country that comes anywhere near that. So I think that has to
be taken into consideration when you measure that off against the
wage rate.

And to repeat, there are many things that we have to talk about,
negotiate, at that table that in the competitor countries you don’t
because they are provided. And health insurance is a big item.

And I might just say—Senator Chafee mentioned this before—in
Chrysler we have worked very hard and successfully to reduce the
cost of insurance benefits, insurance costs. We have done a lot of
things. We've been very innovative in putting new programs into
place where we have been able to successfully cut down what I
think was unnecessary costs. But I submit, you know, that the pro-
vider has to play a role in that. I don’t know when I go to the
doctor and take a child or a grandchild and he says you have to
have 22 tests, who am I to argue it’s only 10.

Now we have begun to do some things together to attack those
gituations which do have a result in reducing some of the costs.

The CHAIRMAN. Do you really think that the U.S. Government is
better at monitoring health care costs than the UAW and the auto
companies? :

Mr. Bieser. Well, Senator, I just said we have been doing some
pretty important things there, but if I just look across out of my
office window, I can see a neighboring country. On a clear day, I
can see Windsor, Canada from my office window. And if I look at
the benefits and the costs of the national health care program
that's been provided and the costs over the last 10-year period,
then I have to say the cost has been significantly.less there than it
has been in the way that we are trying to do it.

I'm not trying to get into the national health care argument here
this morning because we obviously don’t have enough time to cover
all that. All I’'m saying is you have to match apples to apples. And
when the good Senator Chafee says, you know, it's $23 or $24 in-
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cluding fringes, that’s correct. But we have to cover hospital costs.
We have to cover pension costs, et cetera, et cetera, which isn’t
done the same in every other country.

The CHAIRMAN. Senator Long.

Senator LoNG. No further questions.

The CHAIRMAN. Senator Bentsen.

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

I was just looking at some figures that were given to me by Dr.
Norwood who had testified earlier about what has happened to real
hourly compensation in the U.S. manufacturing, and that it's lag-
ging far behind the wage growth in Japan, United Kingdom,
France, and Germany since 1980. Then 1 was looking at Dr.
Thurow's article in the Economist recently; it says: ‘“Relative to the
price of capital, American wages were 37 percent lower in 1983
than they were in 1972.” In Europe, he says: “The wages have
risen relative to the price of capital until very recently.”

I'm not speaking about the automobile industry because I don’t
have the numbers on that. But I'm saying that is what has hap-
pened across the spectrum of wages in manufacturing in this coun-
try.

I was very pleased to see your support of S. 1449. And I was in-
terested in some of the reaction we had in the introduction of that
piece of legislation. When I turn around and look at what is hap- -
pening today—I read in this week’s Journal of Commerce that rep-
resentatives of the European Community, Common Market, have
been in Tokyo this week trying to set targets on how much the Eu-
ropean Common Market will accept in the way of Japanese trade
surpluses. It seems to be all right for them to take that kind of an
approach. But there’s a great deal of concern for us concerning this
country.

Now let me ask you: This concerns the Koreans and what they
are doing in the way of competitiveness and wage scale. Some of
the staff of this committee was in South Korea this summer. And
they were told that this new automobile of the South Koreans,
small, compact, was going to be selling for far less than the cost of
the Japanese comparable car. How many of those cars are being
sold in Japan?

Mr. BieBerR. How many are being sold——

Senator BENTSEN. South Korean cars. Japanese buymg the
Korean cars. Are the Japanese buying an awful lot of those now
since——

Mr. Bieser. I don’t have the exact figure, but they will probably
sell about as many as they do American cars in Japan because I
expect they will probably have as much of a problem getting into
that market as ours do.

Senator BENTSEN. There is not that big a cultural difference, is
there?

Mr. Bieser. No.

Senator BENTSEN. There is not that great a difference in the
automobile, quality or its size, is there, between the Japanese car
and the South Korean car?

Mr. Bieser. Well—
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Senator BENTSEN. You get the feeling, then, that there is some
kind of limitations or barriers on South Korean cars even if they
are sold for much less coming into Japan.

Mr. BIEBER. I'm not sure, Senator, and I don’t want to—my off-
hand assumption is that they will probably not fare a great deal
better than the American product. And there are a couple of rea-
sons for that. We all know what the American product faces when
it goes into Japan.

In addition to that, I have to say this: That I admire the Japa-
nese in that they do show loyalty to their own product. And some-
times that's not exhibited to the extent that I think it ought to be
here in America where we do quite the opposite.

So far as the quality of the car, Senator, I think you have to look
at—there are actually two different cars. No. 1, the Daewoo Co.
will produce a car for General Motors. It will be sold as a General
Motors car in this country just as the Sprint and the other cars are
sold as General Motors cars here that are produced by Isuzu of
Japan. Hyundai is exporting their own car; have been exporting it
to Canada, and will bring it in here. I've heard different degrees of
the quality of that car. I really don’t know.

I would dare bet that the car that is imported from Daewoo
under a General Motors nameplate will be a high-quality car.
There has been a great deal of investment made by General Motors
in the development of that car.

And, of course, now you have the agreement that is being worked
out with Chrysler with Samsung and Ford with another Korean
company that will bring in parts. And I will be surprised that even-
tually they won't bring in completed cars as well.

Senator BENTSEN. It seems to me that as we downsize and we
out-..uurce we lose part of the constituency fighting for the manu-
facturing base in this country.

Mr. BiesBer. Well, there is a great deal of imports—parts that are
now being imported from Korea, from Malaysia, and I do not
expect that we are going to see that figure become lower. It's going
to increase. As I just said, Samsung is a company that Chrysler
Corp. has just recently worked out an agreement with for the im-
portation of parts.

General Motors decided to import roughly 80,000 cars from
Daewoo. There is upward of 300,000 cars that are being imported
under the Chevrolet nameplate from Isuzu and Suzuki.

Senator BENTSEN. Well, the point I'm making, though, is that as
that happens, you have fewer and fewer of those people that fight
to keep a manufacturing base in this country, as international com-
panies find it to their benefit to out-source to bring components
from other countries.

Mr. BiEBER. Yes. .

Senator BENTSEN. Thank you. .

The CBAIRMAN. Are there other questions?

Senator Baucus.

Senator Baucus. Very briefly, Mr. Chairmran.

Senator Mitchell asked about whether prior unfair practices—
certainly, that is Japanese targeting, protectionism—should be
treated as an unfair practice today. Your response was yes it would
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because of the adverse effects that it has. And I agree that that’s
something that we should address.

It's my understanding that, as you pointed out, the problem is
getting worse in that not only Japan and Korea and others, but
that other South American countries are now starting to try to
follow and put in place the Japanese practices, the kind of mercan-
tilistic practices that have worked in Japan. Brazil and other coun-
tries are starting to subsidize the financing of domestic industries
and to try to do even more than they have thus far. And this leads
to the problem of rising unfair trade practices around the world.
They are getting worse; not better. And the deterioration of the
GATT which isn’t addressing these and so forth.

My question really comes down to this: The degree to which you
have thought about which practices should be classified as fair and
which are unfair. That is, what is fair and unfair to me is a little
bit like Senate rules around here as to what is germane and what
is nongermane. I mean it’s germane if you are for it, and it is non-
germane if you are against it. I think the same applies to unfair
trade practices. I mean if they do it, it’s unfair. If we do it, it’s fair.

So what practices should be generally treated as unfair and fair.
You think that foreign lower wage rates and poor working place
conditions should be classified as unfair. That is certainly some-
thing we don’t want to do. -

On the other hand, some of the targeting practices and some of
the subsidies and so forth, which other countries engage in more
than we, could be classified as unfair. That is, they have got to stop
it. Or that could be classified fair because we should start doing it.

My question is: Can you kind of give some guiding principle as to
what should be unfair that all countries should stop? And what
§ho;11d be fair and we should be doing more of because it is work-
ing? ‘
Mr. BieBer. Well, I gave some thought to that because I think

that’s really one of the questions, one of the three questions that
was attached to the release that said everyone should address
themselves at least to one of those three questions.

And that one of those questions was: How should fair and unfair
trade be distinguished? And I guess that’s exactly what you are
saying. .

Senator Baucus. Right.

Mr. BieBer. Well, I think for the purpose of U.S. action the dis-
tinction between fair and unfair trade is really less important than
the impact of trade on the domestic industry and the policies that
we need to have to effectively deal with it.

As I said before, I think we must take action to make abuses of
labor rights an unfair trade practice under our law and under
international agreements. This would certainly increase the
chances of eliminating these abuses. And beyond that, I'm not sure
that I'm any more qualified to give you a direct set of rules as to
what falls into fair and unfair practices.

I would suggest, Senator, that we have an extremely critical situ-
ation facing us. An industry that unless something is done to give
us a fair shot, we are going to see it decline substantially. And it
isn’t going to be long range.
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Senator Baucus. So you wouldn’t worry too much about the
question. That is, you are less concerned about what is fair and
unfair. You are more concerned about——

Mr. BiIEBER. I'm more concerned about the results.

Senator Baucus [continuing]. What the results are.

Mr. Bieser. Finding a resolution to the problem.

Senator BAucus. That is, to set a level that our trade with a cer-
tain country can only be a certain percent of GNP or something.
Let them worry about it. But it is no higher.

Mr. BieBer. I know this, Senator. That what we have been trying
to do and what we have done—and I think many people have been
well-intentioned-—hasn’t worked all that well. And I'm afraid many
people see the auto sales figures of the last couple of months and
they say, well, everything is just rosy out there. It isn’t.

And I would suggest to you that the sales figures of the first 10
days of November certainly do alarm me. I have concern as to
whether or not that isn’t going to be the norm rather than the ex-
ception.

The figures that I put together in the statement that we gave to
you are solid figures;:1988 is not very far away, and unless we do
something and do it quickly, we are going to see this industry liter-
ally torn apart. And what we will have left of it will produce very
few jobs, good paying jobs, for American workers.

Senator Baucus. Thank you.

The CHAIRMAN. Senator Chafee.

Senator CHAFEE. Thank you, Mr. Chairman.

First of all, I want to say that I read part of the AFL-CIO state-
ment here at the back of your testimony, Mr. Bieber, and I certain-
ly agree with some of the points the AT&T divestiture imports of
telecommunication products have inundated the market.

What I believe in is access to other markets, and enforcement of
some laws that are being violated. In that statement it is men-
tioned that the copyright law must be extended. I couldn’t agree
with you more on that.

Let me say as far as the productivity of the auto industry, the
increase—I think you mentioned 34 percent since 1980. That’s
great. Am I correct in that?

Mr. BieBeR. Eighty-one, 1984.

Senator CHAFEE. Eighty-one. That’s wonderful. And I hope the
effort can continue.

I'm familiar with what you have done in Chrysler in connection
with trying to police the health costs because I've heard your
fellow director, Mr. Califano, speak eloquently on this subject sev-
eral times.

You iet right back, though. You do have first-dollar coverage,
and I think anybody who has studied this knows that first-dollar
coverage leads to excesses.

I also regretfully conclude that your predictions for 1988 are
probably right. You are much closer to it than I am. And unless
those involved—that is, management and labor—are prepared to
price their product and reduce their costs commensurate with the
imports—you will not be able to compete with imports. No one is
suggesting that the autoworkers become abject slaves, but I think
when you are in a $24-plus an hour including fringes, you are pric-
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ing yourself out of the market. And I wouldn’t suspect that you are
going to find this Congress very sympathetic to doing something for
you when you are at those levels and you are competing mostly
with the Japanese who I don’t think we can claim fall into any of
the criticisms that you might have for Korea or even Yugoslavia.

So I just would hope that all sides would exercise restraint in
future negotiations or you will be quibbling over a smaller and
smaller piece of the pie.

Mr. BieBer. Well, Senator, I might just say this. I think the
record shows we have done exactly that. If you go to 1982, 1984 ne-
gotiations, the recent Chrysler settlement—I point out again the
1984 settlement, every economist in the country said this is not an
inflationary settlement,

Let me also suggest to you, sir, that if the answer to our problem
is merely to start round after round of reduction in wages, then
somebody has to tell me where that ends because if you reduce the
wages $56 an hour here, then don’t we have to assume that the Jap-
anese will do likewise, the Koreans will do likewise.

Senator CHAFEE. Well, that didn’t occur when you went through
that competitive thing.

Mr. Bieber, all I can say is—and I guess you are used to working
in this stratospheric area of $20, $23, $24 an hour. That isn’t the
norm for the United States of America. And it isn’t that anybody is
asking Chrysler or Caterpillar or any other workers to get down to
$2 an hour ’'But you are just up there in the top, and it affects the
price of your product. _

Mr. BieBER. But, Senator, I have to keep reminding you that it is
also an industry that has had phenomenal figures in productivity.
And if you say to me that an industry with a 35-percent increase in
productivity to pay two bits an hour increase as opposed to an in-
dustry that has had a 3-percent increase of productivity paying a
nickel, I suggest to you that you have to measure apples to apples.

Now I'm not suggesting that the autoworkers’ wages aren’t good,
that their benefits aren’t good. I'll repeat again some of these bene-
fits we shouldn’t have to negotiate at a collective-bargaining table,
but we do. But by the same token, I'm going to keep defending the
fact that those autoworkers have produced productivitywise to earn
those wages.

And I might say this, Senator, on the health care benefits. It goes
beyond Chrysler. We did that before we moved to negotiations, but
in Ford and General Motors in 1984, we made substantial changes
there to reduce those costs as well.

Now I might say that I could make the same argument for
people sitting on the other side of the table, and the remuneration
that they have received.

Senator CHAFEE. My remarks weren'’t restricted to labor. They
cover management as well. I think management in the auto indus-
try made some ghastly mistakes in design and mileage and quality.
And you can stick with your arguments, Mr. Bieber, that you’'ve
had these increases in productivity, that you are making efforts in
the areg of health care. But when all is said and done, you've got a
product that is $1,000 to $2,000 more expensive than the competi-
tion. And not a better product, apparently, judging by the way the
American people make their choices.

57-470 0 - 86 - 7
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On that basis, unless something is done—and 1 certainly
wouldn’t be in favor of restricting imports unless something is done
by management and labor—the dire predictions you made for 1988,
I suspect, are going to come true.

Mr. BiEBER. Senator, if I might just point this out. An automobile
coming from Japan, a $6,000 automobile, everything else being
equal, the differential that we've had between the dollar and the
yen, there is a $1,500 landed-price advantage for that car. Add to it
the manipulation of the tax that they run back to the domestic
g%alr(l){gt as opposed to their import, and you have got $1,900 to

Now I'm not saying that everything else is equal, but I'm only
pointing out that in that area alone you are talking $1,500 to
$2,100 on a basic $6,000 automobile. You know, the auto worker
can’t compete against that by productivity, and you can’t compete
against it by wages either.

I understand what you are saying. I have made my points to
point out that it’s not a case of just getting additional wages, et
cetera, without producing within that industry. But I would submit
to you that we can’t handle this situation just by reducing wages.

If we do that, then common sense tells us everybody moves to the
area where the lowest wage is paid. Unfortunately, our own domes-
tic companies are doing too much of that now.

The CHAIRMAN. Any other questions?

Senator Bradley. X

Senator BRapLEY. Mr. Chairman, let me just say in following up
that exchange that the original problem here flowed from domestic
American economic decisions being taken without any thought
about their international repercussions. In 1981, 1982, the United
States decided to finance a big budget deficit with high interest
rates. And that decision was taken as if it were free, no problem.

The result was a Third World debt problem that caused capital
to flow into this country like a gusher from Latin America and
elsewhere, and also caused U.S. banks to stop lending money
abroad. U.S. bank lending went from $120 billion in 1982 to $20 bil-
lion in 1984. That resulted in a dollar that is not competitive. And
when that happened—and I tend to agree with Mr. Bieber—it is
pretty tough to make up for a 25-percent subsidy or a 30-percent
subsidy to foreign imports by telling workers to take wage cuts.
And particularly to ask for wage cuts without ever ensuring that
the company is going to make the right kind of investments in
plant and equipment.

So I think that we have to see this problem in its total context
and not simply say, well, the problem is wages, here. I think the
problem is economic policy that is made without any sense of its
international repercussions.

I tend to agree with Senator Chafee that we don’t want the re-
sponse to be as bad as the original cost, but I also think it’s incor-
rect to say that the problem is merely the wages of UAW person-
nel. I just can’t buy that.

So let me, with that preamble, ask a basic question about wheth-
er the value of the dollar is too high. I should say it's overpriced,
because that’s what it is. It's overpriced. It's not competitive.
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Would you support a policy of intervention in the exchange
market to get the value of the dollar down?

Mr. BIEBER. Yes, sir.

Senator BRADLEY. Let me ask you as well: Given what the nature
of the changing economy is going to be in the next 5 to 10 years,
there has got to be adjustment. And there has got to be trade ad-
Jjustment assistance. It is keyed to getting workers new skills and
new knowledge so that they can have an opportunity to stay em-
ployed. Do you agree with that, Mr. Bieber?

Mr. BIeBER. Yes, Senator. And if I might just say—and I don’t
want to belabor the point—but you understand that in 1982 and
1984 because of a lack of Federal funds for training, we went to the
collective bargaining table and negotiated a cost of $0.15 an hour in
_ General Motors and Ford and that same $0.15 is carried over to the
agreement I just negotiated with Chrysler because we wanted to be
able to do two things. No. 1, retrain people who will be reutilized in
the auto industry. We've gone through a drastic change in design
and product line and plant equipment and plant facilities. And we
need to retrain those people who are being displaced by that new
technology to take the jobs that that new technology provides.
Heretofore that didn’t happen.

In addition to that, we are training people who are no longer
%)ing to have a future in the auto industry for jobs in other areas.

nfortunately, one of the problems we have is a lack of jobs. But
that is an additional $0.15 that goes into that wage equation that
we have had to negotiate to retrain our own people. And I think
that’s a little bit unfair. I think the Federal Government ought to
accept that responsibility and relieve us of that cost.

Senator BRADLEY. Well, let me say, Mr. Bieber, this committee
agrees with you on that point, and we hope that by the year’s end
we will have a trade adjustment bill that has passed the Congress
and signed by the President. We need to do that, and I think the
committee is in agreement.

Thank you for your excellent testimony.

Mr. Bigeer. Thank you.

The CHAIRMAN. Mr. Bieber, thank you very much.

Mr. BieBer. Thank you very much, Senator.

The CHAIRMAN. Let's move on to Herman Starobin, Robert Eisen,
James Mack.

Let me say to the other panels that are coming on, we are in a
bind and we may have to reschedule on another day of hearings
some of the people who are scheduled to testiff'. I don’t know how
far we are going to get. I have to meet at 1 o’clock with some
House members on the debt reduction panel, and I've got to leave
here at about 12:30, a debt reduction conference on Gramm-
Rudman, in order to do some preparation for it. And I'm not sure
who can stay to preside. I don’t know if Senator Bradley can or
ﬂOt' We are in a bind, and we will go as far as we can and see what

appens.

nator BRADLEY. This is a rare opportunity, Mr. Chairman.

The CHAIRMAN. I understand that. I'm reluctant to leave you.
[Laughter.]

Senator BrRADLEY. Just so you leave without a quorum, right?
[Laughter.]
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The CHAIRMAN. Mr. Starobin, go right ahead.

STATEMENT OF HERMAN STAROBIN, DIRECTOR -OFRESEARCH,
INTERNATIONAL LADIES GARMENT WORKERS UNION, NEW
YORK, NY

Mr. StaroBIN. Thank you, Mr. Chairman. My name is Herman
Starobin. I'm an economist and director of research with the Inter-
national Ladies Garment Workers Union.

We are pleased to have this opportunity to share with you our
views on U.S. trade policy, particularly-as it relates to imports of
apparel from the low-wage areas of the globe. I'm going to cut back
on my oral presentation, and I hope that the complete text of my
statement is included in the record.

The key factor fueling the flood of apparel imports into the
United States is the low-wage level that exists in the major export-
ing countries. Data compiled by the Bureau of Labor Statistics and
the International Trade Commission show that compensation, in-
cluding whatever fringes may exist in cash or kind, of apparel
workers in the top 20 low-wage nations shipping apparel to the
United States range from 2 percent of the U.§ level in Bangladesh
to a high of 25 percent in Singapore. I have appended to my testi-
mony an appendix which details the wage levels of 20 major low-
wage exporting countries.

These data are for factory workers only, and do not include the
even lower compensation paid to cottage industry workers in these
countries. S

In a labor-intensive industry such as apparel, where wages ac-
count for as much as one-third ot the wholesale cost to produce in
the United States, labor cost savings are literally the only reason
for the massive growth in imports. The technology in the industry
is universal and the styling and sizing is done by and for the Amer-
ican market. There is no unique foreign-made product. There is
only the assembly of what would otherwise have been produced in
the United States, but at a fraction of its cost.

Mr. Chairman, considerable theoretical and certainly emotional
support has been developed for the concept that export-led develop-
ment would bring heretofore agrarian countries of the Third World
into partnership with the industrialized nations. It has also been
assumed that apparel production, simple in technology and requir-
ing modest capital investment, could provide the initial steps
toward industrialization.

Those who have projected this concept have stressed that export-
led, labor-intensive industrial development would lead to the accu-
mulation of capital in the foreign country. This capital, in turn,
would be used for investment in economic development, leadiig to
reductions in the typically high levels of umemployment that pre-
vail in these underdeveloped areas. Export-led development has
also been counted on in recent years to permit payments of interest
and principal on the debt incurred by Third World countries and
held by the American and European banks, the World Bank or the
International Monetary Fund.

The typical Third-World export-dedicated apparel plant’s domi-
nant advantage in security contracts is a lower cost than similar
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operations in either an industrialized country or, as in many cases,
some other developing area. Once a country decides to follow the
route of export-led development, it is forced to pursue a program
ain;ed'dat holding down labor and other costs and offering subsidies
and aid.

My views on export-led development stem not merely from read-
ing or from theory, but from personal experience as well. Two
weeks ago I returned from a visit to the Far East where I served as
an adviser to the U.S. delegation negotiating textile agreements.
Among the countries we visited was Bangladesh. My colleagues
and I were deeply moved by the abject poverty we found there and
would like to help these unfortunate people. Yet, I was also deeply
impressed with the price extracted from the country and its work-
ers by foreign firms which have encouraged and established there
export-only plants.

It was obvious to us that the Bangladeshis were being ripped off
by their customers. In one plant I visited, men’s dress shirts were
being made for export to the United States, the United Kingdom,
and West Germany. The local plant was paid about $27 a dozen or
about $2.25 each for the completed shirts. The shirts were pretick-
eted with price tags for use in the importing country’s stores. They
approximated $16 each after currency conversion—more than
seven times the amount paid the Bangladesh factory.

The local manufacturers who are underpaid for their work pass
along the largest part of their burden to their workers so as to
maximize their own returns. In the Bangladesh plants I visited,
wages reportedly varied from 900 to 1,200 taka a month for a 6-day,
10-hour per day schedule. In U.S. terms, this worked out to be-
tween $28 and $37 a month or from 10.4 to 14 cents an hour. These
abysmal wage levels apply only to experienced workers; trainees
received considerably less for the first 3 months of employment.

Senator CHAFEE. Mr. Starobin, I read your testimony here and I
can appreciate all of that, the trainees and so forth. What do you
advise? What is your conclusion? .

Mr. StarOBIN. My conclusion is that the policy that we should
follow with respect to helping developing countries should be a
combination of two factors, Senator. One is the development of an
internal market, and I think that’s the primary thing that should
be done,-rather than an export-directed market which helps a very
minute elite to the exclusion of any assistance, real assistance, to
the poor people who inhabit these countries.

Senator CHAFEE. All right, fine. We'll have a chance for ques-
tions.

Mr. Eisen, Greenwood Mills.

[The written statement of Mr. Starobin follows:]
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BEFORE THE COMMITTEE ON FINANCE
U.S. SENATE :

STATEMENT OF HERMAN STAROBIN, PH.D.,
DIRECTOR OF RESEARCH
INTERNATIONAL LADIES' GARMENT WORKERS' UNION, AFL-CIO

NOVEMBER 20, 1985

My name is Herman Starobin. I am an economist and the Director
of Research of the International Ladies' Garment Workers' Union. The
ILGWU has over 230,000 members engaged in the production of women's
and children's apparel and accessories. We are pleased to have this
opportunity to share with you our views on U.S. trade policy,
particularly as it relates to imports of apparel from the low wage

areas of the globe.

Our nation is at a critical juncture. Unless there is a
fundamentat change in policy and direction, the United States may well
begin to take on many of the aspects of a Third World nation in the
not too far distant future. As our manufacturing base shrinks, we can
antiqipate a growing trend towards a declining middle class and a
society increasingly comprised of a relatively small elite, a mass of

lon-wage workers and heightened unemployment and underemployment.

Many of these trends stem from misguided U.S. domestic economic

and foreign trade policies. Our widespread acceptance of free trade,
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an' understandable humanitarian concern for those less fortunate than
ourselves and the positive experience we have had with the export of
U.S. goods in our own economic development has colored our thinking.
Too many policy makers have accepted without careful examination the
premise that export-led economic development is, by definition,
beneficial to developing nations. Too little attention has been paid
to the economic impact of the other side of the coin -- the
devastating effect on U.S. business and employment of the massive

growth of manufactured imports in recent years.

Trade-induced disruption of domestic U.S. industry cannot be
dealt with merely by using slogans like "free trade" or "fair trade”,
This is particularly true of the apparel industry. Certainly, there
are practices followed by nations that could be defined as unfair.
Awmong them are such obvious items as subsidies, tax advantages or
other kinds of assistancé which foreign governments give to their
export industries. More subtle, but also "unfair” are such insidious
practices as discouragement of trade unions and co!]éctive bargaining
in many of these countries and exemption of export industries from

labor laws and regulations.

The wide range of subsidies and assistance extended by many
foreign governments to their export industries helps encourage their
trade. Elimination of such practices would, however, not dramatically
alter the economic disruption in the United States caused by

ever-increasing imports.
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The key factor fueling the flood of apparel imports into the
United States is the low wage level that exists in the major exporting
nations. Data compiled by the Bureau of Labor Statistics and the
International Trade Commission show that compensation, including
whatever fringes may exist in cash or kind, of apparel workers in the
top 20 low-wage nations shipping apparel to the United States range
from 2 percent of the U.S. level in Bangladesh to-a high of 25 percent
in Singapore (See Appendix A for details). These data are for factory
workers only and do not include the even lower compensation paid to

“cottage industry" workers in these countries.

In a labor intensive-industry such as zpparel, where wages
account for as much as one-third of the wholesale cost to produce in
the United States, labor cost savings are literally the only reason
for the massive growth in imports. The technology in the industry is
universal and the styling and sizing is done by and for the American
market. There is no unique foreign-made product. There 1s only the
assembly of what would otherwise have been produced in the United

States, but at a fraction of the U.S. cost.

Because of the nature of the apparel industry, the elimination
of "unfair” trade practices would have a minor impact on import
levels. Nor would a greater degree of "fair trade" open significant
foreign markets to U.S.-made apparel products. Products made in low

wage countries would undercut U.S. producers.

This basic reality is so important that it deserves reiteration.

The American apparel industry cannot compete with products made abroad
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at wages that are as low as one fiftieth of our own. Nor can we reduce
the already low wages of American garment workers without creating a
shameful Third World of our own. The question is not one of of trade
practices that are unfair. The question is one of life or death for

the American industry and its workers.

Since the apparel import problem took hold in the 1960's, we
have witnessed a steady erosion of the U.S. market. Where once only 4
out of every 100 garments worn by the Americans were made abroad,
today over 50 percent of U.S. clotﬁing consumption is of foreign
crigin. Twelve years age our industry employed one and a quarter
million production workers. Today, despite the increase in
population, there are barely 900,000 individuals making clothing in
the United States. The unemployment rate in our industry this year
has averaged over 11 percent, roughly one and a half times the

national average.

Official statistics, however, do not tell the full impact of
imports on our industry. They do not reveal the number of new job
opportunities that have been lost to imports. They do not reveal the
impact on workers and their earnings of short seasons, sporadic work,
and the depressing of wage levels by employers as they try to meet

foreign competition.

1f the textbooks on trade or if our own laws were to distinguish
between fairness in trade and unfairness, I doubt these formal
definitions would offer any solace to the worker who has lost his or

her job or to their families.
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The devastating effect of imported clothing on the U.S. industry
in recent years has been well documented. What has been less closely
examined is the impact of garment production on economic and societal

developments in the low-wage apparel producing countries of the world.

Considerable theoretical and, certainly, emotional support has
been developed for the concept that export-led develcpment cou1é bring
heretofore agrarian countries of the Third World into partnership with
the industrialized nations. It has also been assumed that apparel
production, simple in technology and requiring modest capital

investment, could provide the initia) steps toward industrialization.

Those who have projected this concept have stressed that
export-led labor-intensive industrial development would lead to the
accumulation of capital in the foreign country. This capital, in
turn, would be used for investment in economic development, leading to
reductions in the typically high levels of unemployment that prevail
in these underdeveloped areas. Export-led development has also been
counted on in recent years to permit payments of interest and
principal on the debt incurred by third world countries and held by
American and European banks, the World Bank or the International

Monetary Fund.

Had export industries in the various countries been patterned
after the historical experience of the development of U.S. exports,
matters might have been different. In our economy, production for

export is fully integrated. Manufacture is accomplished by the same
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workers, in the same plants and under the same laws as those governing
production for domestic markets. Management and capital sourcing are
similar in domestic and export-targeted operations. Not so in a vast

majority of Third World operations.

The typical Third World export-dedicated apparel plant, for
example, performs only one facet of the range of operations involved
in the production and sale of apparel -- assembly. The plant's
dominant advantage in securing contracts is a lower cost than similar
operations in either an industrialized country or, as in so many
cases, some other developing area. Once a country decides to follow
the route of export-led development it is forced to pursue a program
aimed at holding down labor and other costs and offering subsidies and

aid.

The most common step taken by the developing country is the
establishment of export platforms, i.e., specially demarcated areas
for the production of goods intended for export. These zones are
often referred to as free trade zones or free production zones. They
may be separate industrial parks or simply designations given to
individual factories. These are not to be compared with U.S, free
trade zones which are simply duty-free areas. The foreign zones are a
worid unto themselves, with a variety of laws and regulations that set

them apart from the rest of the country.

The special rules that apply to export-dedicated operations vsary
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from country to country. Among them will typically be found the

following:

a. Duty free entry of capital goods into the trade zone.

b. Duty free entry into the zone of materials to be used in
the manufacture of goods destined for export.

c. Full or partial exemption from personal or corporate
income or real property taxes for substantial periods of
time,

d. Loans at preferential interest rates.

e. Electric power at preferential rates.

f. Exemption from any existing exchange controls,
permitting the free transfer of profits out of the country.
g. Provision of buildings as well as such public works as
roads, water supply, etc.

h. Exemptions from labor laws to discourage union
activities, exemptions from whatever wage, hour and social
security legistation may exist, as well as from regulations
relating to pollution, health and safety so as to to insure

the lowest possible cost.

In some instances, the entire country effectively functions as a

free production zone as, for example, Hong Kong and Singapore.

Turning to export-ied development means the isolation of the
export zone and its workforce from the national economy and society

and the denial to the producing country's economy of a fair share of
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the profits of the enterprise. The chief beneficiaries of such

programs are generally a small number of elite individuals who provide
capital to these businesses and, of course, the parent importing firm
which enjoys huge profits at home based on the low cost of the foreign

assembled product.

Instead of providing funds for further development, the export
industry operation of foreign investors often works in reverse. The
parent firm usually provides only initial capital which it quickly
repatriates. Other capital is borrowed in the foreign country and
drained from local development projects. To meet foreign exchange
obligations, the developing country is often forced to borrow heavily

from such lending institutions as the IMF and private banks.

Export-led development has been touted as a way to reduce the
chronic high levels of unemployment in the developing countries.
This, too, often turns out to be more myth than reality. The work
force utilized by the export platform factories is generally young,
female and unskilled. Much of the time the individuals represent new
additions to the labor force rather than a return to work of those who
had been idled. As a result, unemployment may not significantly

decline.

Another basic distinction between the United States economy and
those of the export-led developing areas is the different role of the
consumer. In the United States the worker is viewed as both producer
and consumer and wages earned in one capacity serve to stimulate mass

demand for goods and services.
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In the export-led economy the worker is viewed primarily as a
factor of production. Wages are kept low to encourage continued
export industry growth and little or no development of a mass consumer
market occurs. The principal growth in consumer goods consumption
that takes place‘in such areas is via the production or import of
Juxury goods for the handful of elite who operate the factories or

profit from them.

My views on export-led development stem not merely from reading
or from theory, but from personal experience as well. Two weeks ago I
returned from a visit to the Far East where I served as an advisor to
the U.S. delegation negotiating textile agreements. Among the
countries we visited was Bangladesh. My colleagues and I were deép]y
moved by the abject poverty we found there and would like to help
those unfortunate people. Yet, I was also deeply impressed with the
price extracted from the country and its workers by foreign firms

which have encouraged the establishment there of export-only plants.

Bangladesh apparel plants produce on two ieQéls. On the one
hand they serve as contractors for manufacturer-exporters in the Big
Three exporting countries -- Hong Kong, Korea and Taiwan. Fabric is
brought in under bona, apperel is produced from the imported fabric
and the finished goods are shipped back to either the Big Three or to
their customers. On the other level, sales are made directly to U.S,
retailers or importers. In this case, the Bangladeshi manufacturer
himself pays for the fabric. In both circumstances, none of the

finished product is permitted to enter the domestic market,

It was obvious to us that the Bangladeshis were being ripped off
by their customers. In one plant I visited, men's dress shirts were
being made for export to the U.S., the U.K. and West Germany. The

local plant was paid about $27 a dozen, or about $2.25 each, for the
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completed shirts. The shirts were preticketed with price tags for use
in the importing countries' stores; they approximated $16 each after
currency conversion -- more than seven times the amount paid the

Bangladesh factory.

This pricing pattern is not unique to Bangladesh. I was exposed
to a similar situation earlier this year on a visit to Indonesia. In
one typical plant I was shown designer jeans made for a prominent
American brand name that retail here for $40 to $45. The Indonesian
manufacturer was paid $5 a pair!., The same plant also produced a
women's garment for a major chain. The manufacturer was requiredhto
put a retail price tag of $9.95 inside the cellophane wrapper. He

received §1.20 to cover his costs and profit as well as a commission

to the agent who got him the work.

The local manufacturers who are underpaid for their work pass
along the largest part of their burden to their workers so as to
maximize their own returns. In the Bangladesh plants I visited, wages
reportedly varied from 900 to 1200 taka a month for a six day, 10 hour
per day schedule. In U.S. terms this worked out to between $28 and
$37 a month or from 10.4 to 14 cents per hour.Q These abyssmal wage
tevels apply to experienced workers; trainees received considerably
less for the first three months of employment. Workers also received
no compensation for an inflation rate estimated to be 15 to 25 percent

a year; their real wages declined.

wWhile in Bangladesh I also had occasion to exchange views with a
leader of one of the country's labor organizations. He painted a
picture that was even worse than what I had already heard. I was
informed that the minimum wage in Bangladesh was less than the
equivalent of 7 cents an hour and that the average sewing machine

operator earned 11.8 cents per hour. When a factory had a rush order,
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1 was told, the employer locked the factory doors and workers were
forced to work around the clock. At peak periods, this can come to a
work week of T0 to 75 hours. Workers are supposed to receive double

for overtime work, but, I was told that it is rarely paid.

Trainees, I learned, are paid'loo to 150 taka or the equivalent
of $3.08 to $4.62 a month. They are required to guarantee in writing,
including those that are illiterate, tc stay on at work after a three
month training period.~ If they leave bgfore they are released, they
are required by the terms of their signed statement to pay the
employer over 10,000 taka {$307), almost one year's pay. This form of
indentured servitude is presumably illegal in Bangladesh and has been

fought in the courts on a case by case basis.

Labor union activity cannot take place openly because of

government attitudes and the martial law in effect.

My personal experiences abroad have been vivid evidence of the
exploitation of Third World workers in the misguided belief that
exports, to the exclusion of developing the internal economy, would
lead to economic development. In all too many situations, the
expected benefits have not materialized. One can count on the fingers
of one hand the few countries where genuine develpment appears to have
taken hold. Among them are Korea, Singapore and Taiwan. These areas,
however, are in the minority. And in none of them did development

spring exclusively from export-targeted apparel production.

The major factor encouraging the huge increases in appare}
imports to the United States each year is the tremendous gap in wage
levels between the U.S. and the Third World., While it is desirable to
eliminate so-called unfair trade practices, this approach should not
be viewed as a way to ameliorate the flood of apparel imports that is

destroying American jobs.
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APPENDIX A

HOURLY COMPENSATION * COSTS FOR PRODUCTION WORKERS, APPAREL PRODUCTS

AND OTHER TEXTILE MANUFACTURING, 1984, U.S. COMPARED TO TWENTY

LEADING LOW-WAGE APPAREL EXPORTING COUNTRIES **

Hourly Compensation Index
Country u.s. - $.=100
United States 00 100

17

Taiwan (1) 1

Hong Kong 1

South Korea 0

China (2) 0

Philippines (3 1

Indonesia (2) 0.
Singapore 1.74 25

Thailand (2) 0

0

0

1

1

0

V]

India

Sri Lanka (2)
Mexico (5)

(2)

Dominican Republic (4) 24 18
Malaysia (2) 35 5
Haiti (4) .43 8
Pakistan (2) 0.40 6
Bangladesh (6) 0.16 2
Macau (7) 1.07 15
Brazil (1) 0.89 13
Costa Rica (4) 0.86 : 12
Jamaica (4) 1.02 15

* Hourly compensation includes all payments to workers for time worked

and not worked, the cost of payments in kind and employer contri-
butions to legally required insurance programs and contractual
and private benefit plans.

** Ranked according to U.S. apparel imports for year ending June 1985.

NOTES
(1)

These 20 countries accounted for 88.5 percent of total apparel
fmports for this period.

Est. based on ratic of 1983 hourly comp. in apparel to U.S. hourly
comp. in apparel, applied to 1984 U.S. hourly comp. in apparel.

(2) Est. based on ratio of 1984 hourly comp. for spinning and weaving
workers to comparable U.S. workers, applied to 1984 U.S. apparel
hourly comp. For source, see ITC report, pp. 158, 215.

(3) Est. based on ratio of 1984 hourly comp. for textile workers to
comparable U.S. workers, applied to 1984 U.S. apparel hourly
conp. For source, see ITC report, p. 284.

{(4) Est. based on ratio of reported hourly comp. for apparel workers to
U.S. apparel workers, applied to 1984 U.S. apparel hourly comp.
For source, see ITC report, p. 425.

(5) Est. hourly comp. for workers in in-bond factort®ss aldng U.S.
border. For source, see Business America article.

6) Est. based on report in The Asian Labor Monitor.

7) Est. based on textile and apparel wages relative to Hong Kong
and Taiwan. See ITC report, p. 189.

SOURCES
U.S. Bureau of Labor Statistics, unpublished data, August 1985.
U.S. International Trade Commission, Emerging Textile-Exporting

Countries, 1984, ITC Publication 1716, July 1985.
U.S. International Trade Administration, Mexico's In-Bond Industry
its Dynamic Growth, Business America, Nov. 26, 1984, p. 30.
Asian Monitor Resource Center, Bangladesh--Dramatic Growth of
Garment Exports, The Asian Labor Monitor, June 1985, p. 17.
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STATEMENT OF ROBERT F. EISEN, GREENWOOD MILLS, INC.,
NEW YORK, NY

Mr. Eisen. Thank you.

My name is Robert Eisen. I'm employed by Greenwood Mills,
Inc., a privately owned textile company headquartered in South
Carolina.

In a 3-year period from 1981 to 1983, we invested $135 million in
modernizing our plants. In one of the units we built, we invested
$120,000 per employee in fixed assets, which is a good barometer of
the sophistications in the textile mill industry.

Earlier today, there was a lot of discussion on jobs. Before we in-
vested the $135 million, we employed 6,000 people. When we con-
cluded the investment, we employed 7,000 people. This refutes a
statement that is made by a number of people that modernization
is what is causing unemployment in the textile industry.

However, in 1983 and 1984, as the flood of imports came into the
country, we had to let 2,400 people of that 7,000 work force go.

Our plants are very efficient. Some of our units are probably the
greatest textile mills in the world.

On a level playing field, I think in almost all areas we can com-
pete worldwide. But we are not on a level playing field. We have
heavy subsidies being paid by almost all of the oriental countries,
the exceptions being Japan and Hong Kong. However, in these
countries there is prima facie evidence that massive transship-
ments have taken place.

If we are so competitive, why are we having a problem in the
textile mill industry? Our suppliers of fiber are efficient. The
cotton farmer in this country is great. He grows cotton efficiently,
The sheep ranches raise wool, and that is done efficiently. And the
manmade fiber producers are probably the most efficient in the
world. So we are getting our raw material, at the right price levels.
Why can’t we compete?

A high percentage of our fabric is sold to the apparel industry.
To automate an apparel plant is extremely difficult. There are
some beacons out there of light. One of the large shirt companies
sent $16 million modernizing plants, and they can produce dress
shirts here in this country below the landed cost from the Orient.
There is also a women’s and children’s wear manufacturer who has
a very efficient unit, with eight work stations producing sophisti-
cated garments. But these are all in-house produced automated ma-
chines, and they are not generally available to his competitors.

If the garment industry is finding it difficult to compete, we in
turn lose our customers. We can have the greatest plants in the
world, but we can’t compete.

And why can’t we compete? Why can’t we ship abroad? There's a
book 251 pages thick published by the Department of Commerce. It
is entitled “Foreign Regulations Affecting U.S. Textile and Apparel
Exports.” Nineteen pages in here are on Korea.

I am a member of the Department of Commerce Management-
Labor Textile Advisory Committee. I've been an industry advisor
on a number of the bilateral agreements. On one of the bilateral
negotiations with South Korea, I said we want to open the South
Korean market up; we want to ship there. The gentleman from our
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Government in the trade negotiator’s office said that’s not our job.
So I said, well, whose job is it? There was no response.

Senator CHAFEE. In other words, your pitch is a little bit differ-
ent from Mr. Starobin’s in that you would be satisfied, I gather, if
you had equal access into the Korean market that they have here.
Is that right?

Mr. EiseN. If we had access to foreign markets, we could obvious-
ly ship abroad and export.

Senator CHAFEE. Well, I agree with what you are saying. Why
don’t you just conclude?

Mr. Eisen. OK. The conclusion I would make is this: The manu-
facturing base in this country, starting with Henry Ford in 1914,
when he paid $5 a day as a wage level, which was substantially
above the going market, created the middle class in the United
States with disposable income. And the manufacturing industry is
getting wiped out because countries with lower wage rates and ille-
gal subsidies are penetrating our market, and they are taking it
away from us.

Senator CHAFEE. All right.

Mr. Mack.

[The written statement of Mr. Eisen follows:]
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STATEMENT ON U.S. TRADE POLICY

ROBERT ET EISEN
GREENWOOD MILLS, INC,
111 West 40th Street
New York, New York 10018
THE UNITED STATES SENATE
FINANCE COMMITTEE
November 20, 1985

My name is Robert Eisen, I am employed by Greenwood Mills, Inc.,
a privately owned textile company headquartered in South Carolfna. In a
three year périod from 1981 to 1983 we invested $135 million 1n modernizing
our plants to protect our share of market, our investment, and the jobs of
our employees. Prior to this expenditure, we employed about 6,000 and
afterwards 7,000, I cite these payroll figures to refute statements that
the loss of Jobs in the U.S. textile mil) irndustry is due primarily to
modernization and to a lesser extent to imports.

We belfeve Greenwood Mills' plants are among the most modern
textile mills in the world, and that the American textile industry is the
most efficient 1in the world. A1l of the fibers that Greenwood Mills
consumes are produced in the U,S.A. In addition, we do not d{mport any
textile products. Our customers are assured that all of our fabrics are
made in the U.S.A. f mention this by way of background so that you can
properly evaluate my comments,

The American cotton farmers and wool growers are efficient, and
the U.S. man-made fiber producers are the most efficfent in the world. If
the U.S. textile mill industry is without a peer, and its fiber suppliers
are efficient, why do we have a severe problem with imports?

The U.S. textile mi11 industry on a level playing field could be

competitive worldwide in almost all product areas. However, our industry is
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part of a larger soft goods complex. Many of our customers fabricate
apparel, home furnishings and industrial products from our fabrics. The
U.S. apparel industry was and possibly still is the largest customer for our
industry. However, because of the nature of their product, 1t fs difficult
to automate an apparel plant. Although there are a few apparel units in
this country who can compete against foreign suppliers, the vast majority
cannot. labor rates in many of the exporting countries are less than the
equivalent of $1.00 per hour and {n the case of the Peoples Republic of
China $.16 per hour. Most foreign apparel plants are inefficient by
American standards and even with labor rates substantially below the U.S.
would only be marginally competitive. Therefore, most of the low wage
exporting countries employ export subsidies to gafn a larger share of our
market, with these subsidies {n some instances being as high as 60%. In
addition, there f{s prima facie evidence that massive trans-shipments took
place to subvert our quota system,

Our government has ne trade policy and has beer lax in
administering the bi-lateral textile agreements. As a result, in 1983
textile and appare! imports increased 32% to record breaking levels, and in
1984 1increased 25% over 1983. These imports were devastating with many
apparel, textile and man-made fiber plants closing. Greenwood Mills, with
its modern plants, was forced in 1984 and 1985 to let go 2,400 employees.
If the U.S. apparel industry disappears, there will be little or no U.S.
textite mill industry and no U.S. man-made fiber industry.

Many of the foreign markets are closed to our products with these
restrictions {mposed by the very same countires who are demanding a larger
share of our market.

Henry Ford in 1914 announced that he would pay his workers $5.00

per day, a wage scale substantially over the going rate. He helped create a
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middle class with disposable income so that they could buy automobiles and
other products. Other manufacturers followed his example. For 71 years
Amerfcan manufacturers, with their payrolls and wage scales, have been the
primary force behind creating this great Amerfcan market. Is our government
going to sit 1dly by and watch low wage foreign countries, many of whom are
using 11legal export subsidies, take away our market and the jobs of
American citizens?

1t 1is my understanding that in 1978 the U.S. Congress suggested
that U.S. government personnel in embassies and consulates abroad, should be
alert for 1{1legal trade practices prevailing in the country in which they
are stationed and should forward this information to Washington, D.C. so
that 4t could be published and made available to interested American
industries. In addition, under our trade laws, the U.S. government hes the
authority to bring counter-vailing suits against foreign governments
engaging 1n i1legal export subsidies. To my knowledge the Administration
has not gathered any information on i1legal trade practices, nor published
any such fnformation, nor brought any counter-vailing sufts fof i1legal
export subsidies. Why?

When the Multi-Fiber Arrangement on textiles was renewed in 1982,
the turopean community, 1n negotiating their bi-lateral agreements, imposed
rollbacks on shipments n sensitive categories from key suppliers. As a
result this put 1increasing pressure on our market resulting fn the
substantial increases stated above.

Recently Japan imposed unilateral rollbacks on textile and apparel
shipments from China, Taiwan, South Korea and Pakistan,

In spite of what the European community and Japan have done, the

Administration sti1l insists on a policy of no rollbacks. Why?
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An example of a lack of a trade policy 1s the Administration's
handling of Indonesfa. This country was not a supplier of textfiles and
apparel to the U.S. until 1980 when they shipped a modest 7 millfon square
yard equivalent. 1In 1981 this d{ncreased to 14 million square yard
equivalent, In 1982, with shipments {increasing substantially, the
Administratfon negotfated at mid-year a three year bi-lateral agreement.
1982 imports were 42 millfon square yard equivalent. In 1983 they shipped
114 million and in 1984 -- 268 mi1lion square yard equivalent. To make
these hugh increases legal, 1t was recessary for the Administration to amend
the bi-laterial agreement three times. In mid-1985 the Administration
negotiated a new three year bi-lateral agreement with Indonesfa starting
with a base of 285 million square yard equivalent. How did Indonesia
reciprocate our generosity? They waited about a month and then bought
220,000 bales of Chinese cotton because 1t was cheaper than the American
cotton they had been using.

Our trade negotiators only know how to gfve away our market. They

get nothing in return.
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STATEMENT OF MR. JAMES H. MACK, PUBLIC AFFAIRS DIREC-
TOR, NATIONAL MACHINE TOOL BUILDERS' ASSOCIATION,
McLEAN, VA '

Mr. Mack. Thank you, Mr. Chairman. We appreciate the oppor-
tunity to address the committee about the interplay between na-
tional security and trade practices, both foreign and domestic, fair
and unfair.

In many respects, national security considerations transcend the
traditional debate between free trade and fair trade and protection-
ism. That’s so because no obligation of the Federal Government is
more important than the protection of our national security.

Therefore, our Government quite correctly imposes very severe
controls on the export of items, such as machine tools, which are
likely to make a substantial contribution to the military capability
of potential adversaries.

Well, Mr. Chairman, if it's important enough to keep critical
technology out of the hands of the Soviet Union, then it ought to
be important enough to keep it in the United States. And that’s
why Congress enacted back in the 1950’s section 232 of our trade
laws—the national security clause. Our testimony outlines the dev-
astating effects that imports have had on the machine tool indus-
gry, and we are convinced, on the national security of the United

tates.

In March 1983, the National Machine Tool Builders' Association
filed a petition under section 232 with the Secretary of Commerce.
And under that statute, he has a year within which to make a deci-
sion. In response to our petition, the Commerce Department con-
ducted a probing investigation of the facts and concluded that the
continued displacement of U.S. machine tool production capacity
by imports is a clear threat to the national security. Secretary Bal-
ridge sent his recommendations for action to the White House on
February 28, 1984.

His recommendation is supported by the Defense Department, by
over 200 Members of Congress, including many from this commit-
tee. Yet for almost 21 months, no action has been taken. The staff
of the National Security Council has prevented this matter from
even being considered by the President.

When we filed our petition, we predicted that if prompt action
wasn’t taken, imports would increase substantially, U.S. production
capacity would wither, and more and more U.S. companies would
begin sourcing offshore. Action hasn’t been taken, and our predic-
tions have come true. Indeed, in many respects, they have been
surpassed.

Imports continue to grow. They now account for more than 40
percent of domestic machine tool consumption. The most vulnera-
ble domestic markets continue to be numerically controlled ma-
chining centers and turhing machines, two high-tech and defense-
sensitive machine tools which are vital components of flexible man-
ufacturing systems and factories of the future that we are all hear-
ing so much about.

Mr. Chairman, action must be taken before this debilitating
trend becomes entirely irreversible. And we strongly urge your pas-
sage immediately of legislation, S. 1679, introduced by Senators
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Grassley and Heinz and Proxmire and Moynihan and seven other
Senators, providing a 90-day deadline for——

Senator CHAFEe. Well, that’s in the legislation we are going to
introduce this afternoon.

Mr. Mack. I'm aware of that, Senator, and we are very apprecia-
tive of that.

Senator CHAFEE. Good. Why don’t you get on with what else you _
would like.

Mr. Mack. Well, we urge you to pass that legislation as quickly
as possible. We think that what is at stake is not only the welfare
of one industry, but the security of our country which rests on a
prompt resolution of this issue.

We think that future deadlines are essential if other defense-re-
lated industries are not to avoid the costly and unwarranted delays
that we have experienced. The current situation is, in effect, a trap
for the unwary. It's clearly inconsistent with the legislative intent
of the national security clause since continued inaction results in
further erosion of our defense base. And we urge your immediate
consideration and adoption, Senator, of that legislation which you
indicate that is going to be included in the trade package that you
are introducing this afternoon. We appreciate your help.

Senator CHAFEE. OK, fine.

[The written statement of Mr. Mack follows:]
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STATEMENT BY
JAMES H. MACK
PUBLIC AFFAIRS DIRECTOR
NATIONAL MACHINE TOOL BUILDERS' ASSOCIATION
BEFORE THE
COMMITTEE ON FINANCE
UNITED STATES SENATE
NOVEMBER 21, 1985

Good morning. I am James H, Mack, Public Affairs Director
of the National Machine Tool Builders' Association (NMTBA), a trade
association whose membership accounts for approximately 85% of
United States machine tool production., "Mr. Chairman, NMTBA commends
your initiative in convening these hearings to examine appropriate
legislative responses to the realities of global competition.
Certainly your inquiry is a timely one.

We appreciate this opportunity to address the Committee
regarding the interplay between national security and trade
practices -~ foreign .and domestic; fair and unfair. I'll begin by
noting, however, that, in many respects, national security
considerations transcend the traditional debate between "free trade®
vs., "fair trade" vs, protectionism. No obligation of the federal
government is more important than the protection of the national
security.

The machine tool industry is critically -- indeed, uniquely
-~ important for national defense, The products and technology of
this industry are the essence of the industrial manufacturing
process: they are, by definition, the "tools” of production. As
such, machine tools are needed to produce every ship, plane, tank,

missile, transport vehicle and other armament used by our armed
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forces, as well as essential elements of the supporting civilian
infrastructure. Many armaments are extremely sophisticated and
require machine tools of the highest technological level.

Machine tools are therefore fundamentally different from
specific end-products used for defense because they are the
prerequisite for the production of virtually all such products.
Machine tools are, in short, the cornerstone of the industriél base
supporting our national security.

Because machine tools are recognized as essential to
military production, export controls imposed for purposes of
national security have a direct and often substantial impact on our
members' ability to export much of the equipment they manufacture.
Indeed, more than half of the world market for machine tools --
outside of the U.S. -~ lies in Communist bloc nations -- a market
which is, in effect, foreclosed to U.S. machine tool manufacturers.

NMTBA recognizes that our nation's ability to maintain a
defense-industrial edge over its potential adversaries is absolutely
essential. That is why we continue to oppose any trade-related
activity which would permit our adversaries to significantly and
directly increase their military capabilities.

When the Export Administration Act came up for
re~authorization in 1983, we, along with others in the business
community, suggested ways in which the Act could be more effectively
and realisticélly administered. A number of those reforms were

finally adopted earlier this year.
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Certainly, if it is important enough to keep critical
technology out of the Soviet Union, it is important enough to keep
it in the United States. Yet, ironically, while we spend
considerable resources to deal with the former problem, the latter

has received far too little attention. Imports of sophisticated

machine tools -- often subsidized -- have dealt a devastating blow
to the domestic machine tool industry. Many machine tool
manufacturers are either leaving the business, moving their
operations offshore, or becoming distributors of foreign-made
products., The result is a rapid deterioration of our domestic
capacity to produce significant quantities of technologically
advanced machine tools.

Tﬁus, when President Reagcan met Chairman Gorbachev at the
summit, his job was made considerably more difficult in light of the
fact that, over the past few years, the Soviet Union has made
dramatic improvements in its industrial base -~ while America's has
been shrinking. Even though we've spent billions for defense, our
nation is less secure today than it was three years ago because the
industrial base that it required to sustain America's defense
establishment has been decaying. We are relying on this decaying
base to sustain and equip our forces in time of emergency, to
rebuild the nation when the emergency passes, and to stand as a
strong deterrent to potential aggressors who would test the "Arsenal

of Democracy."*
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According to defense experts, including Defense Secretary
Weinberger, the Soviet Union has been aggressively upgrading its
industrial base and dramatically improving its strength. The Soviet
*machinery sector continues to realize the most rapid growth in the

economy,® according to Soviet Military Power in 1984, a publication

of the U.S. Department of Defense.

American industrial experts who visited the Moscow
International Machine Tool Exhibition 18 months ago were astounded
by the Soviet's technological progress. They reported that the
Soviets have become world-class machine tool producers. They also
witnessed dramatic advances in the industrial technology used in
Soviet factories, versus the obsolete equipment used only five to
ten years earlier.

For example! the USSR's Krasny Proletary Machine Tool
Factory is reportedly the world's largest lathe manufacturer, In
one location, its 4,000 workers produce more than 1,000 quality
lathes per month {(compared to total U.S. production of less than 300
per month). In the fall of 1984, a new, fully automated, robotized
plant increased monthly production by 800 advanced-teéhnology,
computer-controlled lathes. This plant, and others like it, are
enhancing the USSR's convencicnal defense capabilities at a time
when America's machine tool industry has shrunk 25% and is
continuing to wither at an accelerating pace.

In March 1983, our industry voiced its concern by notifying

“the Administration of the threat posed to our national security by
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the demise of vital machine tool capacity. The industry's request
for temporary import relief has been described as the strongest case.
ever submitted under the National Security Clause (Section 232) of
the Trade Expansion Act of 1962.1 While the Association has long
been a proponent of free trade and has one of the most active
international trade promotion efforts in the trade association
field, we cannot stand idly by while key segments of the American
machine tool industry are decimated by targeted sales of foreign
machine tools -- and, more importantly, while the national security
of the the United States is imperiled by the transfer of machine
tool productive capacity to the Far East.

One could debate forever the importance or desirability of
protecting the domestic production capacity of individual American
industries. But the importance of a strong U.S. machine tool
industry to our national security is irrefutable. No responsible
person would argue that it is possible to build armaments and
infrastructure without méchine tools, And no thinking person would
want to rely on our ability to transport sufficient quantities of
multi~ton machinery over thousands of miles of bcean during wartime
{nor, for that matter, to keep foreign machine tool factories from

being destroyed by an adversary), should America become dependent

1NMTBA appeared before the Committee in 1983 to discuss the
industry's request for temporary import relief. See, Statement by
James A. Currie, President, Erie Press Systems (representing NMTBA),
Before the Committee on Finance, U.S. Senate (98th Cong., lst
Sess. ), October 3, 1983,
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upon foreign sources for its fulfillment of its machine tool needs.

In response to the industry's Petition, the Commerce
Department conducted a probing investigation of the facts and
concluded that the continuing displacement of U.S. machine tool
production capacity by imports is a clear threat to national
security. Secretary Baldrige sent his classified recommendation for
action to the White House on February 28, 1984. Secretary
Baldrige's position is supported by the Defense Department and by
over 200 members of Congress, including many on this Committee.

Yet nb action has been taken. The staff of the National
Security Council has prevented this matter from even being
considered by the President.

When we filed our Section 232 Petition, we predicted that,
if prompt action was not taken, imports would increase
substantially, U.S. production capacity would wither, and more and
more U.S. companies would source offshore. Action has not been
taken; and our predictions have come true. Indeed, in many respects
they have been surpassed. }mpo:ts continue to grow =-- they now
account for more than 40% of domestic machine tool consumption. The
most vulnerable domestic markets continue to be numerically
contzolled machining centers and turning machines -- two "high tech"
and defense-sensitive machine tools which are vital components of
flexible manufacturing systems and “"factories of the future" that we

are all hearing so much about.
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And although the machine tool market gained some momentum
during 1984, that surge has not carried forward into 1985. Orders
are down 11% for the first three quarters. Shipments are up 1l1%
over 1984, but this meager increase is unlikely to be sustained in
the face of weakening orders.

It should be recognized that the significance of the threat
of machine tool imports goes far beyond the welfare of just the
domestic machine tool building industry. If the industry is allowed
to be overwhelmed by foreign products, the innovations and new
manufacturing industries will be lost. Foreign firms will then have
the upper hand in the development of new technolegy and will be the
leaders in the drive to more efficient, lower-cost production of
manufactured goods. The loss of American's machine tool building
capability could well signal the beginning of the decline for all of
America's metalworking manufacturing industries.

Action must be taken before this debilitating trend becomes
entirely irreversible. We strongly urge your passage of legislation
(S. 1679) introduced by Senators Grassley, Heinz, Proxmire,
Moynihan, and seven other Senators providing a 90 day deadline for
Presidential decision-making in future 232 cases and mandating a
positive finding in the machine tool 232 case, unless the President
successfully negotiates a VRA with Japan. As the sponsors of the
legislation have recognized, a delay of almost two years is
.unconscionable -~ with each passing day, the threat to our national

security posed by machine tool imports grows more pronounced. It is
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not only the welfare of one industry, but the security of our nation
which rests on a prompt resolution of this issue.

We believe that the imposition of a deadline on
Presidential action in future 232 cases is essential if other
defense~related industries are to avoid the costly and unwarranted
delay experienced by NMTBA. The current situation -- in effect, a
trap for the unwary -- is clearly inconsistent with the legislative
intent of the National Security Clause, since continued inaction
results in further erosion of our defense industrial base.

It should be noted that the 90 day time limit is imposed
after the Secretary of Commerce has, under the current statute, a
full year within which to complete his investigation and submit a
recommendation to the President. By ensuring that 232 cases will be
evaluated in a manner which truly reflects the urgency of the

» National Security Clause, the imposition of a deadline can only
serve to improve national security.

Mr. Chairman, I wish that I could be more positive, but the
facts dictate otherwise. On the bright side, the industry is
determined to shrvive -- and survive it will. But the process of
survival for many is likely to include a transfer of more productgve
capacity and jobs offshore. The Administration's failure to act in
a timely faghion on our National Security Import Relief Petition has
produced this result -- which, in our opinion, poses a dangerous
threat to America's ability to mobilize against or to deter Soviet
aggression. Thank you. I would be happy to respond to your

questions,

57-470 0 - 86 - 8
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Senator CHAFEE. Now, Mr. Mack, I noticed in an article by Mr.
Edson I. Gaylord, chaifman of the board and president of Ingersol,
which he points out is one of the largest machine tool companies in
the country, although private, he doesn’t seem to have the concern
for protectionism that you do.

Mr. Mack. Well, Senator, I've read Mr. Gaylord’s statement.

Senator CHAFEE. Is he a member of your organization?

Mr. Mack. No. He is part of the 15 percent of the industry that
are not members of the National Machine Tool Builders. From
time to time joins and withdraws over various matters.

I've read his statement. It’s a very persuasive statement on the
point of what the domestic machine tool industry needs to do to
become a vibrant industry. You and I have had this discussion in
the past, and that is precisely what needs to happen.

Senator CHAFEE. What’s needed are managers, the people, the
spirit, the technological competence, the ability to mass produce,
the ability to move raw materials.

Mr. Mack. Senator, I think we are not in disagreement as to
what is needed. The question is, how do you get from here to there?
We are suggesting to you that what is happening in the real world
with good management, with the fact that 75 percent of the prod-
ucts that American machine tool builders are selling today weren’t
even in existence 5 years ago; with the fact that Business Week
magazine recently reported that our industry’s investment in R&D
was growing faster than everybody else except for computer soft-
ware. With all of that, unless something is done to curb the influx
of imports, more and more companies are going to do as Mr. Gay-
lord has done, which is to source products offshore and bring them
into the United States. That’s fine. That makes good economic
sense for that company and for other members who are doing pre-
cisely that—many in your State.

That makes good economic sense. From the standpoint of the na-
tional security of the United States, however, which is what our pe-
tition is all about, it makes terrible sense, because we are putting
ourselves at the mercy of being able to transport vitally needed
machine tools if—GoX forbid—we ever get into a mobilization,
across 7,000 miles of ocean. How you guarantee that or guarantee
the existence of those foreign sources, if we become dependent on
them, in the event of a national emergency is beyond me.

Senator CHAFEE. OK. Mr. Eisen, if U.S. textile producers are as
efficient as you pointed out, why have the textile imports increased
at such a tremendous level?

Mr. EiseN. Heavy subsidization.

Senator CHAFEE. You think that’s it? You mean in the competing
countries?

Mr. EisEN. Taiwan, South Korea, the larger shippers of fabric
from the Orient, they are subsidized. And they have very sophisti-
cated subsidies.

The administration has the authority granted to it by Congress
to file countervailing duty actions against foreign governments for
illegal subsidies, but the administration refuses to do it.

Senator CHAFEE. All right.

Mr. Starobin, in light of your testimony—and you’ve dealt par-
ticularly on Bangladesh—what should the United States do?
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Shoulg we limit imports from countries with these extremely low
wages?

Mr. STAROBIN. Senator, the kind of economic development that's
taking place in Bangladesh is something that we have urged on
that country and on other countries. I think we have urged a very
mistaken policy. It's a policy that does not benefit the internal
economy. I think that policy should be reversed, if we have any
genuine interest for the poor people in these countries.

Senator CHAFEE. Judging from what you said about the price
tags that are put on the shirts, are you suggesting the consumer
doesn’t get any benefit out of this?

Mr. STAROBIN. I am suggesting that very definitely, sir. And my
testimony goes on to talk about an experience I had in Indonesia at
the beginning of this year. It's a rather universal phenomenon in
which the workers are being ripped off, the manufacturers in these
countries are being ripped off, and the only ones who benefit are
the importers and retailers. They mark up——

Senator CHAFEE. You mean in the United States?

Mr. STAROBIN. In the United States. And in the United Kingdom
and in West Germany,. except they place greater restrictions on
their imports of apparel than we do.

Senator CHAFEE. What would you do if you were us? Each of you
gentlemen, briefly. Each comes in here and says we have got to re-
strict A, B, and C—machine tools, apparel, textiles. And pretty
soon, where are we? Aren’t we restricting everything? What
wouldn’t we restrict? Steel? You heard Mr. Bieber from the auto-
mobile companies before. His people are getting paid $25, with
fringes, an hour. Restrict the automobile imports. So how is this
anl{{different from what we did in the late 1920’s and early 1930’s?

r. STAROBIN. I think there is a great difference, Senator.

Senator CHAFEE. We passed the Smoot-Hawley tariff.

Mr. StaroBIN. I think there is a great difference in that trade
plays a much more important role than it did in'the 1930’s.

I would argue that this is a much more complex problem than
has bzen presented this morning. I think the problem relates to a
whcie series of factors. We allow 1 million people into our country
er-n year, at least legally and illegally, without providing for jobs
or job opportunities for them. I would argue that the primary re-
sgonsibility of each nation-state—and every nation-state practices
this except ourselves—is to protect its own people. Once it has done
that, fine; there is the rest of the world. But its primary responsi-
bility is to its own people.

Senator CHAFEE. All right.

Mr. StaroBIN. And the great success of Japan is that it has done
precisely that.

Senator CHAFEE. All right. OK—fine. Well, thank you all very
much. I appreciate your coming. )

And the next panel will be Mr. Iverson, Mr. Thornton, and Mr.
Freeman. Oh, Mr. Iverson has had to go so we will have Mr. Thorn-
ton and Mr. Freeman. Gentlemen, if you will start right off. Mr.
Freeman, whg' don’t you plunge ahead. You are here. Are you the
only survivor?

Mr. THORNTON. I'm here.

Senator CHAFEE. You are here. OK. Go ahead, Mr. Freeman.
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STATEMENT OF HARRY L. FREEMAN, EXECUTIVE VICE
PRESIDENT, AMERICAN EXPRESS CO., NEW YORK, NY

Mr. FREeMAN. Thank you very much. I'm Harry Freeman, execu-
tive vice president of the American Express Co. and vice president
of the Coalition of Service Industries, which represents service ex-
porters in the United States.

On the basic question, can service sector companies from the
United States compete in the world market in a regime of basically
fair trade—the answer is most emphatically “yes.” I think most
service companies in the United States in the last couple of years
have gotten very lean and mean and very competitive—whether in
" the banking, insurance, or investment businesses, or in firms em-
ploying architects, engineers, or lawyers. All of those industries
have gotten very efficient. They can take care of themselves
around the world if they have a fair trade regime.

Second, do we have a fair trade regime? In some areas, yes; in
some areas, no. As I get off the subway every morning in Manhat-
tan, I go down Wall Street. Three of the last three offices I see
before I hit the American Express headquarters, are the Dresdner
Bank, the Commerze Bank and the Deutsche Bank. Two months
ago in Frankfurt, when I went to the headqauarters of Deutsche
Bank, it was somehow a very different situation—I didn’t see for-
eign banks on my walk to their office.

We have a deteriorating situation in trade-in services. The good
news, | believe, is the United States is very aggressively tackling
the problem:

First, the trade bill which was passed last October—with your
help, Senator—was terrific. It gave us remedies that we didn’t have
before. We are now respectable; we are in out of the cold.

Second, the GATT is moving toward some very serious, very
tough negotiations in Geneva. I see today’s paper reports that we
are having a lot of trouble getting services on the agenda, and we
may push for another formal vote in Geneva. And if we have to, I
think we should. I think the U.S. position is absolutely right, and
the few countries that are against us, I just think are wrong. If we
don’t move to have a regime in services in the next couple of years,
services will then go the way of the other industries we have heard
this morning—automobiles, shoes, and textiles.

Those industries have very, very major problems. Services
haven’t gotten there yet, but I deplore the attitude of those who
say, ‘‘Put services off; they aren’t that important”’. We will get to
them at some remote forum, at some remote time. That is not the
thing to do.

On the points that were discussed earlier by Commissioner Nor-
wood, particularly.

The main statistics I would like to leave with you are these: Per
capita income in the United States has gone up 25 percent in the
last 10 years. During this time, the number of manufacturing jobs
has been in absolute decline, while 90 percent of the new jobs have
been in the service sector. It follows that those services jobs must
be, on the average, reasonably higher paying than the manufactur-
ing jobs. It cannot be otherwise.

Senator CHAFEE. Well, thank you. Did you finish?
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Mr. FREEMAN. That’s it.
Senator CHAFEE. OK.
[The written statement of Mr. Freeman follows:]
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STATEMENT
of
Harry L. Freeman

Executive Vice President
American Express Company

Good Morning, Mr. Chairman and members of the Committee.
My name is Harry L. Freeman and 1 am an Executive Vice
President of American Express Company and the Vice President of
the Coalition of Service Industries. I am very pleased to have
tbe opportunity to appear before the Committee today to discuss

the ability of U.S services firms to compete abroad.

Mr. Chairman, it has been well over a year since my last
appearance here. Since that time, you Mr. Chairman, members of
the Committee and your colleagues in the Senate and in the
House, have cnacted landmark legislation that puts services on
par with goods, provides U.S. exporters of services with strong
remedies against unfair trade practices, and establishes
negotiating objectives with zeséect to services. The
importance of the Trade and Tariff Act is yet to be fully
realized, but we are beginning to see how it will be utilzed.
As a result of this new law, for example, the U.S. Government
has recently brought a trade action against the Korea for that
country's barriers to foreign insufance firms. I am also aware
that some of the members of this Committee have communicated
concern to the U.S. Trade Representative's Office about West
German restrictions on transborder data flows. As a result of
your efforts, U.S. service providers are in a much better
position than we were a year ago in terms of legal remedies for
unfair foreign trade practices. After decades of being left in

the cold, service exports have now achieved respectibility.
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The service sector, which now accounts for fully 69% of the
domestic product and around 25% of all U.S. exports, cuts
across a wide array of businesses with varying interests., The
Coalition of Service Industries is comprised of 28 service
companies respresenting a broad cross section of industries,
Our membership currently includes insurance companies,
accounting firms, banks and financial services conmpanies, food
services, communications firms and others. My own Company is
engaged in a variety of financial and travel-related services,
Our businesses include our charge card services, travellers
cheques, insurance, travel, data processing, financial
planning, investment banking, international banking, brokerage
and asset management services.

For the last ten years the U.S. has consistently run an
overall trade surplus in services, That surplus, however, has
declined dramatically over the last few years. The reasons for
this trend vary. One reason, of course, has been the relative
strength of the dollar to other currencies. Another major
reason has been the growing proliferation of non-tariff
barriers to U.S. service exports. The U.S5. Trade
Representative's recently released report on national trade
estimates includes an extensive list of services trade

barriers.
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Another reason for the decline in the services surplus is
increased competition. 1In our view, foreign competition is
something that U.S. services firms must learn to live with.

The fact is that anyone wishing to compete in the world markets
must be tough and lean, and I am confident that most American
services firms can meet and beat the foreign competition in a

fair fight.

That gets us to the question at hand: whether U.S. service
firms can compete with "fair" trade. I would submit that the
answer is an emphatic yes. I think that our track record
speaks for itself. Some of our service exporters -~ banks,
insurance comﬁanies, investment firms and engineering firms -
have become lean due to keen domestic competition and can, as a

result, compete in a fair trade environment. Some examples:

o Because of deregulation and advanced information
processing capabilities, U.S. banks are among the most

efficient in the world.
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o The same is true of U.S. stockbrokers and asset

managcment companies.

o] U.S. lawyers, accountants and management consultants

are in a class by themselves.

o U.S. commercial food services and hospital management

companies are also highly competitive.

U.S. competitiveness in services abroad stems from
competitiveness in U.S. markets. After all, only the U.S, has

over 17,000 banks - most countries have no more than a dozen.

The problem is that what we are dealing with is not always
fair trade. Ve are increasingly finding ourselves trying to
compete in a "managed trade" environment or in an environment
rife with other unfair restrictions. For example, American
asset management services can thrive in the European countries
that afford us national treatment in financial services, Yet,
in Canada, where foreign banks are limited to an aggregate
share of no more than 16 percent of domestic assets, U.S.

activities are necessarily inhibited.
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Our desire to compete "fairly" with foreign countries is
the motive behind U.S. exporters in seeking a GATT regime on
services. Because many U.S. services enjoy competitive
advantages, the U,S. cannot allow for a trade structure which

puts us at a disadvantage in those areas.

Let me now turn to the upcoming GATT round. As we - both
American Express and CSI - see it, next week will be crucial in
determining how services will fit in the next round of trade
negotiations. Based on the information we received from our
friends in Geneva, and particularly from the media, we get the
impression that the United States is frequently the sole
protagonist for an agenda including services, while Brazil and
India and three other developing countries are the opponents of
the United States. The United States should not be the sole
country that is in the forefront of pushing for services to bg
included in a GATT round. Sweden, the LEC, Canada and Japan
have all been very supportive but need to be more vocal about

it. Just last week I spoke before the swedish Coalition of

Service Industries to push this very point.

We are very proud and supportive of the United States

Government's aggressive posture on the issue. Ambassador
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Yeutter has been quite clear about his plans to pursue services
negotiations and we are confident that services will be
included in the upcoming GATT -round cn some substantive basis,
It may be that the service negotiations will be in fact
prolonged over a period of years., That's fine so long as the
result is a good agreement. Frequently, ongoing substa;tive
negotiations are a better temporary deterrent to new trade
barriers than a hastily agreed upon code of conduct, so long as

the code eventually does emerge.

We also think that, with due respect, the developing
countries in opposition have a position which is not well

founded.

Their argument is for breaking off services from other
issues. It seems to us that their interests would be in
increasing access to developed country markets through linkage
in the negotiations. A very recent editorial in The Economist
of October 12, 1985 addressed LDC concerns guite well. That
editorial which argqued vigorously - and brilliantly, I believe
- that services are a vital part of a GATT round and all of the

world, including the developing countries.
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The basic argument The Economist asserts is this: What is
good for the United States economy in general is good for world
trade, which in turn is good for every country; that the United
States has almost reached the point where it cannot import more
unless it exports more; and therefore building its exports of
services is a good place to start; and tr;de liberalization
would facilitate that. The Economist dismisses the concern of
developing countries by arguing that the main areas of impact
would be on the developed countries, that “national treatment"
is fair and much preferable to any bilateral arrangement or

principle of reciprocity.

As The Economist states: "In next month's arnual meeting
of GATT, developing countries should not cut themselves off
from the best in accounting, insurance and banking because they
think America‘'s cry for freer trade in services means that only

America stands to gain,"

There is a notion that existing trade problems should be
dealt with prior to any discussion of services. The argument
goes that adding services to the agenda would be detrimental to
handling of the tougher problens, and hence postponement of
discussions on services (or reference to some cther world

agency) is in the world's interest. This myth assumes that
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GATT and its contracting parties have much less capacity to
deal with these issues than is the reality. Moreover, the
trend towards increasing trade barriers to services is badg.
With textiles, shoes, steel, and certain other goods, we have
definitely moved to "managed trade". While I do not condone
that status, I think the future for those goods lies in
negotiations of quotas, allotments, and other aspects of a
managed trade regime, Fortunately, in services we have an
orientation to a freer trade regime, albeit one which is
increasingly subject to deterioration. The task, then, is to
address the deteriorating situation before it reaches the

pathological state such as the commodities that 1 already

mentioned. VWe should act now sc that talks on services are not

condemned to a renote forum at a remote date,

In summary, American Express and CSI are quite confident
about the ability of the United States to maintain its
competitive lead in the service sector. We look forward to
working with the Committee in the upcomigg months on efforts to
more clearly define the goals we wish to accomplish in the GATT
to assure fair trade in services. Thank you. I would be

pleased to answer any questions.
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STATEMENT OF LANEY THORNTON, PRESIDENT AND PRINCIPAL,
SAN FRANCISCO MERCANTILE CO., DBA EILEEN WEST DE-
SIGNS, SAN FRANCISCO, CA

Senator CHAFEE. Mr. Thornton.

Mr. THorNTON. Thank you. I'll try to be as brief as possible. _

I'm Laney Thornton, cofounder of an American clothing manu-
facturer selling clothes under the name of my partner, Eileen
West. We will sell about $14 million of clothes at wholesale this
year. And I am proud to say that we manufacture all of our clothes
in the United States.

In addition to sewing workers, we employ about 90 people direct-
ly in our company who design, purchase fabric, cut cloth, sell, and
distribute our products. Our apparel is women’s sleepwear, dresses,
and sportswear in what I call the affordable, better clothes’ price
category, and we are sold at stores such as Bloomingdale’s, Sak’s,
Woodies, Marshall Fields, plus many small shops and specialty
stores nationwide.

When Eileen West and I founded the company in 1977, we im-
ported all of our products from India for sale in the American
market. Three years later, we shifted our manufacturing to the
United States.

Retail stores in our particular market niche want to purchase
high-quality clothes with very short leadtimes to take advantage of
fashion trends. Consequently, now we buy fabrics, design our prod-
ucts, and cut them before sending them to numerous independently
owned domestic sewing shops in San Francisco.

Because of our integrated operations and rapid response of do-
mestic sewing operations, we can provide finished goods to retail
stores within 2 months and less. Overseas, orders generally take 4
to 5 months.

Our progress speaks for itself since we have had 50-percent
growth for the last 3 years in each year.

I want to make a comment on the current legislative issues in-
volving textiles and apparel trade. I believe we could be seriously
injured by further restrictions on the import of textiles. We pur-
chase all of our fabric from American fabric convertors, companies
that buy raw fabric from foreign and domestic mills and then print
or dye the fabric to our specific order.

We cannot always obtain domestically the base fabrics that we
need. We need a complex, broad range of fabric—delicate prints,
plaids, cotton, silk, linens, and wools—for our range of products.
Domestic mills make some, but not all of the fabrics in the limited
quantities that we require.

I have talked to domestic mills, and they simply cannot produce
the full range of fabrics that we need.

We compete in a very specific market niche. We constantly have
to be flexible and make changes in our operations as necessary.
Clothing merchandise is very fast moving and complex, and I do
not feel that Government can possibly legislate effectively to deal
with the many factors that influence our production.

I feel that industry-specific legislation can cause confusion and
could be harmful in the long run. And as an example, I have here
a garment that we produced. As you can see, it's an ornate gar-
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ment. This is a dress that retails for about $150. As you can see, it
has a lot of labor. It is made out of——

Senator CHAFEE. Dropped waist, is it?

Mr. THORNTON. Very good. [Laughter.]

It’s pleated, tucked. It's made of two different fabrics. This out-
side fabric is a linen, which comes from either Brazil or Romania.
The lace all comes from the United States. And there is an inner
garment here, a slip, that'is a combed cotton lawn that is manufac-
tured by Greenwood Mills, the company that just testified.

Senator CHAFEE. Mr. Eisen’s company.

Mr. THORNTON. That'’s right.

Senator CHAFEE. Good. He'll be pleased.

Mr. THorRNTON. We probably buy about a half a million yards a
year from Greenwood Mills.

VSIf?nator CHAFEE. Do you buy anything from Cranston Print or
1P?

Mr. THORNTON. Sure.

Senator CHAFEE. Excellent. You are a fine witness. [Laughter.]

[The written statement of Mr. Thornton and the statement of
Mr. Iverson, Nucor Corp., follows:]
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TESTIMONY OF
F. KENNETH IVERSON
CHAIRMAN AND CHIEF EXECUTIVE OFFICER
NUCOR CORPORATION
BEFORE

FINANCE COMMITTEE
UNITED STATES SENATE
NOVEMBER 20, 1985

Thank you for this opportunity to testify about our domestic steel industry.

We are a profitable steel company and are opposed to trade restrictions on steel
products. We believe that tariff or non-tariff trade barriers delay
modernization of our steel indsutry, cost the consumer billions of dollars and

injure both our economy and smaller steel producers.

Basis of Comments
Nucor Corporation is a manufacturer of steel and steel products. We operate
seven steel mini-mills on four sites. In 1984 we produced 1,500,000 tons of
steel. We are the 9th largest steel company in the U.S. and have an annual
capacity close to 2,000,000 tons.

1. A1l of our mills use the latest steel technology. 100X of our steel is
continously cast.

2. For more than 12 years, the price of the steel products we produce, FOB
our mills, has been equal to or less than the U.S. dockside price of
these products from foreign suppliers.

3. For the last 15 years we have not closed a single operation nor laid off
a single employee for lack of work.

4, MWe operate profitably. Since constructing our first steel mill in 1970

the company has never had a loss quarter.
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Problems of the U.S. Steel Industry

There are two reasons why our primary steel industry has lost advantages it once
had in the marketplace. One is that many of our steel plants are old and

inefficient.

In the last three decades, most of the major developments in steelmaking were
made outside of the United States. Our larger steel companies have not quickly
accepted technological advances and have adopted new techniques only when the

economic evidence was overwhelming.

Continuous casting is a method of producing a billet which can be rolled
directly into a finished product. It eliminates ingot pouring, soaking pits,
reheating furnaces and break-down mills. The yield from molten metal to

finished product is significantly improved. It reduces energy costs.

Last year the U.S. produced about 39% of its steel by the continuous casting
process. In Japan close to 90X of the steel was continuously cast. Italy,
Austria, West Germany, Sweden, France, Canada, Belgium and the United Kingdom all

had a higher percentage of continuously cast steel than we did in the U.S.

About 9% of the steel in the U.,S. is stilil produced using old open hearth
furnaces. The Japanese shut down their last open hearth furnace more than seven

years ago.
The second problem of our major steel producers is productivity.

The May 3, 1985 issue of Iron Age Magazine lists the top 50 steel producers in

the world for 1984. It also lists the productivity of these producers on the
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basis of tons per employee per year. The four largest U.S. producers averaged
320 tons per employee. The five largest Japanese'producers averaged 462 tons
per employee per year, almost 50X higher. The hourly rate of U.S. steelworkers
has sometiﬁes been blamed for the lack of competitiveness of the U.S. steel
industry. It may be well to keep in mind that steel mill work is hard, hot,
dirty, skilled and dangerous.- In every fndustrialized country in the world, the
steelworker earns more than the average manufacturing worker. In Japan the
premium is close to 50X. The probliem is one of productivity and not one of pay.
The U.S. steel industry's problems in productivity stem from the outdated plants
mentioned eariier and is aggravated by restrictive unfon work rules and an
excessive number of people -- and here I include clerical, administrative and

management as well as production workers.

Both of these problems have been well recognized and well documented.

Future of the Steel Industry

1 am not pessimistic about the future of the steel industry. We have enough
comparative economic advantages to have a steel industry that can compete in the _
international marketplace. We have an ample supply of fron ore and an ample
supply of coke. Our electric costs are lower than those in most industrialized
countries; we have low cost scrap, plus the advantage of lower freight costs in

most areas of the U.S.

We have seen more realistic depreciation schedules, a reduction in corporate
taxes and a relaxation of regulation. Our major steel companies are increasing

the percentage of continuous cast steel and are modernizing their facilitfes.
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The question is what can or should the government do to further facilitate and

expedite this restructuring of the steel industry.

Areas to Help the Restructuring

He are opposed to tariffs or non-tariff trade barriers for steel products:

1. There are steel mills outside of the U.S. that can produce steel more
economically than some mills in this country. They should not be denied
access to our markets -~ or we to theirs.

2. Quotas and other non-tariff trade barriers have been tried before.

There is 1ittle or no evidence to indicate that the steel quotas in the
early 1970's or the trigger prices of the late 1970's had any beneficial
effect in modernizing our integrated steel mills or making them more
competitive in the international marketplace. They cause higher steel
prices and delay modernization or closing of older, inefficient plants.

3. These barriers to steel imports cost the American consumer billions of
dollars. There are estimates that the Trigger Price Program in the late
1970's cost the American consumer over a biilion dollars a year and may
have saved onl} temporarily some 12,000 steelworking jobs. That's over
$80,000 per year per job.

4, The real hazard in trade barriers is that manufacturers outside of the
U.S., or U.S. manufacturers who move outside, uée the cheaper steel
available on the international market and then ship into the U.S. a wide
variety of products at lower cost than domestic manufacturers because of
our higher steel prices. World market prices for some steel items are

$100 to $200 per ton lower than U,S. domestic prices. This imbalance
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will eventually have serious effects on the steel service center
tndustry, the automotive industry, farm implements, appliances and
numerous other industries where steel costs are important. With this
occurring, steel demand in the U.S. will be lower and steel capacity
would have to shrink even further. One steel analyst has projected that
the Voluntary Restraint Program currently in effect will cause a
decrease in the U.S. steel market of 1% per year through 1990 due to
the increased imports of products where steel is an important component.
It ts ironic that tariffs and non-tariff barriers not only damage the
economy but will accomplish the very thing they were designed to

prevent,

We feel there are ways by which the government could provide assistance to the
steel industry. Some of these include:
1. Programs for retraining or relocation are important for those employees
affected by shutdowns.
2. Congress should not implement measures that reduce the incentive to

invest in modernization or new technologies.

Protectionism for the steel industry will penalize the consumer, delay steel
industry modernization, injure efficient steel producers, and could seriously

damage the economy.

There are new technologies developing in the steel industry. By modernizing and
by investing in these new technologies, our steel industry will eventually be

able to compete in the international marketplace.
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Senator CHAFEE. You sell to the upper end of the market. Would
your same analysis apply to the lower- cost end? The K-Marts and
Woolworths and other places? Would what you are saying apply
there too?

Mr. THORNTON. I can’t make a generalization about the entire
market. The point that I'm making is that the apparel market is
not just one market. It is many, many different markets. And we
often get the feeling that the government in proposing legislation
thinks that the marketplace is a single, undifferentiated market,
much like automobiles, which is controlled by a few companies and
very limited distribution.

I really would not comment on people in other market niches
other than to say there are many, many market niches, and I be-
lieve in the strength of the American spirit to compete when the
deck is not stacked against them.

Senator CHAFEE. OK, fine.

Let me ask Mr. Freeman a quick question. Do you think it’s pos-
sible to have reciprocal legislation that would force these countries
who traditionally have had a very tight banking system to open
their banking system to the United States? Example: The Japanese
can come to San Francisco and buy a bank. Do you think we
should have reciprocal legislation that would say if they can buy a
bank here, we ought to be able to buy a bank there?

Mr. FReeMaN. I think there ought to be universal reciprocal
l.egislation. Actually, I think we already have it in the law that
was passed last fall. And I think the administration could get even
more aggressive on it. Right now, the Germans and the British are
negotiating with the Japanese on the precise issue you just raised,
and they are making great progress.

Senator CHAFEE. Well, I'm more interested in what we can do.
We can do the same thing.

Mr. FrReeMAN. Yes, we can do that. We have the law. I think if
we enforce the law and have a strong GATT round coming up very
quickly on services, including financial services, I think that's what
our Government can do and be successful at it.

Senator CHAFEE. Thank you both for coming.

Mr. Thornton, did you come from San Francisco yourself?

Mr. THORNTON. Yes, I did.

Senator CHAFEE. Just for this?

Mr. THoORNTON. Yes, I did.

Senator CHAFEE. Well, that was a long climb for a short slide,
but we appreciate your making it.

Mr. THorRNTON. Well, I'm honored to be able to make the contri-
bution.

Senator CHAFEE. And you have made a contribution. Thank you
very much.

[Whereupon, at 12:52 p.m., the hearing was concluded.]

[The following was received for the record:]
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EDSON { GAYLORD
CHAIRMAN OF T«E BOARD
AND PRESIDENT

Senate Committee on Finance
Honorable Senator Packwood, Chairman
Trade Oversight Hearings

This statement is respectfully submitted to the Senate Committee on
Finance. 1 was asked on short notice to testify at your Trade
Oversight Hearing on Wednesday, November 20, 1985, and regret I was
unable to change my schedule in order to sppear.

1 am Chairman of the Board of Ingersoll International, which has six
wholly-owned subsidiary companies engaged in the design and
manufacture of heavy, custom-built machine tools and various support
services. Our company's headquarters are in Rockford, Illinois. Sixty
percent of our activity is based in the United States; the other forty
percent in West Germany. The market for our machines and services is
internationsl; some years as much as sixty percent of the machines we
produce are shipped outside of the United States and West Germany,
the two countries where we build machines.

Ingersoll is a private company and, therefore, our trading statistics are
not public, but we are one of the largest machine tool companies in the
worid. We now employ approximately 3,700 people and our annual
shipments exceed $200,000,0600. We build some of the largest machines
built any place in the world, Our customers are both high-production
companies, such as automobile producers, and low-volume users, such
as the builders of turbine generators for power stations.

We both sell to and compete with Japanese companies, as well as those
from the other two prominent machine tool building countries, Germany
and the United States.

The United States machine tool industry, a relatively small business
segment, is nevertheless made up of a wide variety of companies; some,
such as ourselves, supply a small number of specialty, big-ticket
machining systems, and others produce rather large quantities of
standard machines which are cataloged and distributed around the
world.

THE INGERSOLL MILLING MACHINE COMPANY, ROCKFORD, ILLINOIS 81103 TEL (815)987.6000 TELEX 257427
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All segments of the U.S. machine tool industry are under severe
competitive pressure, and particularly the builders of standard
machines, which is the market area in which the Japanese builders
excel.

To the question--"Does the U.S. machine tool industx:y need
protection?"--our answer is that the machine tool builders need to
become once again internationally competitive, and this will not happen
if they are protected from world competition.

Much has been said about the unfair practices of the competitors from
Japan. How .nuch unfairness there hss been is not particularly
important at this time because the complaints are, for the most part,
ieveled at actions from the past. There are no restrictions now against
the sale of U.S. machines into Japan. The Japanese government is
encouraging its industrial companies to look to the United States for
certain of its machine tool needs.

And there is no evidence that the supply of machines into the U.S.
from Japan is now subsidized. The claim that the Japanese dumped
their machines in the U.S. in the past may have had some validity, but
not now. :

Much as been written about the role machine tools play in our defense
capablility. It i8 my opinion that this patriotic argument is a cover-up
for a plea for protection from Japanese competition by those companies
who are unable to compete internationally because they failed to invest
in and otherwise prepare their companies for today's competition.

What the U.S. needs in order to defend itself are vigorous and
internationally competitive industrial companies that can, if need be, out
produce the rest of the world in whatever the military forces need, just
as we did during Worid War II. We cannot be so capable if we are
shielded from the competition.

What's needed is the managers, the people, the spirit, the technological
competence, the ability to mass produce, the ability to move raw
materials...and machine tools. Machine tools are a single element in the
entire system. But, if protectionism i{s what's needed, you've got to
take care of it all, the whole system. Take care of steel, of raw
materials, of all the big companies. Protect them all.

What will machine tool builders do if they get this grace period? Will
they all start investing in their companies? Will they all begin efforts
to develop new products? There is no historical evidence that they
will. Taking away competition does not spur people into action.
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A virile machine tool industry is an important, although numerically
small, part of our total industrial strength, but to protect it against
world class competition just to keep it alive in the event of a crisis is
overplaying its importance and fosters retaliation which willt threaten
our total industrial strength.

To protect the machine tool industry now from offshore competition
would be a classic case of poor timing. Most of the damage to the
industry from offshore competition has already occurred. The industry
is in the process of reshaping itself to once again resume a position of
international leadership.

The European machine tool industries, which grew without interruption
from the ashes of World War Il to their pre-war leadership role between
1950 - 1965, seemed to go into an eclipse during the late 1960's and
1970's. They too faced a real possibility of losing their internetional
competitiveness. Most companies, like those in the U.S., lost their
profitability.

They have responded in the first half of this decade by aggressive
development, and it appears they are once again a leading competitor in
the world market. In many areas, they have gone by the Japanese, as
well as the U.S., in technology.

As this competitive race develops between Japan, Germany and the
United States, the industry is changing shape; there are many new
corporate link-ups between the relatively small companies building
machines in all three countries.

To put up a protective wall around the U.S. machine tool builders
would represent a damaging intrusion into this restructuring process.

There is every reason to believe that such protection would be very
unsettling to the part of the industry that is competitive now.

Edson [. Gaylord
Chairman of the Board
The Ingersoll Milling Machine Company

November 18, 1985



245

CONSUMERS FOR

WORLD TRADE
1001 Conpacdcs Avsoue. N .
Wiebuogion, DC. 20086 November 18, 1985
202 TISARS
STATEMENT FOR THE SENATE FINANCE COMMITTEE
"U.S. Trade Policy"
_ Consumers for World Trade (CWT) is a national,
non-profit membership organization established
Drrectors in 1978. CWT supports expanded foreign trade
DOREEN L BROWN
Pronbons, Conaumars fon W orid Truie

C FRED BERGSTEN to help promote healthy economic growth;
Dwectw, Ineneae for

JOAN R. BRADEN provide choices in the marketplace for consumers;
Somer Vico Prosadurn, Cray & o -
TIMOTHY L ELDER and counteract infiationery price increases.
Cosarpller Tracior Company
JOHN R. FRAHM CWT believes in the importance of increasing
Opacaiicns, M Corparsima
ISAIAH FRANK productivity through the efficient utilization of
Profamer Econcamcs
M n 4 canital T conducts i
ROBERT N HAMPTOM uman and capital resources. WT conducts its
Jul‘;:;r::mn educational programs to keep American consumers
mm-m.x‘su;om:xtym informed of their stake in international trade
niverwiy
AW fEssuP policy and speakes out for the interests of
US Counch Tor lniornatroned Dusses

v RED) NA:-"“N'R . consumers when trade policy is being formulated.

ROBERT S. McNAMARA
Forme: The Workd Bask

WILLIAM MATSON ROTH
Prosdess Roth Progurnas
SEYMOUR J. RUBIN
v Vi Prondant Amaricon ety *
Ln i nghonal Law AR R AR A A AN AN AR
Pﬂlu‘”PH TREZISE

Broking famterma
Ezecutive Dvector
JANE E. DOCKERY




246

Fairness is certainly an important aspect of the international
trade debate. What is missing in the discussion is the question
of fairness to the consumer.

Read our trade laws and you will find almost no mention of the
consumer’'s interest in trade. Listen to the clamor for protecﬁion
and notice how little is said about the costs to be borne by

the consumer,

This is not a situation peculiar to the United States. Every
jurisdiction in the world, with the possible exception of

Hong Kong, acts in the belief that when trade policy is being made
the consumer and his concerns can safely be ignored.

Fair trade for the consumer is trade that maximizes his freedom
of choice and the value he receives for his expenditures. In an
fdeal world, it would be considered an unfair act to restrict
or impair his access to suppliers world-wide. In that kind of
world the American consumer would not be asked to buy sugar
at_five times the world price in order to benefit 12,000

beet and cane farmers. In that kind of world, European and
Japanese consumers would not have to pay inflated prices

for cost-of-living items like bread or beef in order to
underwrite agricultural policies that border on the irrational.
The unhappy fact is that everywhere consumers as consumers

and consumers as taxpayers are victimized by political

decisions to shelter industries from foreign competition and by

governments which believe that the road to prosperity is paved
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with quotas on imports and subsidies to exports. If this
pervasive unfairness could be reduced in scope and intensity,

the plaintive cries for "level playing fields" in international
trade would come remarkably clo;er to realization. o

We hdpe that your committee wil) give full attention to the issue
of fairness to the American consumer. Last year the Senate sent
to conference a trade bill with the provision authored by

Senator Chafee that would have required a consumer impact
statement--essentially a cost-benefit analysis-- when protectionist
taws or actions are being considered. It was intended to introduce
the concept of fairness to the consumer into the debate, before
deciding to burden his budget and to limit his freedom of choice.
As might have been predicted, the provision was dropped by the
conference. The idea should be revived and as soon as possible
made part of our basic trade law.

Meanwhile, the best hope for consumers at home and abroad lies

tn the preservation and strengthening of a system that seeks to
expand the area of international specialization and thereby to
increase the total gains from trade. Many elements of such a
system already are codified in the General Agreements on Tariffs
and Trade. We need to broaden the GATT's coverage to clarify

some of its rules. The overriding necessity, however, is for

the big trading nations to 1ive up to the commitments made in the
General Agreements, commitments which they regularly swear to

observe and which they regularly violate.
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The GATT, for all its imperfections, provides a set of standards
against which to judge what is fair and what is unfair in inter-
national trade policies. It is not fair, for example, to

impose quotas on imports except in specifically limited
circumstances. It is unfair to subsidize exports, again

subject to limited exceptions. Read in any reasonable light, the
GATT does not make provision for so-called voluntary export
restraints, or like hyprocritical forms of protection against
imports. The first article of the GATT tells us that it is

unfair to restrict imports of textiles from South Korea or India
and not from France or Canada.

A1) of these practices are unfair to the consumer-- in the case

of export subsidies, to the consumer in his taxpaying manifesta-
tion. His interest, therefore, is in a GATT which is observed
with greater exactitude, a GATT to which the principal Contracting
Parties give steady and conscientious support, even when it
appears to hurt.

It is certainly not a consumer interest to have each Contracting
Party able to decide for itself what are the standards for fairness.
If the United States is free to make that decision, so is the
European Community, so is Japan, so is Canada. That is the path to
anarchy in international trade. VYour committee will do a

signal service if it makes that single point as a result of

these hearings.
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WRITTEN TESTIMONY
Submitted to the
United States Senate Committee on Finance
in connection with
Oversight Hearings on
United states Trade Policy

November 19, 1985

My name is Ron Kahle. I am a pork producer from
Kearney, Nebraska, and am President of the National Pork
Producers Council (N.P.P.C,). I am submitting this testimony
for the record on behalf of the 110,000 members of the National
Pork Producers Council (N,P.P.C.), the largest commodity dues
paying organization in the U.S.

The N.P.P,C, is particularily concerned about the
treatment of agricultural commodity products under the U.S.
trade laws, We are specifically speaking of situations where
agricultural products produced abroad are subsidized or dumped
in the United States or otherwise unfairly traded. Pork
producers are supportive of fair and equitable trade, but in
some agricultural sectors there is little or no competition
because of subsidized or dumping of imports that prevent U.S.

producers from being able to compete on an equal basis.



250

Under U.S. trade statutes, agricultural commodities
have not been given the kind of relief industrial commodities
receive, When looking at the track record of agricultural
cases, the message is clear. The attached article, written by
Commissioner Seeley Lodwick of the International Trade
commission (ITC), explains that of the 11 unfair trade injury
investigations concerning agricultural products filed at the
ITC over the last 3 1/2 years, only one case ended in an
affirmative determination. This success rate of 9% compares
with an approximate rate of 50% for cases concerning industrial
products. The recent decision of the ITC in the countervailing
duty investigation concerning imports of subsidized swine and
pork from Canada, exemplifies the diéficulties which producers
of agricultural commodities have in obtaining relief from
unfairly traded imports under the U,S. trade statutes.

The problem may be due to a lack of understanding of
the basis upon which agricultural products are traded.
Agricultural products are different from industrial products in
the sense that most agricultural products must be treated or
processed before they can be sold to end users or
manufacturers. While they cannot be sold as is, they can be
initially processed to yield a marketable good -- for example,
slaughtering live hogs into fresh pork. That means pork
producers and initial processors work together to produce a

product and therefore are part of the same industry.
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In addition, the impact of unfair trade practices in
the agricultural sector differs from that found in the
industrial sector. Wheh the ITC has examined agricultural
products it has applied the same test as with industrial
products, looking for specific instances of price undercutting,
for example, rather than examining the effect of supply on the
price of commodities in the marketplace.

Agricultural markets function differently than
industrial markets. 1In the agricultural sector, an increase in
supply decreases the prices of our products. Take, for an
example, pork which is a commodity just as swine is a commodity
and both are traded on the commodities market. Pork prices
fluctuate from day to day with changes in supply and demand,
and they have a direct relation to the price of hogs.

Increases in the supply of pork have negative effects on pork
and hog prices. )

Senate Bill 1629, introduced by Senator Grassley ({(R.
lowa) and supported by other senators on the Committee,
addresses a necessary clarification of the Trade Act of 1930 to
reflect the way imported products affect agricultural
products. Senate Bill 1629 defines producers and initial
ptoéessors of products linked by a single continuous liﬁe of
production as part of the same industry. This allows pork
producers, processors or both to file a petition preventing

subsidized or dumping of imports. Since imports of the



2562

processed product affect all elements of the industry, it only
makes sense to allow producers as well as processors to
petition for relief. As it stands now, pork producers cannot
bring a countervailing duty action against imports of fresh
pork because producers are not considered part of that
industry, even though imports of fresh pork certainly affect
pork producers. Similarly, cattlemen could not bring a case
against beef imports being dumped or subsidized because
cattlemen would be considered producers of live cattle and not
producers of the product. However, beef imports certainly
affect cattlemen and cattle prices, Without this clarification
of legislative intent reflected in S.1629, cattlemen would have
no other recourse since live cattle are not imported into this
country for human consumption., The same dilemma is applicable
to all producers in the agricultural sector. Even though an
import of an initially processed version of their product would
have dire effects on their businesses, they may have no
standing to complain, S.1629 applies to all raw agriculture
products. The bill would clarify the intent of Congress with
regard to the application of the countervailing and antidumping
statutes to agricultural commodities.

On August 15, 1985, the Department of Commerce issued
a countervailing duty order imposing duties on imports of
Canadian live swine, but did not order the imposition of duties

¢
on Canadian pork. The consequence of the ITC decision is that



253

Canadian packers will now slaughter the live hogs into fresh,
chilled or frozen pork before sending the product over the
border, thereby eliminating much of the beneficial effect which
the countervailing duties n swine would have on domestic
producers and packers, .th the raw and initially processed
products so integrally related, duties on only one do little to
help the domestic industry. 1In essence, the U.S, pork
producers have won the battle but lost the war.

Indeed, the expected shift from hogs to pork has
already begun. Imports of Canadian hogs are down over the
volume of imports prior to the ITC's decision. On the other
hand, Canadian statistics reveal a 10% increase in pork exports
to the U.S. in August (the month in which duties on swine went
into effect) over the average monthly export figure for
January-July 1985. In September, Canadian pork exports to the
U.S. rose even further to a level 20% higher than the average
for the first seven months of this year.

The ITC's determination in the case of Canadian
imports has come at the same time that pork imports from other
countries are also increasing, particularly from the European
Community ("EC"). Comparing imports from the EC fér the first
six months of 1984 and the first six months of 1985, USDA
figures reveal that there has been a 156% increase in imports
of fresh, chilled and frozen pork from EC producers and

processors. These imports are, of course, also subsidized

0506M
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under the EC's Common Agricultural Policy {®CAP"). With
overall imports increasing dramatically, the ITC's pork
decision was particularly untimely.

) Congress stated in the legislative history of the
Trade Agreements Act of 1979 that agricultural commodities
require special attention with respect to the application of
the injury provisions of the countervailing duty and
antidumping statute.l/ Special concern was expressed in the
case, for example of raw and initially processed products,
particularly in the case of livestock. In applying this
legislative intent in past cases, the ITC developed a two part
test to determine whether raw and processed agricultural

2/

commodities are like products.~ If so, producers of the

1/ senate Finance Committee Report on the Trade Agreements
Act of 197%:

"Because of the special nature of agriculture, . . .
special problems exist in determining whether an
agricultural industry is materially injured.”

The report went on‘to imply that there was a special
relationship, for example, between cattle farmers and
?iggg?sozs. S. Rept. No. 96-249, 96th Cong., lst Sess., 88

2/ see Lamb Meat From New Zealand, Inv. No. 701-TA-80
(Preliminary), USITC Pub. No. 1191 [3 ITRD 1725) (1981); Frozen
Concentrated Orange Juice From Brazil, Inc. No. 701-TA-184
(Final), USITC Pub, No. 1406 (4 ITRD 1693]) (1983); Fish, Fresh,
Chilled or Frozen, Whether or Not Whole, But Not Otherwise
Prepared or Preserved From Canada, Inv. No. 701-TA-40 (Final),
USITC Pub. No. 1066 [2 ITRD 53-1] (1980).

0506M
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raw comnodity are deemed to be members.of the same industry as
the processors and can seek relief under the trade statutes
against imports of the processed product.

Unfortunately, the ITC, has focused increasingly on
legal relationships within an industry and has ignored economic
relationships between the commodity producers and procesgors.
In the pork industry, although both pork producers and packers
share a significant commonality of economic interest resulting
from the nature of the pork market, the second prong of the
ITC's legal test was not satisfied because only 4-5% of pork
producers actually own packing plants. Nonetheless, it is very
clear to individuals familiar with pork and other agricultural
commodities, that the economic interdependence of producers and
processors and therimpact of imports upon them is the same
regardless of whether 5% or 90% of the processing plants are
owned by producers, In the ITC's decision to impose a
réquirement of such legal relationships is both inappropriate
and irrelevant. This view was supported in a dissenting
opinion of ITC Vice Chairman Liebeler, one of three
Commissioners voting in the case.é/

Realistically, the Commission should have focused on

economic relationships in examining the injurious impact of

3/ Live swine and Pork from Canada, Inv. No, 701-TA-224
(Final), USITC Pub. No. 1733 (1985). .

0506M
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subsidized or dumped imports on agricultural commodities,
Moreover, where the processed product is produced from the raw
commodity substantially or wholly through a single continuous
line of production, that fact in and of itself demonstrates
sufficient commonality of economic interest to satisfy the like
product test. Pork producers have a firm opinion on this
point, since it is difficult to conceive of any other commodity
which better satisfies the single continuous line of production
test, N
$.1629 provides that producers and processors of
agricultural commodities shall be considered members of the
same industry if they meet either of two tests articulated in
the bill. If the raw product and the processed product are
wholly or substantially linked through a single continuous line
of producton, then such raw and processed products are deemed
to be like products and the producers and processors of the
products are deemed to be members of the same industry. If
producers and processors can demonstrate sufficient commonality
of economic interest, which will likely include a showing of
some degree of a single continuous line of production
relationship, they can also be considered members of the same
industry., Evidence of legal relationships may be considered,
but the bill emphasizes that the key relationships are
economic, whether they be imposed contractually or by the

nature of the market.

0506M
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This legislation would require the ITC to apply the
injury provisions of the countervailing and antidumping statute
to agricultural commodities in a manner which reflects the
realities of the way such commodities are produced, priced and
sold and by the way the producers and processors are affected
by unfairly traded imports., In the case of pork, this
legislation would have increased the chances that the ITC would
have found that Canadian imports were causing injury to the
entire industry, including packers. The impact of imports of
both swine and pork would have been properly combined so that
the actual and total impact of Canadian imports wguld have been
taken into consideration by the ITC.

In addition, the bill would insure that producers of
raw commodities have standing to file petitions for relief
under these statutes against subsidized or dumped imports of
the processed commodity. As an example, beef producers could
bring cases against unfairly traded beef imports causing injury
to the producers. Since the live animal is generally not
imported (pork is an exception), livestock producers would be
precluded from bringing cases against meat imports, unless
their industries happened to be sufficiently vertically
integrated under the ITC's present policy. There is great
support for the bill, For example, at the hearings before two
House Agriculture subcommittees on the House companion bill,

H.R. 3328, representatives from the American Farm Bureau, the
National Pork Producers Council and the lamb and raspberry

industries testified in favor of the legislation. The National
Cattlemen's Association also supports this legislation. $.1629 -
is crucial to protect the agricultural sector from unfairly
traded products.

- We appreciate the opportunity to submit -this

testimony on behalf of the National Pork Producer Council.






OVERSIGHT HEARINGS ON U.S. TRADE POLICY

THURSDAY, NOVEMBER 21, 1985

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, DC.

The committee met, pursuant to notice, at 9:30 a.m. in room 215,
Dirksen Senate Office Building, Hon. Bob Packwood (chairman)
presiding.

Present: Senators Packwood, Chafee, Wallop, Long, Bentsen,
Moynihan, Baucus, Boren, and Bradley.

The CHAIRMAN. The hearing will come to order, please.

We are pleased to have Congressman Ralph Regula as our first
witness, and he has to get back to the House because they are
marking up the continuing resolution.

There are those of us, Congressman, who wouldn’t mind delaying
you from going back to marking that up; but I think, under the cir-
cumstances, we had better get started. I appreciate you coming
over. Go right ahead.

STATEMENT OF THE HONORABLE RALPH REGULA, U.S. HOUSE
OF REPRESENTATIVES, STATE OF OHIO

Congressman ReEGgurA. Thank you, Mr. Chairman. I appreciate
the opportunity to testify early, and I certainly commend your
committee for taking on the task on trade. I noticed in this morn-
ing’s paper that you have a massive trade package coming, and it
is something of great concern. I would sa% second only to the defi-
cit din terms of importance, in the 16th District, is the matter of
trade.

I would like to limit my testimony to revisions that I believe are
necessary to section 201 of the Trade Act of 1974, particularly as
they affect filings by the steel industry.

As vice chairman of the congressional steel caucus in the House,
the difficulties the steel companies have encountered under section
201 filings have long been a concern. And I might say it applies to
all of the other industries that have a similar type of problem.

I am certain that everyone here is well aware of the enormous
burden placed on the steel industry in recent years, due in part to
massive growth in imports. While the voluntary restraint programs
are showing some positive relief, further assistance is needed in
order to revitalize American steel production, and I might add to
make it a fair environment.

Certainly, the supervalued dollar has caused many of the prob-
lems for the industry as it faces steel imports. I would like to focus,
however, on specific changes that can and should be made to sec-
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tion 201 to more fairly and appropriately evaluate and fashion
remedies for 201 filings.

First, I think the injury standard needs revision. As you know,
current law requires a finding that imports are a substantial cause
of the industry’s injury before section 201 relief is triggered. This
mandates the initial conclusion that imports are not less signifi-
cant than any other cause for the industry harmed. Therefore, if a
more significant cause is found, relief is not available under 201.

There is no reason why the United States law should have a
more stringent injury standard than what GATT requires, particu-
larly in light of the massive import problem. Article XIX of
GATT’s “escape clause” requires only that the imports in question,
and I quote directly from the GATT Agreement, “cause or threaten
serious injury to domestic -producers.” Consistent with GATT, I
strongly agree with many others who have proposed lowering the
section 201 causation standard by requiring only a finding that im-
ports are a “cause” of injury.

Second, the time required for resolution of a 201 petition fre-
quently works to the extreme detriment of affected U.S. industries.
During the months of 201 review, the imports in question continue
to flow into the United States. This not only intensifies the harm
{)(i the United States industry but makes retroactive relief impossi-

e.

I would propose as an interim relief that, upon filing of a 201 pe-
tition, liquidation of these imports be suspended. This would mean
that entries of the final processing of the import paperwork would
not be liquidated until the section 201 complaint was resolved.

This immediate remedy does not unfairly stop import flow, but
rather leaves open the option of retroactive relief, such as applying
tariffs back to the point of a 201 filing. Further, the uncertainty of
suspension of liquidation makes it difficult for foreign countries to
take advantage of the time required to resolve a 201 complaint, as
;ilumping” during the time of suspension would cease to be profita-

e.

Thus, this interim action would preserve retroactive relief while
eliminating our trading partners’ all too frequent practice of using
the 201 time period to flood our markets, thus mitigating their
losses when the 201 remedy is imposed.

Third, in order to affect objective relief, the 201 process must be
depoliticized. Presently, the President has the authority to grant
relief under section 201. While I do not advocate eliminating his
role, I do believe that this authority more appropriately lies with
the U.S. Trade Representative or the Secretary of Commerce.

This would solve several problems. The present system provides
a formal forum for inter-agency disagreements over trade policy.
With the President responsible for the decision to grant relief, the
various Departments, such as State and Treasury, insert their pa-
rochial interests into the process. This clouds the issue and makes
appropriate relief for the immediate 201 complaint remote.

With the authority placed with the USTR or Commerce, this
arena is changed and the focus is shifted. While there will certain-
ly remain many voices in the process, it will be more directed to
the immediate concerns of the affected industry.
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I believe that the President should maintain veto power over the
recommendations of the USTR but that his veto should carry an
alternative to the relief sought. Further, I feel that various propos-
als for relief should be presented to the President so that he, in ex-
“ercising his veto authority, does not have a take-it-or-leave-it
.option.

Finally, the narrow definition of industry which is appropriate in
unfair trade statutes is not appropriate in section 201 complaints.
This problem was illustrated when the American steel industry re-
cently applied for section 201 relief. The ITC divided the steel in-
dustry into a half-dozen or more segments and evaluated each sep-
arately in determining its recommended remedies. Thus, affirma-
tive injury rulings attached to some but not to others. Only 70 per-
cent were accorded relief.

Under the broad purposes of section 201, such narrow definitions
of industry do not adequately and efficiently address the problem.
Therefore, I would propose that the ITC be encouraged by statute
to consider a broader definition of industry and not view as defini-
tional precedent the narrower industry definition used in the
unfair trade statutes.

I would like to add that Huffy Bicycle Co. in Ohio has expressed
considerable interest in this hearing and my testimony. They have
experienced an import increase from 17 percent in 1979 to 58 per-
cent of the American bicycle market as of September 1985.

Huffy, along with many nonsteel companies across this Nation,
would benefit greatly from the changes I have suggested to section
201, as they have encountered the same difficulties in seeking
import relief, and I might add fairness.

I certainly applaud the committee’s efforts toward rectifying
these problems for our domestic industries, and 1 appreciate this
opportunity to testify this morning.

The CHAIRMAN. Congressman, let me ask you this, very quickly:
Over and over we are getting testimony from companies whose
«complaint is about the wage differential, which at the moment is
not counted as an unfair trade practice in international competi-
tion. Should we define it as such and simply say we have reached
the place where there areas we cannot compete with that wage dif-
ferential, and we are going to give the companies temporary or
maybe permanent protection?

Congressman RecuLa. Well, I suppose that is what the VRA’s do
in the steel industry, is to provide in effect a 5-year period to offset
the wage differential with technology. And I think perhaps that
should be of a temporary nature, but I'm sure that for the long
term you can adopt that type of policy if you are going to have a
free world marketplace.

But I do think we need a period of time to do catch-up, because
in the case of Japan, for example, that have taken the capital that
they don’t spend on defense and put it into technology—R&D and a
lot of things that have given them a substantial advantage. We
need to do the same thing in this country.

The CHAIRMAN. Let me give you a comparative example.

A textile industry has testified that they have modernized, their
productivity has gone up, they cannot invest capital any faster.
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And indeed, if you go through some of the textile mills of this coun-
try, they are sensationally modern.

Congressman REGULA: That is true.

The CHAIRMAN. They still say they cannot compete against the
low wage rate differential. What do we do then?

Congressman Recura. Well, I suppose what you are really
asking me is, should wage differential be considered an element in
determining whether there is dumping?

The CHAIRMAN. Not dumping so much, because that has a conno-
tation of selling something even below the cost in your country—
the other country’s manufacturer.

Congressman REGULA. Well, that is true. Yes.

The CHAIRMAN. And in most of the wage differential cases there
is not often an allegation of selling goods in this country at a
cheaper price than the cost to manufacture in the foreign country;
it is just that the cost to manufacture is so cheap that the domestic
company can’t compete.

Congressman REecuLA. I think, as a pragmatic answer, The
Chairman, there would have to be some measure of relief that is in
the form of tariffs and/or quotas. That might be the only answer in
industries where you are competing. And I don’t think in the tex-
tile industry that the wage level is high as compared to the indus-
trial base of this country. But, when you have $8 an hour versus 10
cents an hour, as it might be in some of the Asian countries, in a
sense that is part of an unfair practice. What we need to do is push
them to raise their standard of living so that you have some degree
of comparability, and I don’t know any other way to approach that
than through tariffs and/or quotas.

The CHAIRMAN. Senator Baucus?

Senator BAucus. No questions, Mr. Chairman.

The CHAIRMAN. Congressman, I have no others. Thank you very
much for taking the time to come this morning.

Congressman REGuLA. Thank you.

The CHAIRMAN. All right, we will move on to a panel. We are
going to skip around, because our second panel is nct here. We will
have R. Allan Leedy, representing Tektronix, and Charles Davis,
my old friend Charley Davis, representing Electro Scientific Indus-
tries. I know they are both here, because I met with them earlier.

Then, after they are done, we will move back to Professor Jack-
son, if he has arrived, and the panel of Mr. Hufbauer, Mr. Law-
rence, and Mr. Aho.

In introducing these two gentlemen, I might say I am very, very
familiar with their companies; they are both located in Portland or
suburban Portland, and they are both not only able to adequately
compete against foreign competition in the United States but both
of them are heavily involved in competition overseas, and the bulk
of their employment is in this country, the bulk of their invest-
ment is in this country, and even with our wage structure they
manage to compete somehow in most of the rest of the world.

Mr. Leedy, do you want to go first?
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STATEMENT OF R. ALLAN LEEDY, JR,, VICE PRESIDENT, SECRE-
TARY, AND GENERAL COUNSEL, TEKTRONIX, INC., BEAVERTON,
OR

Mr. Leepy. Thank you, Mr. Chairman. .

The CHAIRMAN. I might say that your testimony in its entirety
will be in the record, and we would appreciate it if you could ab-
breviate it.

Mr. Leepy. Thank you.

Mr. Chairman, I am vice president, secretary, and general coun-
sel of Tektronix. And as you know, Tektronix is a leading manufac-
turer of test and measurement equipment and computer-related
equipment in the State of Oregon. We have approximately $1.5 bil-
lion in annual sales and approximately 20,000 employees, most of
whom are in Oregon.

I am privileged to be here this morning to testify. My remarks
are going to be directed principally to the second of the questions
raised by these hearings; that is, the question of whether or not a
U.S. industry can compete with fair trade in world markets.

I think that there are probably three aspects of my written sub-
mission that merit some special emphasis.

First of all, I would like to say that my company is convinced
that in our industry we can effectively compete on the basis of fair
trade in the markets that we serve around the world, and that we
are aggressively investing and spending on research and develop-
ment of new products and on new manufacturing technologies to
improve our productivity, in order to be able to meet the competi-
tion that we face from a variety of countries, including Japan,
other ¢untries in Asia, and countries in Europe.

As indicated in my written submission, we have in the past year
spent some $188 million on research and development for new
products. That represents this year more than 13 percent of our
net sales, and it is an increase from under 10 percent only a few
short years ago.

In addition, we have spent rather large amounts in investment
in modern and sophisticated manufacturing techniques, with very
good effect in improving our ability to utilize inventory and im-
proving the ratio of cost of sales of our goods to the selling price.

The second point that I would like to make is that these efforts
that we and other companies undertake in our industry can be
more effective and more productive if they can be undertaken in a
climate which is stable and which fosters the kind of national com-
petitiveness that we seek to achieve.

There are numerous examples that I have stated, of tax policy, of
export control policy, on which I think my colleague Charley Davis
is going to talk in some detail, and other areas of Government reg-
ulation that bear on this issue. I would like to give, though, just
one example that relates to company’s experience that I think il-
lustrates the point quite well.

For some time now, Tektronix has been seeking a director candi-
date who might be able to expand the company’s experience and
expertise in the area of manufacturing. In canvassing for available
candidates to serve on our board of directors, we have found that
nearly everyone who possesses the credentials for expanding in this



264

direction would be barred from serving on our company’s board of
directors under section 8 of the Clayton Act.

As I believe you know, section 8 prohibits directors of competing
companies, prohibits an individual, from serving on the board of di-
rectors of two companies that compete with each other. And the
courts and the administration have interpreted this prohibition to
apply to any kind of competition regardless of how significant it is
in the overall sense. So, for example, companies as diverse as Gen-
eral Motors and General Electric might be seen to compete with
some small piece of Tektronix in some small piece of their own
business; and thus, the interlocking directorship would be
prohibited.

In my view, this represents an absence of looking at the big pic-
ture, and I am going to be supporting legislation to amend and lib-
eralize this rule.

Finally, Mr. Chairman, I would like to say that whatever the
Government and the Congress does to create a more stable environ-
ment to give more priority to national competitiveness, perhaps the
single most important issue now is the burden of the overvalued
dollar that our products carry in overseas markets. And I would
join those who urge the Congress to address promptly and effective-
ly the task of reducing the size and reducing the cost of our Feder-
al Government so that we can enjoy the fruits of our own efforts
and the Government’s efforts, working in partnership to make us
all more competitive.

Thank you very much, indeed, for this opportunity to speak on
what I think is today’s most important issue.

The CHAIRMAN. Mr. Leedy, thank you. Now I would ask Charley
Davis, who is an old, old friend of mine—you can tell the age differ-
ence; Mr. Leedy’s father is an old friend of mine, and Charley
Davis personally is an old friend. So, I guess, Charley, I fit into
your generation.

[Mr. Leedy’s written testimony follows:]
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Statement of R. Allan Leedy, Jr.
Vice President, Secretary, and General Counsel
TEKTRONIX, INC.
Before the Committee on Finance, United States Senate

Washington, D.C.
November 21, 1985

Mr. Chairman and Members of the Committee. These hearings on how the
United States, and U.S. companies, can respond to both fair and unfair trading
practices in international markets are most timely, and Tektronix, Inc.
appreciates this opportunity to testify. I am R. Allan Leedy, Jr., vice
president and general counsel of Tektronix. As you know, Mr. Chairman,
Tektronix is a leading manufacturer of electronic test and measurement
instruments, graphics terminals and design tools, and communications equipment
with annual sales of about $1.5 billion and 20,000 employees world-wide --

most of them in the State of Oregon.

Tektronix' market is a global one. Sales outside the United States
totaled $514 million in 1985, representing 36 per cent of our annual sales and
supporting more than 7,000 jobs at Tektronix. We have a jointly owned
manufacturing and sales company in Japan, and manufacturing operations in
Britain, the Netherlands and the Channel Islands. We have our own sales and
service operations in 20 countries, and local distributors in many others. In
this global market we face stiff, direct competition not only from several
major U.S. firms, but from Japanese, French, German, and Dutch companies.

"Hhile our international market share varies from product to product and
country to country, we have achieved and maintained a significant share of
both foreign and domestic markets. Japan, for example, is our largest and

fastest growing foreign market. We have had a dominant presence in Japan for

20 years because we have made a long-term commitment to serve that market.
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My testimony will concentrate on Tektronix* approach to this foreign
competition -- responding particularly to the second question posed by the
Committee in its announcement of these hearings: “Can the United States

compete with 'fair' trade.”

Mr. Chairman, Tektronix is confident that we can continue to compete
effectively, as we have in the past. But to do so requires increasing the
efficiency and productivity of our current manufacturing operations. It
requires increased levels of investment., It also requires more sophisticated
strategic planning based upon world market conditions, not just domestic ones.

We are taking major steps in all these areas.

Improved %fficiency

To increase the efficiency of our current operations, we have implemented
*manufacturing resource planning” (MRP) in most of our facilities at a cost of
more than $50-million over the past four years. MRP is a computer-aided system
of resource planning and cost control. We have 19 plants certified with
“MRP-Class A" ratings as determined by independent auditors. That is more
top-rat;d manufacturing capability than anyone in our industry. We also have
the largest manufacturing organization ever certified with this high rating.
More important, our productivity has increased from $44,000 per employee in
1981 to $70,000 this year. With MRP and other measures, such as
"just-in-time® (JIT) component scheduling, we are now able to turn around our

inventories six times a year, compared to about 3.6 times just a few years ago.
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Investment

Difficult as it is with current profits generally down in our industry, we
are investing heavily in our operations, mostly in the United States. We are
investing in research and development that will result in the innovative
products we need to remain competitive in the fast-moving electronics
industry. And, we are investing in people -- the human knowledge and skills

so crucial to competing successfully.

_In 1985 we invested $188 million in corporate R&D. That was 13.3 per cent
of annual sales, compared to less than 9 per cent devoted to R&D in 1981. As
a result, we're introducing new products faster than ever at both higher
technology levels, where new markets are to be found, and at lower technology
levels, where we face the greatest challenge to our existing markets,
particularly from Japan. Our newest products include a sophisticated portable
digital oscilloscope, an advanced new fiber optic measuring device called a
"dual wavelength time domain reflectometer,” and a very low cost portable

oscilloscope.

Our employees in academic year 1984/85 were reimbursed more than $9.3
millfon in tuition costs for educational programs. A full 6,626 course
enrollments were conducted on our own campus. Some 89 current Tektronix
employees serve continually as adjunct advanced engineering faculty at 9 local
area schools to help meet the present acute shortage of faculty (while
undergraduate enrollment nationally has more than doubled in the past decade,
faculty have increased only 20 per cent; in Oregon, about 45 per cent of
qualified electrical engineering student applicants have to be turned away due

mostly to lack of faculty).



268

Global Market Strategy

Tektronix has an extensive international marketing strategy, and we are
working constantly to refine and strengthen it. It is based on three major
commitments:

-~ to meet the competition head-on with new products

-- to expand overseas sales operations and improve the
effectiveness of existing ones

-- to develop strong, defensible positions in new markets

The increasing productivity and new products discussed earlier are the
keystone of our global market strategy. To improve our sales in Europe, we
have invested in recent years in marketing, sales and service organizations.
We also have restructured our European operations for greater marketing
flexibility and local control. A special marketing team has been dedicated to
developing business in the People's Republic of China -- a major new market.
l.ast year we opened a cooperative service facility in Beijing, and assembly in

China of some portable instruments will commence soon.

It should be clear to the Committee from these few exampltes, Mr. Chairman,
that we are not waiting or depending upon government actions to make us more
competitive in world markets. We are taking the initiative ourselves, and we
are doing so by committing our own resources "up front." There can be no
question, however, that our efforts will be more successful in a stable and
supportive government policy climate. 1 would like, therefore, to offer the
Committee several policy suggestions that Tektronix believes would contribute

to the international competitiveness of U.S. companies:



269

Competitive Tax System '

Taxes are a major factor in the international trade equation, and changes
in our tax system should be designed to put American companies on as equal as
possible a footing with our foreign competitors. Unlike most foreign tax
systems, ours is biased aga}nst savings and investment, thus raising the cost’
of the capital that is crucial to competing in world trade. Treatment of
earnings abroad under Subpart F ignores the tax policies of our competitors,
and faisely assumes we operate abroad to avoid U.S. taxation. Our heavy
emphasis on taxation of income, which so directly constrains investment, puts
us at a distinct disadvantage with most of our competitors who tax consumption
as well. If Japan installs a value-added tax, the United States will be left
as the only major industrial nation depending essentially on income taxes. To
make our tax system more consistent with those of our competitors, we need to
give serious consigeration to establishing an export-rebatable consumption tax

with reduced rates of corporate income tax.

R&D Incentives -
Tektronix believes strongly, based on its own experience, that investment
in research and development is investment in tomorrow's competitive products
and services. The investment tax credit wisely enacted by Congress in 1981
has paid handsome dividends in preserving American competitiveness in advanced
technology industries. Without the rather significant trade surplus the
electronics industry maintained until just last year, our massive trade
deficit would be even worse. We should retain an R&D tax credit, and expand

it to cover company investments in university basic research.
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Requlation and Operating Flexibility

To compete effectively in international markets, American companies must
have as much operational flexibility as possible -- at least as much as our
foreign competitors. Yet, in fact, few of our competitors face the degree of
regulatory constraints that American companies continue to encounter. Let me

give two examples: export controls and anti-trust.

- Despite recent Congressional changes in the Export Administration Act
which have removed, or promise to remove, national security export controls on
some products, the United States continues to encumber exporters of high
technology goods with extensive national security restrictions. The licensing
process remains complex and difficult to administer, resulting in significant
loss of business from delays as well as license denials. The national
security and foreign policy benefits of these controls are questionable, at
best. Qur competitive position would be significantly improved by narrowing
the controls to items with significant and direct military applications, and
by eliminating the many remaining controls that are unilaterally imposed by
the United States despite the availability of similar items from foreign

sources.
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As simple a matter as finding qualified appointees to Corporate Boards of
Directors is made unnecessarily difficult by U.S. anti-trust law. Section 8 of
the Clayton Act prohibits a person from being a director in two or more
corporations which are competitors. With today's larger, more diversified
corporations, this prohibition has become a major constraint both on
corporations in need of knowledgeable outside directors, and upon the personal
freedom in the market place of corporate directors. Since the Clayton Act
became law, most of the abuses of interloéking directors have been addressed

and precluded by separate financial securities laws.

Yet the Federal Courts and regulatory agencies have continued to take the
position that any degree of competition between two companies, no matter how
slight, precludes a director of one being appointed a director of the other.
They have failed to recognize competitive realities. Those realities require
at least a de minimis standard which would permit appointment of outside
directors among companies who compete only minimally with each other. The cost
to American companies in compliance efforts and lost talent is a cost not

generally incurred by our foreign competitors, and it is just one of hundreds.

In his most recent book, Comeback, Ezra Vogel concludes that the United
States does have a competitive policy. “That policy," he says, "is to give
competitiveness lower priority than security and regulafory policy.” We need
to reverse those priorities and impose rules of reason upon our regulatory
systems. Only that way will U.S. firms have the flexibility to respond

effectively to competitive challenges.
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Stable and Open Global Economy

A stable and more realistic valuation of the U.S. dollar in relation to
foreign currencies is the single most important immediate step the U.S.
government could take to enhance U.S. competitiveness. That, in turn,
requires significant reduction of the federal deficit. I realize, of course,
that this Committee is currently in conference with the House on deficit
reduction legislation. I can only express the hope that the effort will be
successful. If it is not, or if it is significantly delayed, it may be
necessary to reconvene the Bretton Woods Conference to attempt to modify the
present free-floating currency system to eliminate distortions like the one
that has plagued the dollar for the past several years. If U.S. federal
deficit reduction is difficult to achieve, a new currency arrangement will be
even more so. We simply must effectively confront and reverse our own

deficit, and we must do it now.

Finally, Mr. Chairman, a new round of global trade negotiations would
serve the goal of increased U.S. competitiveness. By emphasizing, as I have in
this testimony, the view that American companies can compete, I do not mean to
imply thet “unfair" practices do not exist, or that there is not urgent need
to strengthen the rules of international trade, both under the GATT and
through bilateral agreements wherever we can achieve them. The Congress
should authorize the President to enter into new global negotiations as soon
as possible. That authority should, in the view of Tektronix, include
authority to further reduce U.S, tariffs on a reciprocal basis, as well as

enter into agreements on various non-tariff barriers., -
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Strengthened protection of intellectual property should be one of the-top
priorities in those negotiations. Maintaining and improving cur competitive
position depends heavily upon our ability to protect the innovations we are
paying so dearly to develop. The competitive damage from foreign violation of
proprietary intellectual property rights will become even more severe as we
and other electronics companies become increasingly involved in producing
software products, with respect to which the international proprietary rules
and combliance are particularly weak. The "reciprocity" approach adopted by
Congress in the Semiconductor Chip Protection Act of 1984 is an appropriate
way of inducing foreign cooperation, and that approach should be followed in
other aspects of intellectual property protection. In addition, it would make
sense to eliminate the injury standard for patent and copyright violations

under Section 337 of the Trade Act of 1974,

Mr. Chairman, our business was founded on principles of dedication to
customer satisfaction, technological innovation, productivity and people.
Those principles remain sound ones as we face unprecedented foreign
competition. To meet that challenge, we are investing -- and will continue to_
invest -- primarily here in our own country and in our own people. We ask
only that the Federal government provide us the freedom of action we need to

respond effectively.

Thank you for this opportunity to share our views on what is clearly the

most challenging issue of our day.
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STATEMENT OF CHARLES DAVIS, CORPORATE SECRETARY,
ELECTRO SCIENTIFIC INDUSTRIES, INC., PORTLAND, OR

Mr. Davis. Thank you, Senator, and Senator Baucus.

I am the corporate secretary for Electro Scientific In:custries, as
Bob mentioned, a company in Portland, OR. We have been in busi-
ness for 32 years. We are a relatively small company. We do about
$85 million business a year, with $1,000 employees throughout the
world. We supply state-of-the-art equipment to the microelectronics
industry throughout the world, and in answer to the question: Can
the United States compete with fair trade? Our answer is a confi-
dent “Yes.” That is a “Yes” that is based on the expectation that
regulation of our business will also move to state of the art.

We know that each fyear we have to do better than we did the
year before in terms of the technology we design and the products
we manufacture and sell. We know that the competitive forces
throughout the world are just behind us all the time. And with re-
spect to the export control to the U.S. Governmen¢, we ask that
they be as competitive as the export controls in other parts of the
world. In short, we and our Government have to be as efficient in
providing the customer with a satisfactory product as XYZ Co. in
Japan and its Government, or ABC Co. in Sweden and its Govern-
ment, in terms of the effect of controls, in supplying a product to
its customers throughout the world.

One of those serious problems we face is the problem of delay in
export regulation. We feel that none of our products are so unique
and none of our secrets are so really secret that we should be
having to be under export control at all. But, so long as we are, we
think the Export Administration should perform at a very efficient
and responsible level. That has not always been the case; it isn’t
the case today.

Two of our executives have just returned from China, where they
saw state-of-the-art products of about 10 years ago that we are not
allowed to sell in China. These products were developed by the Chi-
nese themselves, who would have preferred to buy a better product
that we have here, and they would have bought it from us had it
been possible for us to export it to them. Instead, they do it with
what looks like a 15-year-old washing machine, although it is a
piece of equipment that will do exactly the same thing as this one
will do; but ours will do it faster, enable them to make a lot more
television sets a lot more quickly. And we favor that kind of oppor-
tunity for us to be involved in.

On another level, the state bf the art in the semiconductor indus-
try is illustrated in the reports of the Institute on Semiconductors
in- China, which says throughout that they know as much about
the theory of the semiconductor industry as we do, but that tech-
nology we cannot move in and out as we can in Western countries.

We will be asking and pressing for an earlier decision about the
opportunity to ship products that qualify as being available in
quaril{tity in foreign markets in order to compete in the Chinese
market.

The difficulty here is that the regulations proposed will not be
adopted until some time next March or April by OEA, and after
that it will take them time to make a decision. But this competitive
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market in China is developing right now, and we have to, next
week, decide what we are going to do about it.

So we would ask that, without proposing anything that the Con-
gress really doesn’t know, I guess, that Government has to operate
more efficiently and more effectively in its control role, and we sus-
pect that might be helped if the police mentality of the regulators
were altered to see that part of their responsibility is to encourage
international trade, encourage the movement into this world econo-
my by U.S. companies, and to limit the amount of police action
they see themselves as doing.

I appreciate being here. If I can respond to questions, I will be
happy to do so.

[Mr. Davis’ written testimony follows:]
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washington, D.C.

My name is Charles Davis. 1 am Corporate Secretary of Electro

Scientific Industries, Inc., Portland, Oregon.

Our testimony does not speak-to the over-valued dollar or
the need for a revision of the U.S. tax code. It is about
export controls and the administration of those controls
which unnecessarily adds to the cost of our products and
jeopardizes our competitive position in Europe and the
Pacific Rim., We argue that the fair trade challenge is for
the United States government to interfeze‘ with the conduct
of business by our private enterprise companies only as much

as is clearly necessary to protect the national interest.
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Electro Scientific Industries, ESI, is a major supplier of equipment
to the microelectronics industry. We design, manufacture and market
products that help customers reduce production costs, increase yields

and improve product quality.

We are a pioneer in the use of lasers in electronics. ESI is the
world leader in laser processing of microelectronic circuitry. Our
lasers perform a wide range of tasks for semiconductor and hybrid

circuit manufacturers.

We are also a leading manufacturer of equipment used to produce,
handle and measure chip capacitors and resistors--impcrtant component

parts used in modern electronics.

We produce high precision instruments sold around the world to

calibration and electrical standards laboratories.

Headquartered {in Portland, Oregon, ES! has principal production
facilities in Oregon and California. The Company employs about 1,000

people and operates sales and service offices worldwide.

We have had a lot of exparience with regulatory agencies of the United
States government, the State of Oregon and foreign governments as
well, Our company includes wholly-owned subsidiaries in Japan, Hong
Kong, West Germany, France, 1Italy, The Netherlands and ;he United
Kingdom, where we have learned about the law and controls on business

practices. Management and independent audits of our performance
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assure strict compliance with the laws and regulations wherever we
operate, 1including those occasions where the laws are clearly
unreasonatle and ignored by others. That is, when others, including
competitors, short-cut compliance with the advice that it is "local
custom” to do so. We even pay our parking tickets in Paris. To us,
full compliance with the laws and regulations is part of our way of

doing business.

We started our business in 1953 and now have annual sales of about
$84,000,000, nearly one-ﬁalf of which are to customers in Europe or
the Pacific Rim countries. Our annual U,S. payroll is about
$20,0008,006 and we have salaries of another $5,000,0060 for our foreign

subsidiaries.

We are an Oregon company, we are a United States company, operating in
the competitive world economy. Our partner in this venture is the
United States government. Mostly that is a silent partner, allowing
us to take the risks and do the work, then sharing in the rewards.
But, sometimes that partner is a burden that jeopatdizeé our ability
to perform. We do not ask much of government, in our operations
nationally or internationally, mostly just to be left alone. And,
when government participation, requlation or surveillance is required,
we ask that it be done with concern for the national interest and with
recognition that we do operate in a world economy, a competitive world

economy.



279

Our customers throughout the world expect us to provide a state-of~
the-art product at a competitive price, when they need it and with
reliable training and service support they can count on. 1If our
product is not up to standard or delivery is delayed because of design
or manufacturing errors, we can expect them to find another supplier.
1f we are delayed in delivery of a product because we cannot obtain an
export license in time, our customer will look for a supplier whose

government can move more quickly.

Export requlation is one of our most serious problems in meeting the
challenge of 'fair' trade. On a recent visit to the Peoples Republic
of China two officers of our company were shown many pieces of
semiconductor equipment, primarily from Sweden - equipment we are not
allowed to export. The Chinese commented that it was U,S. suppliers
who were losing because they would be able to purchase the eéuipment
elsewhere or build it themselves. They would prefer to buy U.S. made

equipment but could do their work on equipment from other countries.

It appears that U.S. strategy of blocking the export c¢f "Western"
technology works not to our benefit but to that of Sweden and other
countries. Markets that are off-limits to us are markets that
encourage our competitors, enabling them to develop the technology and
build the enterprises that may destroy us even in our U.S. markets, as
well as in foreign markets where we are allowed to operate. Moreover,
an organization in China that builds its own equipment because we
cannot supply it for them is a potential competitor for us here at

home and in the rest of the world.
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If we are to regard participation in the international economy as more
than "throw away" business, our company and our government must be
competitive throughout the world. Our company and our gove:nﬁent must
understand down deep that a customer in the world economy is king of
that economy. There are others who will serve that customer if we are
unwilling or unable to do so. 0f course, serving that customer
includes making certain he likes the way he was tze;ted by us and by
our government., Buying a U.S. made product in the world economy may
have been a privilege at some time in the past but it is no longer.
If we were designing a joint-venture between our company and the U.S.
government to compete in the world economy - and to prevail in that
competition - 1 doubt we would adopt the adversarial system now in
place. Surely we would want firm control of technology to retain real
secrets from those who would mis-use it. Just as surely, we would
want those controls to be clearly understood and efficiently enforced
with a minimum impact of the free flow of legitimate trade. I suspect
we would want to minimize the police image of our export control
because we would want to maximize our wunderstanding and our
cooperation together, each assuming good faith performance by the
other. Somewhere in the operation of our joint-venture we would ask
not only, "How many products have we kept from the Eastern bloc," but
"How have we advanced our technology and our ability to compete in the
world economy -~ compete against our political friends as well as
.against our political enemies?" Enforcement of export controls needs
to be judged by the efficiency with which it achieves our goal -

better pérformance of U.S. companies in the world market, as well as
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our shared goal of preventing the flow of products and technology to

our enemies.

An export license denied or a distribution license

canceled is not the standard by which performance of the Export

Administration Agency should be valued.

Our requ

1.

ADM1D-47

est of government:

Regulate to control only the products and technology
that must be controlled and can be controlled to protect

our national interest.

Place maximum reliance on Cocom and other international
control agreements in the administration of regulations,
duplicating those arrangements only where absolutely

necessary.

Under all circumstances resolve disagreements between
the several interested agencies of government before
adopting control regulations and communicate that

information in clear terms to exporters.

Provide a regulatory staff and facilities at all levels
that can meet peak load responsibilities for the

efficient performance of the minimum regulatory roie.
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The CHAIRMAN. I have some questions for both of you.

Mr. Leedy, you have a most perceptive statement on page 5,
when you are talking about the competitive tax system and the
value-added tax. You say, “If Japan installs a value-added tax, the
United States would be left as the only major industrial nation.”
Indeed, you are right. I think most of Japan’s competitors are un-
aware that as yet they don’t have a border-neutral tax, and that it
will oan make their products infinitely more competitive if they go
to that kind of tax, in terms of international competition.

Do you think the United States should go to—it doesn’t have to
be a value-added tax—some form of border-neutral tax that is reba-
table at export and can be charged to imports?

Mr. LEepy. It seems to me to be the most straightforward way of
equalizing or normalizing the tax effect of international trade
transactions.

Yes, Senator, I would strongly support the idea that we try to
put our industry on the same footing from a tax perspective as in-
dustries in Europe and in Japan.

The CHAIRMAN. You may have the intelligence I do; I am led to
believe that Japan is going to go to it in 1987, significantly reduc-
ing their taxes on income and capital and shifting over to some

form of border-neutral consumption tax.
- Mr. Davis, what do you think about that idea? -

Mr. Davis. I concur. I think we have to see ourselves operating
in an international economy, at least in the field of high tech. We
are in an international economy, like it or not, and we have to
move in that direction.

The CHAIRMAN. I can ask both of you, but I will start with Mr.
Leedy: You know the complaint we are now getting from some of
the chip manufacturers in this country about they are now unable
to compete in this country—forget, for the moment, foreign mar-
kets—in this country with foreign competition. How on earth do
both of your companies, because you pay good wage rates, how do -
you manage to stay perpetually one jump ahead of foreign competi-
tion—confine it to this country if you want—and are faced with
wage rates that are clearly in many areas a fraction of what you
are paying?

Mr. Leepy. Well, the answer that we have sought at Tektronix is
to continue to invest, Senator. And as I indicated earlier, as my
statement reflects, those investments are very heavy; they are not
only a substantial portion of our net sales, they are many times the
amount of our annual net after-tax earnings, our investments in
research and development.

It is only through that kind of continual development of the
products that we can hope to stay ahead. B

I might add, parenthetically, that what I saw in yesterday’s
paper about the potential for elimination of the investment tax
credit would be a setback of substantial proportions.

’Igme CHAIRMAN. And somewhat of a limitation on the R&D
credit. . .

Mr. Leepy. And likewise, it would be a major setback. We strong-
ly support the idea that the R&D credit be continued, and indeed
t{nat it be expanded for this purpose.

The CHAIRMAN. Go ahead, Charley.
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Mr. Davis. Well, I concur, but 1 guess my response with respect
to competition is that it ain’t easy. It takes a tremendous amount
of our resources, in terms of at least 10 percent every year of our
sales dollar into research. But in addition to that, it takes a lot of
hard work on the part of a very dedicated staff of people, year after
year after year, to know that the competition, we may not be able
to see them out there but they are out there, and we hope to stay
ahead of them. The only way that is going to be done is by very
diligent effort.

The CHAIRMAN. And you are convinced that American ingenuity,
American know-how, American inventiveness, can forever stay
“ahead of the same qualities in foreigners, even with the wage dif-
ferential? No matter how bright they are, no matter how advanced
they are, we can stay ahead of them on productivity, stay ahead of
t{x‘em gn capital investment, invention, and maintain our market
shares?

Mr. Davis. Yes, but not if we relax and back off with the educa-
tional system; if we relax and decide that the American ingenuity
of the 1920’s is going to s,uﬁply us with a market forever, we are
going to be in trouble. We have to work a lot harder than we are
today every day in the future, we have to educate a lot better every
day and every day in the future, in order to stay ahead of that
competition.

The CHAIRMAN. Mr. Leedy.

Mr. Leepy. I think I concur with what Charley says, Senator. I
think that we have been able to achieve these results with this
kind of hard work. We are ahead today. Our research and develop-
ment, and our technological capabilities are, I believe, superior to
those of our foreign competitors.

1 think the factors upon which our ability to stay ahead depend
are the ones that have been outlined here.

The CHAIRMAN. There were two other things in your testimony,
Mr. Leedy, that struck me. One was on productivity: “Our produc-
tivity has increased from $44,000 per employee in 1981 to $70,000
this year.” Then, in reference to the statement Mr. Davi¢ made
about education, and I am quoting here from Mr. Leedy’s state-
ment, “Our employees in academic year 1984-85 were reimbursed
more than $9.8 million in tuition costs for educational programs.”

I assume that is mostly local education costs. These are not Har-
vard MBA'’s, by and large, these are people going to Portland Com-
munity College or Portland State, or something like that?

Mr. Leepy. That is exactly right; a substantial number of the
courses sponsored by local institutions of higher learning are even
conducted in our own facilities.

The CHAIRMAN. The reason I emphasize that is, we are having a
debate over the extension of that particular employee benefit; it
runs out at the end of this year. I have maintained over and over,
if we are going to be trimming, as we are, our expenses for educa-
tion, governmental expenses for education, and if we are going to
exfect employers to pick it up and stay competitive, this is prob-
ably one of the best bargains we get for the money. And certainly
if we eliminate that employee benefit, and that tuition becomes
“income” to the employees—if you pay for them to go to Portland
Community College or to Portland State—it doesn’t simplify the
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system; you have got to withhold, they have got to pay taxes on it,
and my hunch is it is going to be a deterrent for the kind of educa-
tiﬁm 5hat both your companies need to keep yourselves slightly
ahead.

Senator Baucus.

Senator Baucus. Thank you, Mr. Chairman.

Gentlemen, 1 appreciate your focusing on the second question,
the second of the three posed, that is, “Can you compete but with
fair competition?” But that somewhat assumes the answer to the
first question—that is, what is fair, and what is unfair?

So, my question to each of you is: Are there any trading practices
engaged in by any other countries which you think are unfair and
should be changed? And, if so, what are they?

Mr. Davis. Well, I think the ones that we would object to are
ones where I have no idea how you could effect legislation to
change them. We think folks who are copying the products that we
made 10 years ago shouldn’t do so, but they should buy a new one.

Where our products are looked at in Japan, and the thing we are
making 10 to 15 years ago is copied and sold in competition with
us, we would prefer that not happen. But we see that as part of the
marketing requirement for us to persuade our customers in Japan
that they ought to have this year’s mecdel and that we ought to
demonstrate that it is better than the one we stopped making.

Senator BAaucus. You are talking about reverse engineering and
intellectual property rights?

Mr. Davis. That's right. But reverse engineering is something
that I see no way of having the Congress prohibit.

Senator BAucus. Are there any other unfair practices that leap
out, that jump into your mind, that should be stopped?

Mr. Leepy. I might say that we have seen some instances of
patent infringement involved in products sold in this country, and
I think that the remedies for that are rather cumbersome. There
are opportunities in connection with commercial sales to exclude
infringing products, of course, under the trade laws at the border.
There are, however, much more limited opportunities where the
U.S. Government is the customer for those products.

I have no recommendations, really, to offer on that subject. We.
have not been, in my tenure at Tektronix, we have not been notice-
ably affected by blatant dumping by foreign competition. If we
were, I would judge the remedies, again, to be somewhat cumber-
some and somewhat expensive to undertake.

I don’t know if I am being responsive, Senator, to your question.

Senator Baucus. To/what degree are you a specialty company in
the semiconductor industry? I ask the question because many
people in the semiconductor industry say that one unfair practice
is the inability of American companies to market and sell in
Japan; that is, we have 50 percent of the market worldwide, and
we have 10 percent of the market in Japan. And even though
Japan eliminated its tariffs in 1975, I guess it was, which is on the
surface opening up its market, the fact of the matter is that our
market share there is still 10 percent, the argument being that we
need to sell in Japan because that is a big market, in order to get
economies of scale and bring costs down, and also to be able to gen-
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erate the cashflow necessary for R&D and to develop new technol-
ogies.

My question is: Are your firms—to some degree, I don’t want to
overstate the point—specialty firms that are carving out a niche in
the general semiconductor industry? Or are you in the same boat
as everybody else and you just disagree with the vast bulk of semi-
conductor firms, which claim that it is unfair of Japan to not grant
full access to American companies? The argument is that Japan
and various other purchasers have cross-purchase agreements in
Japan to buy from each other and therefore effectively deny Amer-
ican companies from sellinﬁ in Japan. -

Mr. Leepy. Well, I think our experience in Japan is somewhat
different from that of the general semiconductor companies. Tek-
tronix went into Japan 20 years ago in a joint venture with Sony
Corp., and it has been an enormous success. Japan is an important
market to us. Our products have been important in the industry in
Japan-We have a very significant position there.

That gives my company a somewhat different perspective on this
issue than those who have found their markets closed, and I don’t -
doubt that they have. I would say, though, that for both companies
like ours and companies like the broader generic semiconductor
manufacturers, the issue really is to find a way to open those mar-
kets in Japan and have access to them.

Senator Baucus. Now, why have you been able to, and why have
others been unable to, open those markets? What is the difference?
What explains the difference? -

Mr. Leepy. Well, I would like to take credit for my company for
the success that we have had in focusing on that market and offer-
ing products which were needed and accepted as industry stand-
ards in Ja{)an. I think certainly our development of unique prod-
ucts has played a major role in that. I think our approach to the
market through a joint venture, through a partnership with a Jap-
anese company, has played a significant role. And I guess I would
also say that the fact that our products are used as a part of the
infrastructure of the electronics industry to engage in research and
development, they are tools for engineers, made it fairly obvious to
our Japanese customers that they needed those or something like
them in order to build their own industry.

Senator Baucus. I see my time is up.

The CHAIRMAN. Senator Moynihan.

Senator MoyNiHAN. I would like to thank Mr. Davis and Mr.
Leedy for raising a question which, to my knowledge, has not yet
been discussed in this committee, and which has played almost no
part whatever in our deliberations on trade which is American-im-

- posed restraints on exports.

The degree to which we inhibit our own producers from export-
ing because of our own restraints seems to me to be the least exam-
ined of our trade issues. There is a whole network in Washington
of people who say, “No, you cannot sell that abroad.”

In inviting comment, let me just say I have two senses. One is
that export regulation is likely to be the most bureaucratized of
government functions. This may be unfair to some very fine civil
servants, but I cannot imagine a technologically innovative person
wanting to spend his time saying, “No, you can’t sell that abroad.”

57-470 0 - 86 - 10
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Secondly, it smacks of a kind of primitivism, of a feeling that
there are secrets about the world which you can keep from other
people. Technology is a culture, it’s not a secret.

When I was a boy it used to be said that the Japanese had stolen
the plans to one of our battleships. That is something that every
kid on my block knew. It wasn’t until I grew up and got to be
aboard a medium-sized U.S Navy vessel that I realized that the
plans to an American battleship would take up about 15 railroad
cars, at a minimum. Now, you don’t steal plans to a battleship.

But would you speak to that, gentlemen, both of you? Shouldn’t
we inquire more into this? What do you run into? Who tells you
“No,” Mr. Davis?

Mr. Davis. That is part of the question.

Senator MoYNIHAN. Ah, yes. That, too, is classified. [Laughter.]

Mr. Davis. Now, it is difficult to discuss this issue without ap-
pearing to malign persons who are doing their jobs as conscien-
tiously as they know how.

Senator MoYNIHAN. Doing what they are asked to do by the Gov-
ernment.

Mr. Davis. And are doing the things that are necessary for the
organization to function. But I think a key factor in the mispercep-
tion of the OEA, about its role, is its failure to see that facilitating
trade has to be a value down the line some place. If the OEA sees
its job as denying licenses, if their motivation is somehow compen-
sated by the number of licenses they deny this month or by the
number of general export licenses that they withdraw, then it
strikes me that that is the wrong motivation.

If they see, as well, the need for getting out of their system all of
the products that really are not products they should be control-
ling, enabling us to get into the marketplace with our products
without them on our backs, that would be helpful.

Now, as you go through the system day after day, unless you
have a person located in Washington, DC, full time, you will find
that you will have to send somebody to Washington to find that
export license and move it through the system. And very frequent-
ly, just finding that piece of paper is almost impossible.

I know what my airline reservation is to get back to Oregon this
afternoon. I can’t possibly find out where an export license is that -
we submitted 10 to 15 days ago in the export administration, unless
I go over there. The failure to computerize that organization, it
seems to me, is a major—a major—factor in the delay of licensing.

Senator MoYNIHAN. Mr. Davis, you are telling us that the organi-
zation responsible for keeping high technology secrsts out of the
hands of the Taiwanese is still using paper files? Well, they are
right on the cutting edge. [Laughter.]

Mr. Davis. Well, if they haven’t improved their system since a
telephone conversation this morning at 8 o’clock. A letter that we
sent them on October 23d, I think it was, followed up by a copy of
that letter that we submitted to them on November 7, we will take
copies of that letter and all the documents back over there this
afternoon, so that they will have them, again, in order to make a
decision that has already been made informally—that is, we have
been told that certain of our products are no longer subject to con-
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trol. We were told that I think it was October 23, several weeks ago
or quite a while ago, anyway.
Senator MOYNIHAN. Sir, my time is up, but may I say that I

think, Mr. Chairman, this is a subject we cannot just let go by. We

have to have these people in and talk to them.

I think Mr. Davis and Mr. Leedy have made a very important
contribution. And it never hurts to look at your own behavior
before you start blaming others. Obviously we have a clumsy situa-
tion here that, at a minimum, needs closer examination.

Is that not right, sir? Can I get some assent from the Chairman,
before my moment goes by? -

The CHAIRMAN. You are right. This committee has not dealt ex-
tensively into the Export Control Act, because it is the Banking
Committee’s jurisdiction. But every company that comes before us
that is involved in international trade raises this question. It is not
unique to these two companies, it is not unique to Oregon. I have
not run across a company in this country that does not have a
horror story almost identical to what Mr. Davis and Mr. Leedy
have referred to.

Senator MoyNIHAN. Maybe we could buy them some cheap Japa-
nese hand calculators. [Laughter.]

Mr. Davis. Right. ‘

Senator MoyNIHAN. Thank you Mr. Chairman.

The CHAIRMAN. Senator Wallop?

Senator WaLLopP. Mr. Chairman, in addition to finding a problem
in the bureaucracy of our government, which all of us knew to
exist, we have just demonstrated the problem of the Congress, too,
because it is not our reach. You know? We develop the problem,
but we don’t reach it, and it is one of the major frustrations I have
had on a number of issues that have come in front of this commit-
tee, not the least of which is tax treatment of donations to national
parks. We can’t get those two budgets into the same box to deal
with it; which is not the subject of this hearing, but I hope that
maybe as we view this perhaps we could engage the other commit-
tee in a joint hearing, or some such arrangement, to at least beging
to put the problem in some perspective.

I take it that neither of you quarrel with the concept, though,
that some U.S. technology does have a national security interest
which ought to be protected.

Mr. Davis. No quarrel at all.

Mr. LEEDY. Absolutely.

Senator WALLoP. I think that seems to be an acceptable concept.
The question is getting clean decisions in orderly periods.

Mr. Davis. Yes. And beyond that, we are in a technology that
moves very rapidly; so that, the ordinary legal mind, if you will
pardon that phrase——

Senator WaLLop. It doesn’t trouble me; it may trouble a few
here, but it doesn’t trouble me. [Laughter.]

Mr. Davis. Which says that we will publish proposed regulations
and then we will go to hearing, we will have 90 days for a hearing,
and then we will adopt those regulations within the next 6
months—well, that is about 9 months out of phase, because we
need it in this environment. In the competitive worldwide environ-
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ment, the technology moves much more rapidly than the usual
process of adopting rules and imposing those on the industry.

I think the controls have been to be accelerated very much with
the perception that we are in an international economy; we are not
in a plodding U.S.-protected economy at all.

Senator WaLLopP. You know, that is such a nice, refreshing thing
to hear, and I think a lot of us recognize it. If one were to be able
to surface this problem in an{ kind of an effective way from the
congressional standpoint, would there be any benefit in trying to
get the variety of industries whose products are the most likely
subject of question as to national security involved in redesigning a
process that could deliver the decisions?

In other words, would you all, do you think, as sort of respresen-
tatives of a variety of American industry, be willing to come to
some kind of a conference that designed a process whereby deci-
sions could be made more rapidly?

Mr. Davis. Well, certainly, if we could be of any assistance, I'm
sure.

Senator WaLLop. Well, I agree that it is hard to assist the bu-
reaucracy. Nobody ever had any trouble getting a bureaucracy to
do nothing; but it seems to me in the national interest that we get
the involvement of the people who have an understanding of the
fact that there is a national security problem, and that that is a
relevant thing for a country to look to. But the other relevant
thing is survival in the rest of the markets. .

It strikes me that we are going to have to look at the whole proc-
ess that we have set up for public involvement. You know, Con-
gress has already said that you have to have public hearings, and
that there has to be a period for comment after rules are proposed;
so, we are every bit as much of the problem as the bureaucracy
that we glibly criticize here. It seems to me we are going to have to
do some things in this area as well.

The CuairMAN. Well, you have heard about the new game, “Bu-
reaucracy’’ —the first person to make a move loses. [Laughter.]

Senator WaALiropr. Mr. Chairman, let me ask just one question of
Mr. Leedy, because I see my time is nearly up.

Your company has a number of Occidentals who speak Japanese,
do they not?

Mr. Leepy. Yes, although I suspect that the language capability
we have is more with people of Asian descent. There are not many
Occidentals who speak Japanese, even on the west coast.

Senator WaALLoP. It is a big problem in this country, as we seek
to compete with other countries who do take the time to give lan-
guage training and have their people involved immediately in cul-
tures. That is not a corporate failing, it is an educational; pasttime
in which we don’t indulge ourselves.

But it just strikes me that I want to compliment you, and I think
that your testimony is valuable to us, to know that 20 years ago

ou had the foresight to find out how to enter a market and
ecome a major part of it.

A lot of our problems as I see them are clearly the recognizable
real ones that have been recited; but a lot of them are, additional-
ly, just an American sort of sloth in the world of competition. We
have had it our way so long that we are not used to having people
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beat us at a game that we once excelled at. So, I just want to say
that I appreciate that testimony as well.

Mr. LEepy. Thank you very much.

The CHAIRMAN. Are there any other questions?

Senator MoyYNIHAN. Mr. Chairman, could I just make this point?
Mr. Davis mentioned the question of what are the interests of orga-
nizations. It is not hard to look at techniques of organization main-
tenance. The measure of an export-control organization’s product is
more likely to be the number of times they said no than the
number of times they said yes.

And you can look at these things like you can look at circuitry
and make a judgment, and if that is what we have got ourselves
into, we ought to try to get ourselves out of it.

Mr. Davis. I agree. Thank you.

The CHAIRMAN. Senator Bradley, any questions of these wit-
nesses?

Senator BRADLEY. No, Mr. Chairman. .

The CHAIRMAN. Gentlemen, thank you very much, good to have
you here.

Now let's move on, if we can, to Professor Jackson, and then we
will move on to the panel of Hufbauer, Lawrence, and Aho.

Professor, go right ahead. We'’re glad to have you with us.

STATEMENT OF JOHN JACKSON, HESSEL E. YNTEMA PROFESSOR
OF LAW, UNIVERSITY OF MICHIGAN, ANN ARBOR, MI

Professor JAcKsoN. Thank you, Senator.

I am one of those “ordinary legal minds”’ that was referred to a
few minutes ago. [Laughter.] ——

I just have a few brief summary comments to make that are em-
bellished a bit in the written statement.

So let me just focus on two things; but first, let me say some-
thing that you all know very intimately already, but I want to say
it to set the stage of where we are.

We have today a major problem of how to manage interdepend-
ence. Forces of economics flow very quickly from one economy to
another, and this is a considerable source of frustration for nation-
al leaders who try to effectuate policies that carry out programs for
their constituents.

But to a large extent this situation is a product of the success of
the system that was put in place just after World War II.. The
GATT is at least partly responsible and indeed praised for reducing
or enabling the reduction of a large number of barriers to trade
among nations. When you get into a situation as we are in today,
where at least as to the industrial democratic countries, and at
least as to industrial tariffs, those tariffs have very little impact at
all. This is part of what has created the interdependence. So, what
we have to do is, we have to go on to the next phase. We have to
begin to think about how we are going to handle this interdepend-
ence.

Addressing these questions, I basically have looked at two issues
for today’s hearing, and I will describe those but, of course, I am
open for questions on a broader range of issues, as you wish.
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The first point that I would like to make is illustrated by one of
two exhibits that I have in the testimony—it is exhibit No. 1 near
the end of that testimony. It is an analysis based on what econo-
mists call “variable costs.” It is easy to see why economies that are
as different as the United States market economy and a Soviet
Union nonmarket economy have difficulty trading together. It also
is easy to see why economies on the one hand that are industrial-
ized and on the other hand are developing have trouble trading to-
gether. What is often overlooked is that rather minor variations in
economies that are very similar otherwise can pose some difficul-
tiles, and I think in many cases those difficulties are not intention-
al.

So, when we use the terminology ‘“fair” or “unfair,” we may be
somewhat misrepresenting at least part of the problem,

And this case that ] pose in exhibit 1 illustrates that. This case
suggests two economies and one industrial sector. If you would like
gou may think of Japan and the United States and the steel sector;

ut I don’t claim the facts in this exhibit necessarily are identical
to the actual reality.

In Japan, several of the characteristics of that sector are that
workers tend to have tenure—that is, they are not easily laid off—
gng there is usually a high debt/equity ratio, sometimes 90 percent

ebt.

Now, what this basically means is that the fixed costs of that in-
dustrial sector in that foreign country are much higher, as a per-
centage of the total costs. You have to pay your interest anyway,
whether you are producing or not. If you view it important to keep
your workers employed, you have to pay their wages, anyway,
whether you are producing or not.

The contrast could be with an industry sector in the United
States, where we do not have worker tenure, at least .as prevalent,
and we may have a much different ratio of debt, much smaller
ratio of debt, which at least in some circumstances means that divi-
dends can be skipped, so that dividends could be called “the vari-
able cost.”

Now, if you have a situation of declining economic demand, the
economists will say a company is rational to produce and sell at
anything over its variable costs.

Because of these circumstances, which may not at all have been
engineered for this purpose, the variable costs in this case of the
foreign sector are much, much lower because the fixed costs are
much higher.

And so, I pose the question in the exhibit: Is that an unfair
action? Or is this something that I have sometimes called “a prob-
lem of managing the interface of the economies in today’s interde-
pendent world?”’ Do we need some kind of a mechanism for manag-
ing that interface? )

That’s a partly rhetorical question. Obviously, I think we do need
an interface mechanism; the question is whether the system we
have today, the GATT system, our national laws, dumping, coun-
tervailing, and so on, are an adequate response for that goal. They
do have some effect, but they may be a rather blunt tool.

So much for my first point.
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The second point deals with what I think is the most significant
eroblem of trade policy today, and that is subsidies. (See exhibit

0. 2) We are all very perplexed by subsidies. I continue to be pre-
plexed. I may not be able to give you as much guidance as you
might hope in your questioning, but I will try to give you some of
my thoughts on that, which are still evolving.

The Problem of subsidies often is divided into two kinds—the so-
called “export subsidies,” i.e. subsidies just for exports, and ‘“do-
mestic subsidies.” There are a variety of valid reasons why we
want both the international and the national s%stem to respond in
some wa{ to subsidies in world trade, either making interna-
tional obligations prohibit certain kinds of subsidies, or by a unilat-
eral national response called “countervailing duty.”

The problem is, for these purposes what do you call a “subsidy’’?
And as soon as you talk about domestic subsidies, you get very
deeply entwined into national government policies and “national
sovereignty.” No government does without subsidies as a tool of
government. There are a variety of reasons why subsidies are used:
to redress inequalities of income, to redress the harm and hurt of
poverty, to pursue certain goals—in some countries they might be
religious goals, they might be cultural goals, or economic goals;
but, presumably, at least in some countries, they are democratical-
ly decided upon, and that is an attiibute of national sovereignty to
make those decisions and pursue them.

So, the problem we have is balancing two conflicting goals. On
the one hand, a goal of giving national governments the opportun:-
ty to use an important tool of government for legitimate govern-
mental purposes; and, on the other hand, to try to prevent the sub-
sidies from distorting world economic forces, distorting them in a
wagv0 that will reduce the broader goal of a higher world welfare.

what do we do? Well, as soon as we begin to try to respond
with, for example, countervailing duties, we get an enormous defi-
nitional problem: What are subsidies? And if you push the defini-
tion of subsidies for this purpose very far, if you push it as far as
some economists would do, as a matter of fact, talking very broadly
about any benefit conferred by a government, you get into virtually
every activity of government. Fire and police protection can be a
subsidy because, among other things, it will reduce the insurance
cost of producing goods. Roads and schools will be subsidies.

So we get into line-drawing, and this has led me to suggest that
what we need to do is to think in terms of a subset of subsidies. For
want of a better terminolo\%r I use a sort of lawyer’s term; I call it
an ‘“‘actionable subsidy.” We recognize that a l};road definition of
subsidies can cover a myriad of activities. What we need to figure
out is which among those subsidies, which subset among those sub-
sidies, are actionable, in the sense that the international or nation-
al sgstem ought to respond to it? And it seems to me that is what
we have to try to focus on.

Now, just to wind this up, I suggest a few principles, in the
paper, of what might be a beginning of formulating a series of poli-
cies for defining actionable subsidies. Some of those principles we
already tried to effectuate.

One that has not been often mentioned but, I think, could be
very important is that we ought to focus more directly on the ques-
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tion of when subsidies actually have an impact across the border of
a country. -

Sometimes we seem to be talking about a countervailing re-
sponse to subsidies, even when they may not have an impact across
the border. For example, certain kinds of regional aids may have a
distorting effect within a country. You can argue, however, that
that is a sovereign decision of that country, to take somewhat less
welfare for some other objective. If it does not have an effect at the
border, however, or across the border, upon neighboring countries
or upon trading partners, then, arguably, we should not respond to
it.

I think, Mr. Chairman, I will just stop there.

[Professor Jackson’s written testimony follows:]
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TESTIMONY BEFORE THE FINANCE COMMITTEE OF THE UNITED
STATES SENATE

November 21, 1985

By John H. Jackson
Hessel E. Yntema Profeasor of Law
University of Michgan

SUMNMARY OF PRINCIPAL POINTS

1. Interdependence reduces sovereign independence and
frustrates national governments and leaders in their attempts to
carry out programs on bahalf of their conastituentas.

2. To a large extent the current conditions of
interdependence result from the success of the Bretton Woods
systea which includes the GATT.

3. “Unfair trade laws', are based on the policy of the
“level playing field' and market economic principles. Not all
nationa agree with these principlas.

4. Major differernces in economic systems, such as between
market and non-msrket economies, or developing and induatrial
coun* -~ies, can create problems in trading relationships. But
eve: :10latively minor differences between two aimilar countries,
such as two industrial market democracies, can by coincidence
create situations which appear unfair and cauase tensions and
disputes. We need to think of aome of these situations as
requiring an "interface” mechanism to assist such nations to
trade amicably together. -

5. Subsidies are the most significant problem of current
trade policy. They are deeply intertwined with national
sovereignty. International rules on doaestic or general
subsidies often involve balancing legitimate national gevernment
policy goals with the “level playing field'" policiss.
Consequently a set of rules to help accoeplish this balancing, is
important. These rules include an injury test, and various
principles of excluding from international consideration
subsidy-like practices which either do not have an effect across
borders, or are de minimus. The specificity test would be
included.
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TESTINONY BEFORE THE FINANCE COMMITTEE OF THE UNITED
STATES SENATE

Novenber 21, 1985

By John H. Jackson
Hessel E. Yntema Professor of Law

Univeraity of Michgan

"Interdependence’™ may be an overworked word, but {t
accurately describes our world today. The U.S. depends on
exports and imports for an increasing percentage of ita national
aconomy, and many other countries have a much higher dependencs
on trade. Under these conditions, economic influences flow with
great rapidity from one country to the next. Thus despite all
tha talk about sovereignty, independence, and equality of
nations, these concepts are fictions if used to deacribe today’s
real world. Vhat ia the sovereignty of the government of e
country whose trade is ao dependant on a neighbor thet it cannot
set its own {nterest rate, specify its own tax systeam, or design
its own progranm of incentives for businesa or talented
individuals? Aa a result there is much frustration among
governments and their leaders. MNost governasnts find (t

difficult to carry out their program goals on behalf of their



constituents, such as providing full employment,_or increasing

economic benefits.

To a great extent the international economic interdependence
of today can be attributed to th.“ucClll of the institutions put
in pl‘ﬁf Just after World Wer II, what I will lo-;ly call the
Bretton Woods System, which includes among others the INF and the
GATT. To be asure, decreases in the coste of transportation end
communication may have had the largest role, but without the
rules of the Bretton Woods system governments could easily have
acted to negate many of those advantages. The efforts of the
GATT over 38 years, for example, can be praised as the cause of
the dismantling of un-esconomic tariffs on trade in induastrial
goods, at lsast among the democratic market oriented industriel

countries.
This success has caused us to face a new set of problenms.

With the decline of tariffs almost to irrslevancy, other
auch more complex barriers or distortions to trade appear to be
relatively more il;ortant. Non-tariff barriers are myried, and
the ingenuity of man to invent new ones assures us that the
problen of trade barriers will never go away. This is why one of
the moat i{nportant problems facing us is inatitutional -- the

question of whether nestional and international governmental
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institutions (such as GATT) have the capacity to meet the
challenges of private and governmentsl]l behavior which could
impose great risks on the inter-linked trade and investment world

in which we find ourselves.
11

Y&L have asked me to address particularly the problem of
what is '"fair" or "unfeir" in today’s international trade
practices. As the focus has shifted from tariffs responding to
feir trade, or even froa eacape clause or so-called safeguard
practices also responding to fair trade, enterprises troubled by
foreign competition have increasingly turned to the unfair trade
laws for relief from that competition. In many, perhaps most,
cases it is appropriate that they do so. It must be recognized,
however, that in some cases attempts are being made to respond to
practices abroad which are unfair only in the eyes of the
domestic industries which would like freedom from the challenges
which conp.titién brings. There is an increasing number of
situations which involve very difficult balancing of

contradictory economic, cultursl, and political goals.

The essential policy behind unfeair trade practice rules is
the notion of the "level playing field.” This is the ides thet

enterprises should be able to compete in the open markets of the
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world on the basis of market economic principles which apply
equally to all participeting enterprises. Unfortunately we are
well aware that many societies do not have the effinity for
narket economics which we in the U.S. do. Thus, at the very basa
of the idea, we are troubled by deep and fundamental differencea

of opinion about the appropriste economic role of governmenta.

I cannot comment sbout all of the many rules regarding
“unfair trade.'" Instesd I would like to use an hypothetical
exanple to illustrate the conceptual probles of applying some of
then. Then I would like to comment on what seems to be the most
difficult current trade policy subject -- that of government
subsidies and the appropriate responses to such subsidies. I
have brought with me aeveral exhibits designed to help me make

certain points about these.
111

It is reasonably obvious that nations with very different
econonic aystens are likely to have some dlff{cultio. in treding
together., For the United States, with i{ts merket economy, to
trede extensively with & non-sarket country like the Soviet
Union, presents a number of problema. Enterprises in the U.,S,
ressonably worry whether they are fecing competition which ie

easentially underwritten by the government of the non-msrket



economy. The international rules such as those of GATT, were not

well designed to govern such aituations.

Likewise, an industrial nation will face problems in trading
with a developing country. Low wage rates, ass well as many
non-market features of the developing country’s government, can
iapose gonsiderable adjustment strains on the industrial
society. On the other hand the developing country worries about
the strains which high efficiency and high technology cen impose

on it through imported goods.

What is often surprising, however, is that even nations with
vary aimilar economic systems, such as two industrial country
market economies, can find that minor varietions in their’
economic syastems can create aituationa which have the appearance
of unfairness. These aituations may have arisen almost
completely by accident. That is, there may have been no
intention to engage in any prectice which is deemed "unfair"™, or
which appears to shift burdens such as unemployment or adjustnent

onto another society.

Let me illustrate this with Exhibit 1. In this exhibit, a
situation 1s posed which is bused on trade between moderately
different economic systems. The fact that in an induatry in one

society a higher portion oYX average costs are fixed costs, means
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that it has lower variable costs. In times of slack demand,
enterprises of that induatry will retionally seek to continue
producing if they can sell at any price which will be slightly
above their varisble costs. Under conditions of liberal or free
trade, auch low variable cost society will very likely export
extensively to & society with higher veriable (i.e. lower fixed)
costs, zhul causing adjuastment and unemployment in the latter.
This is so even though long tari aversge costs in both societies
are the same. Ias thia "“unfair", or is it a coincidental (but
resl) problea which the two societies should try to solve with a
buffering méchanism which aininizea administrative and advocacy

costs as well as moral terainology?

In some of my writings I have termed this problem the
“{nterface" prodblea. This word draws on the terminology of
computer technology. When it is desired that two computers of
different makes work together, it often takes some kind of
“interface” mechanism or program to mediate between them and to
translate the language of one machine to that of the other.
Likewise when two societies wtth aven minor economic differences
desire to work together, frictions or misunderstandings cean occur
unless there is an interface mechanjisa. To a certain extent, the
national trade lawa and the GATT-Bretton Woode Systea are

operating today as a rather crude interface mechanisa. The
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problem often is that policy leaders have not porcoiv;d this, but
instead believe that it is necessary to characterize sonme
practices as "unfair™ or "illegal”. 1In at least some of the
international trade problems which exist today, a more neutral
terminology and policy approach that would avoid moral overtonea
may operate with greater utility for world economic welfare and

harlonyt

It may be that to a certain extent the anti-dumping rules
and/or the subsidy rules are performing this interface function,
although with much administretive coast and overtones of moral
indignation that may not always be sppropriate. With respect to
the anti-dumping laws, incidentally, it must be recognized that
they are basaed on policiea very analogous to our domestic
price-discrimination laws, and that there have been important
criticismas of those policiea. MNany econoaists suggest that price
diascrinination by‘an snterprise is not only not unfeir, but can

have & pro-competitive effect which strengthens an economy.
v

I believe that tho most important trade policy problea today
is thet of subsidies for goods which move across borders. This
includes not only the pure export subsidy, but general or

donestic subsidies benefiting all goods of & particular type
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which are produced in a society, whather or not they are

exported.

Sometines it is suggested that imports of subsidized goods
ought not to be a subject of concern. Indeed the consumer or
buyer in the importing country clearly benefits from the
subsidy. Thus it is said that such country should send the

axport country a "thank-you note."

I do not join this viewpoint, First, it does not adequately
teke into account the broader world perspective by which
economists denonstrate that subsidies have a distorting effect on

narket economic principles which tends to reduce world welfare.

Second, subaidies could in some casea have a predatory
intent. They could be used to aasist sn industry to gain foreign
market share, with a view that after driving out foreign
conpetitors, prices could be raised to capture aso-called monopoly
“renta."” Even if this i{s not the cese, there atill ia the
legitinste worry that when the subsidv begins, it can cause
adjustment costs in the importing country. When it aends it can
again casuse such costs, and these costs can be substantial,
possibly sven rivaling the bhenefit to the importing society from

the subsidy itself.

Third, and more subtle, subsidies on imported goods can have
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an effect on the efficiency and initistive in a market econoamy,
by adding to the risks of i{nnovation, amall busineas start-ups,
and general entrpreneural activtty.A Th; businessman soretines
asays that he can competo against fair trade, on & level playing
field, but he cannot compete egsinst the deep pockets of a
foreign finence ministry with government taxation at its
dtlpooii. Evo? if these fesrs are exaggerated, nevertheless a
asubesidy offered by a foreign government may be designed to shift
political burdena to foreign countries, as the exporting aociety
struggles to maintain a majority in its parliement by propping up
sick induatries in key constituencies. One approach is for the
importing country to "counter subsidize'", but in doing so it may
be eimply altering its own econoaic systeam. Why ahould an
exporting nation be allowed to i-p;.o such changes on an

isporting nation?

All of these arguments have led statessen for a century to
raocognize that international rules are needed to limit the uses
of subsidies in internstional trade, and that importing nations
should be allowed a unilateral permitted response of a
countervailing duty to offsat the subsidy @ffect of imports. The
really tough question, however, ia how far Lo take this

principle.

1f the word "subaidy" for these purposes is used in a broad



303

-1@-

sense, such as sSORe economists use it to indicete any econoamic
benefit furnished by a government, the reault becomes absurd,
Even good fire and police protection is a subsidy in this sense,
since it reducea the insurance cost of producing goods. Roada
end schools likewise can be called aubsidies. Soon iamporting
societies could be countervailing right and left, with grave

iaplications for the policies of liberal trsde.

Consequently it is clear that it is very important to draw
some border lines around the concept of "subsidy' for trade
policy purposes. 1 prefer to think in terms of a sub-set of
activities within the universe of broadly defined subaidy, which
I would tera "actionable subsidiesa.'" These "actionable
;ublidio-" are the only subaidizing activities to which the
international and national trede rules should respond. The
critical question then becomes defining a set of rules which can

identify which subaidies should be conaidered "actionable".

This is no easy task, however. In the case of export
subsidies it may be relatively sasy. Usually such activity has
an apparant motive of shifting certain kinds of political or
adjustment burdens to other nations and arguably should be
prohibited or at least countervailed, possibly as a 'per se”

violation of the rules without benefit of an injury test.
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Domestic or general subsidies are another matter however.
Such subsidies are an important tool éf governaent policy. They
are used extensively by all governmenta, and often for laudatory
policy goals, such as redresaing unfair imbalances of inconme,
alleviating distress of poverty, or pursuing democratic
priorities of various types auch as cultural, religious, national
socurlg; goal..‘ They are nixed deeply into the fabric of
national sovereignty. In these cases, the obj)ectives of
international trade rules to minimize market distortions must be

balanced against the competing legitimate government goals.

One way this is done is to provide an "injury test" as a
prerequisite for unilateral countervailing duties of an importing
nation. As long as the subsidies on the imports do not in fact
cause a sufficient threshold injury to the competihg industry of
the importing country, no countervailing duty response should be
permitted. This is essentially the structure of the
international and national rules on the asubject. However the
importance of the injury test as a medisting or "interface"
mnechanism between two opposing and equally legitiaste policy

objectives is sometimes forgotten.

In my Exhibit No. 2, drawn from some materials I use in my
courses, I have aset forth a large number of specific subsidy like

practices. Some of these practices should cloearly be designated



305

—12_

as “actionable subsidies.” Others should clearly not be so
designated, because they are comaon activities of governments,
and beceause they have s0 little distorting effect. Other
practices on the list illustrate how deeply entwined into the
fabric of aociety are certain activities which could be called
subsidies. In an inappropriately broad aense of aubsidy, even
bankruﬁicy, or social security could be swept into the category

of "“subaidy".

The United States has bogouo far and away the largest user
of countervailing duty procedures. All other nations combined
have probably not used countervailing duties explicitly to offset
aubasidiesa on imports more than about two dozen timea. Yet aince
the 1974 Trade Act, the United States has had about 250 petitions
for countervailing duties, and found affirsatively aoc as to apply
such duties in approximately 30 ceasea. As I mentioned above,
there are good policy reasons fo; this approach. But the U.3. is
blazing a trail. Its administrators have had to face tough
questions well in advance of international agreement on many
subsidy issues. Because of its economic importance, the U.S.
actions have an asymetrically waighty impact on the trade of our

partners.

Countervailing duties applind by many small nations would

have essentially no impact. Such duties by the U.S8. can have
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serious impacts on foreign national policies, economic welfare,
dabt service capability, and politicel atabtlity. This imposes
on the U.3. important responsibilities, which some of our trading
partners are not certain we are prepared to fulfill, We need to
proceed fairly, and in a principled manner. We nasd to avoid the
processes thesselves becoming burdensome out of proportion to
their ;;nofit.. We need to be prepared to discuss and enter into
international agreenent on many of the subsidy issues, and to
aubnit aa well as demand others subait to objective dispute
settlenent procedures concerning these issuea. Ve no;d to be
able to isplesment into our own legal syaterm the results of these

agreanenta and dispute settlement determinstions (a question on

which there is aome doubt.,)

In conclusion, let me suggest a few principles which might
form part of a larger set of rules designed to help define the
border lineas of ‘'‘actionable aubaidy'" in & way which eppropriately
balances the various conflicting policy goals of giving maximum
possible freedom to nationsl aovereigns to pursue goals of their
constituents, while preventing international trado activity that
tends to ahift the burden of those nationsl programs onto other

countries. I would auggest:

1) Recognition aust be given to the reciprocity and fairness

of symmetry of subsidy rules: whatever rules the U. 3. follows,



307

-14~

it must recognize the right of other countries to alaso follow and
that therefore such rules may affect U.S. exporta as wvell as itas

importa.

2) Response to subsaidies should only occur when it can be
shown by economic analysis that a particular subaidy practice can
have an~effect acrosa a border. If a particuler nation wishes to
distort its own economy, or reduce its own welfare by aubaidizing
some group, that should be considered s national decision not of
concern to the international trade aystem unless asome reasocnadbly
significant effect on other countries can bs shown. In sonme
casea, for example, regional aides would fall in thias cataegory
when they cnly shift the location of an industry but do not
- affect amounts or prices of goods exportad. Likewise sonme
natural resource policies may bas shown to cauas no changea in
export amounts or prices, but i{nstead meraly to rediatribute

economic “rents” within the exporting country.

3) Some practices, such as most export subsidies, should
probably be defined by international agreement to be 'per se"
violations of fairness rules, ao that a rapid response could be

impleaented even without an injury test.

4) A de minimus termination at an early stage of cases is

important to mininize procedural and administrative costs and to
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minimize unnecesaary intrusion into the internal affairs of other
countries. The current U.S. de minimus level of 0.3 percent is
probably too low. A highcr\do minimus could be the prima facie
case, with opportunity for petitioners in certain apecific
circunstances of lovw margin goods to show that a lower de ainiaus

{s neceasary.
-

%) The injury test is an important mediating "interface"
mechanism, and should not be weakened by devices such as

cuaulation, or departure from 8 “margins' caussl snalysis.

6) The "specificity" or general availability test can be a
very useful principle to avoid using aubsidy resaponse rules for
nany governsent practices which are often common among all
governaents, and which probably have little distorting effect.
Roada, achools, fire and police protection, all come to mind.
This teat needs to be refined and rethought to avoid {(ts

inappropriate use, however.

7) More effort is needed to reduce the costs of the
procedure and administration, so that thess do not thesselves
bscome trade barriers. Some principles mentioned sbove would

help.
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Exhibit No, 1
Prof. John H, Jackaon
University of Nichigan
November 198S

VARIABLE COSTS AND THE INTERFACE PRINCIPLE

Assuse the following fects: In the seme industrial sector (e.g. steel) in two
societies (e.g. Japan and the United Staetes) the following different
characteristica are prasent: (No assertion is made that these facts are real.
This {s an hypothetical cese to illustrate a principle.)

Society A: Worker tenure (no layoffs, ete.)
High debt-equity ratio in capitalization (e.,g. 90X debt)

Society B! No vorker tenure (worker costs thus are "varisble coats™)
Dedbt-equity ratio not exceeding SOx (dividends can be skipped)

-
Exeanine the implications for varisble cost analyais in times of slack demand:

Economists note that in tinmes of alack demand, a firm is rational to
continue producing as long as it cen asell at or above its short ters variable
costs (bacause it aust continue paying its fixed coats anyway). Of course
this can only continue for limited periods, persumsbly over the complete
buaineas cycle the firm aust not incurr losses,

Analysis of short terms variable costs in Societies A and B:

Assuse:! (million 8 unless per unit)

Variadble costs per unit
if ave output 1 ail.units
(1.0, price needed to produc

30 per unit 130 per unit

Society A Society B
L} |
Coats of a firm:(Average prod) | |
Plant upkeep etc. | 20 fixed | 20 fixed
Dabt Service: | 90 fixed | S0 fixed
Dividends (coat of cepital) 1 10 ver | 50 var
Vorker costs (ave workforce) | 40 fixed | 40 var
Cost of nsterials (ave) ] 40 ver | 40 var
' ) <escccccenceccrccucan | seeae cesccncsncas
TOTAL COSTS: t 200 | 200
. ) i
Fixed: | 150 [ 70
| t
Variable: { 30 | 130
i [}
| |
| |
o

)

RESULT if lmports from A to B: Plent in B closes. (Ia A "unfair"?)
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Exhibit No, 2
Prof. John K. Jackson
University of Nichigan
Noveadber 1985

SUBSIDIES IN INTERNATIONAL TRADE

For esch of the following situations, consider:

7.
8.
9.

10

11.
12,
13,
14.
15,

16

1) whether the government practice should be viewed &8s & "asudbsidy”
2) whether such practice is “unfeir" vhen it benefits exports, so
that an laporting nation should impoas an offsetting duty
or other isport restraint?

Governsent makes outright grent to & firs to assist its production of
vidgeta

Government mekes outright grant to e fira for each widget it produces and
exports

Governaent makes outright grent to & fira vhich produces 12 or 18
dt{gpront product lines, one of which is designed for export

Governaent loans aoney to a fira which produces vidgets for domestic and
export sals, on the folloving teras:

~«= Governaent cost of dorrowving is 8%

--=- Norasl market cost of borrowing for comparable fira is 12%

-== Governaent loan in this case is at 10x

Governaent purchases shares (makes equity contribution) of firm producing

wvidgets for doaestic and export sale - purchase at serket price,

established by existing market in the sharea

Sane, as 3. except no market exists in those aharea, 80 an appraised value
18 used

«-- Dbased on book velue, and

=== with no expectation of dividend for 10 or 20 years, and

=== knowing firm has business difficulties, and difficulty getting cepitel

Vidget firm goea bankrupt, writes off most debt, contlinues in business end

producea vidgets for domeatic and export sale

Government makes grants to vwidget fira for use in encouraging the
retirenent or relocation of unneeded workears

Government makes grants to WORKERS vho lose their jobs from widget firz
because of business contraction and improveaent of sachinery, thus
saving potential legal or aoral odbligations of the firs

Governsent makes grants to workers to retrain for new work in a different

production; such workers (retrained) then are eaployed by gadget fira

vhich produces for doasatic end export sale

Government adds funds to noreal uneaployaent compensation programs, aaking

it politically easier for a widget fira to lay off or retire workers

Governaent builde a road (or port or rail facility) for exclusive use by

widget firm, to encoursge it to stay in business at its location.

Governsent builds such road/port/rail/airport for uss by general public,

knowing that heavieat use will be by the wvidget fira

Governaent upgrades existing road/port/rail/airport facility for greaster

use by general public, knowing the vidget fira will benefit the most

Local governaent gives real sstate and corporate income tax relief to o

fira for 10 year period to induce it to locate in the locale; firm produces

widgets for donestic and export sale.

Government hesvily supports local college/university progreas in



17.

18.
19,

3

21,
22,

.

23

24.
2.

26,

27

28,

29.

30

3l

32

.

33

34.
33
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engineering related to widgets; local widget firm produces for domestic
and export sale.
Governaent provicdes funds for special treining of workers to be hired by
the widget fira
Sane, except training is done by local technical high school
Governaent makes special law setting a limit on product liability recovery
of consusera or buyers of widgets, where!
-widget firm producea only for export
-widget firm produces for domestic and export sale
Governaent, to proxote science and technology, revises its patent and
copyright lava (cosputer prograsas?) to better favor high tech industries
Governaent does the asame as 20, but limits it juat for cosputer chips
Governaent relieves firms engeged in sudbstantial export froas asome
obligationa to install pollution cleaning devices
Uovarnaent relieves induatry sectors deeaed "export oriented" froa
environaental control problewns
Governaent is generslly lax as to environmental probleas (Brazil?)
Governnent has no miniaum wvage law, (or worksan’a compensation law, or
OHSA work place safety law, etc. etc.)
Govornnont askes grant (or gives other advantages) to firm conditioned on
ita location in depressed area:
=~ grant can be shown to just offset added costs of the location
Govdrnsent gives grant or sdvantage to firm conditioned on other social
policy sction, such as hiring handicepped or ajnority workers
Governnent subsidizes production of a baaic resource or input comaodity
(such as coal), which is then sold to & fira (such as steel) which producos
for doaestic and export sale.
== in one case, "downstreamn™ firam purchases input for lesa than it would
othervise
=== {n another case, it can be shown that the buyer firm pays the same for
the input product aa it otherwviase would, (but the “upatrean" producer
would go out of business without the government aid.
Government owns a natural resource (coal, oil, timber, copper) and sells
this resource to doaeatic firms at a price lover then the vorld sarket
price. Theae firas produce for doaestic and export salea. The governaent
either rafuses to sall the ssne rasources to foreign firas, or sella to
then only at a higher price.
Governaent owns & natural resource, snd foras a governaent owned company
to exploit the reaource and use it for making widgets which are then acld
for donestic or export purposes.
Governsent owns a natural resource, end sells it to highest bidder amoung
doseatic firms (only), which in turn use the resource to produce goods for
domestic eand export ssle. The price these firms can obtain on their
narkets is essentially the world market price for the finishad goods, and
this essentially deternines the amount the firas cen bid for the natursl
resource.
Governsent shapes it defense procurement contracts to enable & firs to
invest in the needed R & D to develope & product, which then has spinoff
producta suitable for domestic and export sale (computera?l)
Governaent gives special income tax deductions and credits for firss
producing for export
The tax benefits are for all widget firms, but only widget firms, and this
nector produces for both domeatic and export sale
The tax benefita are available to all firams, but are shaped as
depreciation deductions on cepital equipaent, so effectively only capital
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intensive industries benefit

The governament owna sost or all of the industry; prices sre set by

buresucrats (doaestic or export prices). Prices on widgets are set low

for both domestic and export asle.

The government owns 8 few selected industries, but included {s the widget

induatry which produces for export and domestic sale

-the governaent widget industry has never paid a dividend to the
governsent since "nationslization“. (The government compensated
original owners.)

-the government hes continued to add cepital to ite wholly-owned widget
induatry

The government provides many housing, mediceal, and other social benefits

for workera in industry, and bacauae of this firas find they can

pay less for labor input into the widgets they produce for doaeatic and

export aale.

In a perticular socliety, retirement tends to be at an esrly age (asuch as

$S) but benafits are not too handsome, 80 there is a large esger ledbor

pool of persons which desire part-time work (up to & certain specified

limit), Certain industries, (e.g. ¢ssenbing certain computer coaponents,

or enta¥ring textual dats at a keyboard) have discovered ways to take

advantage of this type of part time lador, which is paid much leas than

for other workers. These industries export as vell es produce for the

dosestic narket.

The government provides a more favorable rate of exchange for foreign

currency vhich is earned fros exports, than froam other transactions.

Sane, but black market rate is even more favorable for foreign currency no

aatter how earned.

In each case sbove, & coapeting nation finda some of ita markets in third

countries taken froa its firas by the exports mentioned above. What

should be its reaction?

Governaent has en enti-sonopoly lawv, but {s lax i{n applying it to u

particular industry sector, which sector has many exports. -

Governaent has an anti-monopoly law, but is lax in applying it generally.

Governsent has no anti-aonopoly law.

Governaent has an axport tax generaelly, but exeapts froa that tax the

export of widgets.

Governaent has en export tex on unfinished logs but none on finiahed

lumber. (Similarly for soybeans & soyameal, or coffee beans & processed

inatant coffee)

vidget imports can be shown to have benefitted by foreign subsidies to the

extent of just under 0.5%; or 0.1%, or 0.5%. The legal procedures of a

countervailing duty case can be shown to cost the foreign exporter about

10% of its gross returns from widget exports to the countervailing

country.

The World Bank has financed, at concessional interest rates, the

developaent of a widget plant in a developing country which now exports

widgets.

A government heas good fire and police protection in its soclety, end thus

inaurance costs for the widget plant are exceptionslly low.

In a floating exchange rate world, a governsent grants an incoae tax

advantage at the sase level to ALL exports

A governsent has an exceptionally fine school and university systes, and

its industry benefits from a well-educated work-force.

Societal noras fevor "worker tenure” end other paternslistic worker

benefits, which for some industries including the widget industry seea
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to greatly increase vorker output and efficiency, reducing resistance to
change and strikes.

54, A governaent has s domestic sales tex of 4X, charged on sale of goods to
conaunera. Goods can be exported without paying thias tax, (usually in
vholeasle quantities). It is noticed that the importing country can
charge a sales tax there.

$S. A government has @& domestic VAT (value added tax), which taxes goods at
esch level of finishing (at about 20%). When goods are exported, whatever
VAT haas been paid is refunded to the exporter. Gooda which are imported
are levied a VAT (in addition to tariffs) at the sese rate.

S6. A government rebates to producer-exporters 25x% of the incoae tax which
hes baen paid by the exporting £firm insofar as the income tax can be
sttributed to that portion of the busineas devoted to production of the
goods which are exported.

The CHAIRMAN. Professor, some have argued that low wages are
a form of illegal subsidy. Yesterday, two witnesses argued that the
low wages result from repressive governments who do everything
they can to keep free unions from organizing and thus keep the
wages down by government action, and that this in and of itself is
a form of illegal subsidy. What are your thoughts?

Professor JACKSON. I don’t think I would term that “an action-
able subsidy” in today’s world. It seems to me there are a series of
cultural actions, cultural situations, even economic structures in
various countries, low wages perhaps being one, for which interna-
tional response gets very, very intrusive.

2 Maybe sometime in the future we can get around to those things,

but, 1 think, right now we've got our hands full with some more
obvious kinds of things, even blatant export subsidies or domestic
subsidies that you can show really were intended to impose bur-
dens on other countries.

The CHAIRMAN. What most of the industries are complaining
about though, when you strip it all away, that are coming before us
is the wage differential. And they are at least telling us—now,
maybe they are crying wolf, maybe they really think the wolf if
there—but they are telling us they cannot compete against the ex-
traordinary wage differential. And that is the principal complaint.
Sometimes the industries call that an unfair trade practice: some-
times they say, “No, we know it hasn’t been called that, but we
can’t compete against it.”

What is the answer?

Professor JACksoN. Well, I am not the one to ask what the
answer is totally; but I will give you some reactions to the type of
questions that I ask in that context.

First of all, some of what we are talking about is the difference
in comparative advantage. I mean, if some country does have really
low wages, maybe we should be taking advantage of those low
wages for our consumers and intermediate buyers that want to buy
parts and supplies.

But second, if that is the case, then you can go to a totally differ-
ent set of policies, under the rubric “safeguards” or ‘“escape
clause”’—that is, fair trade. -

If in the process of taking advantage of the foreign comparative
advantages there is going to be an adjustment cost within our own
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country, because we would want adjustment to move to those areas
of endeavor where we are more competitive, the Government has a
responsibility, I think, to alleviate the hurt, the real pain, that is
involved in that adjustment. Some of that can be done with adjust-
ment assistance or retraining ideas—I notice there is a bill on re-
training that looked very intriguing to me—some of it can be done
by slowing down the processes, the international processes, that are
going on through the use of an escape clause-type remedy where
you actually depart from the doctrines of comparative advantage
for a temporary period of time to slow it down.

Now, I recognize that is a very traditional answer. I am sure I
am not surprising any of you with that answer. But it seems to me
that is the direction of how one would look at this problem.

The CHAIRMAN. Unfortunately, I don’t think anybody on this
committee disagrees with you. Whether or not trade adjustment as-
sistance has worked well is another question. Should we try it?
Yes. Should we try to make it work? Yes. Should you try to retrain
workers? Yes. But the key issue becomes: Are we going to try to
save industries that cannot compete against the wage differential? -
Or are we simply going to try to phase them out gently?

Professor JACKsON. Well, remember you are talking to a lawyer
and not to an economist, and here is what my economist friends
tell me, and I am inclined to believe them:

First of all, there is often stated the risk and danger that an in-
dustry will be wiped out. I am under the impression that that is
unlikely. What is likely to happen is that it will contract. It will
contract down to where it is beginning to reach those firms that
are, in fact, efficient enough to compete internationally. So, there
will be a contraction involved. ,

If we were able empirically to demonstrate that it is likely that
an industry would be wiped out, and there were a national security
reason why we needed that industry, then that is a whole other
question. I think, we just have to recognize those processes of ad-
justment. In fact, I think we have gained very greatly from them
in this country.

The CHAIRMAN. Senator Baucus.

Senator Baucus. Thank you.

Professor Jackson, what is the role of GATT here? Is there a
role? Many people point out that each year a lower percentage of
world trade is covered by the GATT. Others point out that protec-
tionist barriers are rising worldwide, not falling. World trade last
year, I think, was around 2 percent; the previous year it was much
higher. Yet, these are very difficult problems. It is very difficult to
get countries to agree as to what is or is not an unfair trading
practice.

Every country wants to export; they don’t want to import. At
least, industries in those countries want to export. They don’t want
to contend with or compete with imports—underdeveloped coun-
tries, developing countries, industrialized, all countries.

Is there a realistic, meaningful role for a new GATT round here
to try to reach some international agreement? Or do we just go it
alone and try to reach some agreement on a bilateral basis, just do
the best we can, just compete out in the big, rugged world and just
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to the best we can? Is there a role for a new GATT round here, in a
realistic way?

Professor JACKsON. Yes, I think realistically there is a role,
almost an essential role, for a new GATT round, or a new round.
Arguably, you could raise the question of whether it should be in
GATT or someplace else.

The GATT, as I intimated earlier, got off to a very troubled start;
it was never the institution it was intended to be, but, in fact, it
has been rather successful if you step back from the whole picture
of 38 years and look at the sweep of what has happened.

But the very success of that—and it is not entirely successful;
there is a lot of backing and filling—the very success of that is cre-
ating a whole series of new problems. To me, the question is: Can
the GATT cope under its current institutional structure with those
new problems? And there, I must confess, I have a lot of doubts.

The GATT is billed as a flexible instrument but it is not; it is a
very rigid instrument. Its flexibility comes from viclations and de-
partures from the GATT, really.

I think what you are referring to in terms of the trends of trade
are perhaps more than anything else the question of whether trade
is moving under an MFN regime, that is, a nondiscriminatory
regime. And there are a number of indications, although I do not
have my hands on good empirical evidence of this, but there is a
judgmental conclusion that many people make that we have been
more and more departing from the MFN nondiscriminatory regime
of trade—a variety of preferential arrangements, the United States
perhaps now moving toward a bilateral approach instead of MFN,
and so on.

Some of that is frustration with some of the downside arguments
of MFN—that is, MFN plays into the hands of the foot-dragger; it
is vulnerable to the person who is willing to hold out or the coun-
try that is willing to hold out.

So, indeed, I think an argument can be made that certain kinds
of departures from MFN-—for instance, what we might call code
conditionality; that is, giving the advantages of a code only to those
countries that are willing to accept the obligations of them—has an
important policy role to play in today’s world.

Then you get into the tactical question. From the United States
point of view, what should we do if we face an institution that is
obdurate and is not prepared to think broader in long-term ar-
rangements? Maybe we have to tactically depart from GATT and
from MFN sufficiently to bring a sense of reality to the broader in-
stitution. )

In an ideal world, we would reform the GATT. I don’t see that in
the near future, or at least in a major way in the near future.

Senator Baucus. In exhibit 2 in your testimony you list the vari-
ous, as | understand it, kinds of subsidies. Which subsidies do you
think should be countervailed and which not?

Professor JACKSON. I sat down one weekend and typed the list. I
think there were 56 on that list, and I’'m sure you could go another
couple of hundred; there are just so many different practices. What
I do is, I throw that to my students, and I ask them this question
that you asked me. [Laughter.]
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There aren’t too many of those on the list that I can give you an
answer for. There are some that are obvious, an obvious grant of a
government, a straight grant of a concessional loan or a conces-
sional equity. It seems to me that when that has an effect across
the border, then we should countervail. But remember the injury
test. The injury test is more important than many people give it
credit for. It is sort of a mediator between these conflicting policies
of national sovereign goals and the international framework that
we are trying to achieve.

Senator Baucus. So, you would look more at the injury test,
then, as a major determiner? -

Professor JAcksoN. I could go on, but the bell rang, and I don’t
know what that is supposed to mean for me.

Senator Baucus. Well, it deEends. [Laughter.] - -

The CHAIRMAN. It means that Senator Baucus is done, but you
are not done.

Professor JacksoN. OK, fair enough.

When you go through, into the items on that list, there are some
that are very intimately part of the culture and society. For exam-
ple, you could argue that bankruptcy laws, in a sense, are a subsi-
dy. And I think we should avoid countervailing in those kinds of
things. That is why I would use this term “actionable subsidy” and
try to define what kinds of subsidies we deem to be actionable.
There are a variety of tests.

One test is the so-called specificity test or the dg