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OVERSIGHT OF THE TRADE ACT OF 1988

WEDNESDAY, MAY 3, 1989

~ U.S. SENATE, -
COMMITTEE ON FINANCE,
Washington, DC.

The committee met, pursuant to notice, at 10:07 a.m. in room
SD-215, Dirksen Senate Office Building, Hon. Lloyd Bentsen (chair-
man of the committee) presiding.

Also present: Senators Moynihan, Baucus, Bradley, Riegle,
Rockefeller, Daschle, Packwood, Roth, Danforth, Chafee, Heinz,
Durenberger, and Symms.

[The press release announcing the hearing follows:]

{Press Release No. H-19, April 18, 1989]

SENATOR BENTSEN ANNOUNCES THIRD IN SERIES OF OVERSIGHT HEARINGS ON THE
TrRADE AcT OF 1988

WAsHINGTON, DC—Senator Lloyd Bentsen (D., Texas), Chairman, announced the
f\hird fjx;gaé 8s,eries of hearings on oversight of the Omnibus Trade and Competitiveness

ct o . -

The hearing is scheduled for 10 a.m. on Wednesday, May 8, 1989 in room SD-215
of the Dirksen Senate Office Building.

“The 1988 Omnibus Trade and Competitiveness Act requires the U.S. Trade Rep-
resentative to issue the National Trade Estimate report on foreign trade barriers by
the end of April,” Bentsen said. -

“The Congress intended this report to be a key event in. the Administration’s im-
giementation of the Act, because a number of significant trade policy decisions will

based on the information and analysis of foreign countries’ practices made in the
report,” Bentsen said.

‘The timing of this hearing will give the Committee an excellent opportunity to
examine and discuss the report and the upcoming policy decisions, including{the pri-
oBreity counta’y designations under Super 301 that US must make by May 30,”

ntsen said.

OPENING STATEMENT OF HON. LLOYD BENTSEN, A U.S. SENATOR
FROM TEXAS, CHAIRMAN, SENATE FINANCE COMMITTEE

The CHAIRMAN. This hearing will come to order.

We are meeting at a very critical time. What is the best way to
deal with this country’'s worsening position on trade? A few years
ago, nobody knew. Business took one position, labor took another.
You had the administration on one tack, and the Congress on an-
other. And trade and commercial considerations usually took a
back seat to some foreign policy objective of the moment. Argu-
ments over protectionism and free trade got in the way of finding
fair and practical means of dealing with our trade difficulties.

For some time now there has been a growing consensus on trade
policy, both within the Government and in the business and labor
communities. The consensus that we are beginning to move toward
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is that this country needs an export-oriented trade policy, one that
expands world trade. That is a priority not just for the United
States but for the entire international con.munity. The importance
of implementing that policy points up how critical the decisions are
that must be made in the coming weeks.

Nations are a little like members of a basketball team: Some-
times they can't decide whether to shoot or pass off. They know
they have to play like a team, but would it really hurt if they tried
just this one shot?

But free nations have to cooperate with each other, whether it is
the free exchange of ideas or goods and services, we need fair and
just rules of conduct. Do we want to achieve our common goal, ex-
panding world trade? Then we have to play like a team. That is
why it is so disturbing to see some of our trading partners uncom-
mitted to improving overall trade. They continue to follow prac-
tices designed to enrich their economies at the expense of others.

Despite the decline in the value of the dollar, the U.S. trade defi-
cit has failed to improve significantly. One country, Japan, has ac-
counted for most of this continued imbalance. The Japanese share
of the trade deficit in our country increased from 35 percent to 40
percent last year, and to 45 percent in February of this year.

Now, I don’t discount the problems in our own economy that con-
tribute to the trade deficit, but it is also clear that a large measure
of our inability to trade with Japan and other such countries is the
continued presence of enormous and pervasive barriers to foreign
products.

A small measure of those kinds of barriers is indicated by the 42
submissions on Super 301 made to the USTR by a wide variety of
U.S. corporations and labor organizations. Some of these organiza-
tions and businesses came forward notwithstanding the possibility
of retaliation in the countries in which they are doing business.

Among the questions that we will be facing today is whether we
need to move immediately against all Super 301 violators, or
whether Ambassador Hills needs some additional flexibility as she
negotiates with them.

Meanwhile, I think one thing is really clear: We need a greater
awareness and sensitivity in foreign capitals to the legitimate trade
concerns of the United States. Lacking that kind of resolve abroad,
we will have to act in our own behalf.

Do we want to play like a team? Sure, we do. But if nobody else
does, we will likely wind up on the bench.

Ambassador Hills, we have selected this day for a hearing on the
implementation of the Trade Act, because of the imminence of
some of the very crucial decisions that have to be made later this
month. And with the many demands on your time, we are particu-
larly appreciative of having you here today.

I would like to defer now to the ranking minority member, the
distinguished Senator from the State of Oregon.

OPENING STATEMENT OF HON. BOB PACKWOOD, A U.S. SENATOR
FROM OREGON

Senator PAckwoop. Madame Ambassador, I have a solution for
you. You list all of the countries and all of the practices that are



3

listed in the National Trade Estimate—all of them, so that it is
kind of an insult to be left off the list, rather than having been put
on it. You clearly don’t have the personnel to pursue 301s on all of
those, so you have to come to a committee and ask us for substan-
tial increases in your budget in order to pursue this.

We will then say no, that we don’t want to pursue them all; but
you should pursue the ones that you think are most important. But
then you simply have to pursue them administratively, having
listed everybody as malefactors. And that way, I think you are
completely out of the problem of who’s on and who’s off, and
what’s on and what’s off.*

Now, obviously that is half in jest. From the standpoint of poli-
tics and fairness, you have got to list some countries, and we have
all talked to you about which ones we think those are. You have
got to decide, if you list two or three, will that satisfy Congress? If
you list 50, it is too many, probably.

I just hope, in weighing your decision, that you pick the most
egregious practices. Clearly, telecommunications and intellectual
property are specified separately, and you have got to give those a
different consideration; but if you bend to every one of us that calls
you, on every practice that might have some unique character,
then you would have to list more than the major egregious prac-
tices. If you can list the major ones, and win significantly on those,
I have a feeling that a great many other moderate and minor ones
will start to fall into place more rapidly than we think they might.

The CHAIRMAN. I am going to ask my colleagues to defer their
opening statements because of the limitations of time this morning,
and wanting to hear Ambassador Hills. Then, in turn, you will
each have your opportunity to ask questions of her.

Ambassador Hills, if you will, proceed.

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

Ambassador Hiris. Thank you, Mr. Chairman.

Mr. Chairman and members of the committee, I have filed a
written statement that deals with the National Trade Estimates
Report and those provisions to which you have referred, known as
“Super” and ‘“Special” 301. With your permission, I would simply
summarize the written statement.

The CHaiRMAN. Without objection, that will be done.

Ambassador HiLLs. The administration’s trade policy goals are to
liberalize trade globally through the successful conclusion of the
Uruguay Round negotiations, and to broaden access to foreign mar-
kets by removing formal and informal barriers to U.S. goods and
services.

We will energetically use Super and Special 301 as well as other
negotiating tools provided in the act.

The trade interests of all nations, including those of the United
States, are best served by a global trading system with clear and
enforceable rules, applied equally to all participants.

The global trading system today is often strained by disputes in-
volving unfair trade practices, denial of market access, and viola-
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tions of trade agreement cbligations. Such disputes occur most fre-
quently where GATT rules are weak or non-existent.

Our energies in the Uruguay Round are directed to establishing
rules in areas where they ncw do not exist or are ineffective. Thus,
we seek:

To achieve multilateral agricultural reform;

To expand the scope of international rules to cover trade and
services, protection of intellectual property rights, and trade-relat-
ed investment measures;

To reduce or eliminate tariff and non-tariff barriers; and to
strengthen and reinforce the credibility of the GATT by integrating
developing countries into the trading system, addressing the prob-
lems of subsidies, improving the rules related to import relief, and
enhancing dispute settlement procedures in the GATT as an insti-
tution.

But until we can achieve our goals for the Uruguay Round, we
must work within an imperfect system and take what steps we can
to protect U.S. trading interests.

We will use the negotiating tools contained in the 1988 Act vigor-
ously but, hopefully, constructively to open markets, combat unfair
trade practices, and persuade our trading partners to honor agree-
ments.

On Friday, ahead of the statutory schedule, USTR filed the Na-
tional Trade Estimates Report, which identifies significant trade
barriers affecting goods, services, investment, and intellectual prop-
erty rights. The report provides, where feasible, quantitative esti-
mates of the effects of foreign practices upon U.S. exports. It also
provides information on what actions the United States is taking to
eliminate those barriers.

The National Trade Estimates Report results from a comprehen-
sive interagency effort to gather information. It classifies trade bar-
riers into eight different categories, and this year's report covers 34
countries and two regional trading bodies, which represents our
largest and most promising overseas markets.

The report has been and will continue to be a valuable source of
information concerning the existence and extent of foreign trade
barriers and a useful tool in helping the administration identify
which of those barriers we will devote our resources to trying to
eliminate.

The report is one of the sources of information we will be using
to evaluate priority practices of priority countries for designation
under the Super 301 provisions. In addition, the USTR-chaired
interagency process will review advice from the private sector and
from Congress, as well as the results of consultations with our trad-
ing partners, to determine which practices should be the subject of
self-initiated investigations.

I will submit to the Congress by May 30 our list of trade liberal-
izing priorities as required by the statute. I will identify by that
same date the most onerous or egregious foreign country policies
that deny adequate and effective protection of intellectual property
rights or market access for intellectual property products.

I want to assure you that the administration will use the new
Section 301 provisions to maximum effect to pry open foreign mar-
kets for U.S. exports. I also want to assure you, and at the same



5

time our trading partners, that we will administer the Super 301
and Special 301 provisions in a manner that strengthens the global
trading system and increases the trading opportunities for all na-
tions and not as a tool of protectionism.

I view this hearing as an important continuation of the consul-
tive process that we have followed and from which I have benefit-
ed. And I welcome your views on the implementation of the 88 pro-
visions.

[Ambassador Hills’ prepared statement appears in the appendix.]

The CHAIRMAN. Thank you, Ms. Hills.

The arrival list is: Senators Baucus, Riegle, Symms, Danforth,
Packwood, Heinz, Roth, Chafee, and Rockefeller.

I have been reading in the newspapers that there is quite a trade
dispute taking place within the administration itself as to what our
trade policy should be. And then I note the “Economist” writing
that it looks like we may finally see an emerging trade policy on
the part of the United States.

On the other hand, I see the Chairman of the Economic Advisors,
yesterday in the Wall Street Journal, saying that, if we wind up
with a series of retaliatory measures with our trade partners, it
will not only cause a recession in the United States but it could
cause a worldwide recession. Do you agree with Mr. Boskin?

Ambassador HiLLs. None of us, not one person on this committee,
nor I, nor Dr. Boskin, want to retaliate. If we are successful in our
negotiations, we will not have to retaliate. What you have given us
is the leverage to have more successful negotiations to carry out
the administration’s trade policy, which is to open markets and
expand trade.

The CHAIRMAN. Well answered, Ms. Hills. I totally agree. What
we are talking about here is actually a trade liberalization pro-
gram.

I think about this measure and how it was approved in this com-
mittee. Everyone on the committee, as I recall, voted for it, except
for two members, and they didn’t vote for it because they didn’t
think it was tough enough.

So, what we are talking about here is a liberalization of trade
and trying to develop a consistent trade policy for our country, not
some kind of ad hoc resporse, where our trading partners also
know where they stand.

Isn’t it true—we are talking about Super 301—that the priority
country designation just starts the case, and you still have all the
safeguards of Section 301: the 2-year time limit, mandatory retalia-
tion only for violation of trade agreements. Aren’t those, in gener-
al, the provisions of it?

One of the other concerns, of course, is with the trade agree-
ments that we have with Japan. Over the last 10 years the United
States has entered into a great many trade agreements with Japan.
I am not talking about the general agreements like GATT itself,
but we have special agreements to open up specific sectors, such as
telecommunications, lumber, pharmaceuticals, financial markets,
baseball bats, semiconductors—many others—but it has been diffi-
cult to negotiate those agreements and even more difficult to en-
force them. And Japan has been in violation of some of them.
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Do you see these agreements as enforceable under Super 301? Or
is Japan somehow immunized from Super 301 in areas where they
have a special agreement with us?

Ambassador HiLLs. We will look at trade agreements with any of
our trading partrers that are allegedly in breach, evaluate whether
they are in breach, and, if they are, vake action as required by the
statute. We neither treat Japan differeiit!v or more harshly. We
try to deal with our trading partners evenly, and cur trade strate-
gy is to cause markets to open for the international trading system,
not just for the United States, so as to expand trade. And that is
our goal with respect to negotiations that will follow this 306! con-
sultive process.

The CHAIRMAN. In looking at the priority country designations
under the Special 301 for intellectual property, you are allowed by
the Trade Act to consider how cooperative a country has been in
the negotiations that you have undertaken with it. Have you found
this tool to be helpful in trying to get greater cooperation?

Ambassador HiLLs. There is flexibility in the Special 301, which
deals with the intellectual property protection that we are trying
to secure, both in the Uruguay Round and with our trading part-
ners. We have found that there is leverage to begin to negotiate,
and that those provisions do provide leverage. We will know at the
end of the day how successful we can be with that leverage.

The CHAIRMAN. Ambassador, in connection with debating the
Trade Bill, we heard the figure of $100 million having been spent
to lobby the Congress and the executive branch. And I can imagine
our doing the same to the Japanese Diet or the parliaments of
Europe.

But now that we are talking about designation of countries
under Super 301, is the same crowd back?

Ambassador HirLrs. We have had a good number of visitors.
[Laughter.]

The CHAIRMAN. Thank you very much.

Senator Symms. Mr. Chairman, could I ask unanimous consent to
submit my remarks in the record, and an additional article?

The CHAIRMAN. Certainly, and any of the other members who
would like to.

Senator Symms. I apologize to the Chair, and I will give up my
time. I had some remarks here that were favorable to one of our
trading partners, Taiwan, but I will insert them in the record.

The CHAIRMAN. All right. We are delighted to have them.

Senator Symms. I have an amendment to manage on the floor.

The CHAIRMAN. I see. All right.

The first arrival, Senator Baucus.

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

Senator Baucus. Thank you, Mr. Chairman.

Ambassador Hills, in view of recent remarks in the press, par-
ticularly by Dr. Boskin and others, I think it is important to under-
line what Super 301 is and what it is not.

As you known, Super 301 is not a market-protecting measure, it
is a market-opening measure. That is, those of us who wrote Sec-
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tion 301 did not write it to protect certain American industries or
to protect an American position. We wrote it to open up foreign
markets in the name of freer trade, so that we Americans could
send more products overseas and be more accepted overseas. It is a
market-opening provision; it is not a market-closing provisions.

So, those who talk about protectionism or say that Super 301 is
bashlng a certain country, I think, have not read the statute. As
you know, by May 30 of this year, you are to de51gnate—accord1ng
to your judgment-—certain countries as priority countries. There is
then an 18-month period within which the USTR investigates and
negotiates with a country that you might name, a full 18-month
period to negotiate. There is no retaliation during this time.

As you know, the statute provides that by November 30, 1990,
this government must enter into some agreement with a priority
country, and that country over the next 3 years can either open up
its market or pay reparations, according to whatever agreement is
negotiated by November 30, 1990.

So, as a practical matter, we have until the end of the 3-year
period or more, within which the United States and a priority
country, pursuant to an agreement, can work out the differences
and address the problems as we see them—that is, that a country
is closing their markets to our products.

So it is important to emphasize that first this is a market-open-
ing provision; and, second, there is a long period, virtually up to 5
years, within which we can work out our differences.

It is also important to realize that various objective third parties
have named Japan as a country that is still much too closed. For
example, as you know, the Brookings Institute and the Institute for
International Economics, have both basically concluded that Japan
is about 35 to 40 percent more closed than it should be for a coun-
try as developed as it is. And there are all kinds of other indica-
tors.

So it is clear, for the Dr. Boskins and the others of the world, to
recognize that, again, this is a market-opening procedure.

What I would like to ask is, what possible different alternatives
do you see, hypothetically, if Japan, Taiwan, Korea, and some
other countries are named? That is, how do you think they should
be named in order to, in the most constructive way, begin to work
- out ways to reduce those countries’™ trade barriers? Because I think
the real question there is not “whether” certain countries should
be named, the real question is “how” they are named, and in what
manner.

I would like to ask you what various ways can you think of to
name a country, in order to promote not only the breaking down of
these barriers but to do it in a way that is very constructive?

Ambassador HiLLs. Senator Baucus, we are required to evaluate
priority practices and priority countries, and we must make a judg-
ment based upon the information that we have gotten in response
to our Federal Register notice, as well as from our private sector
advisors, comments from Congress and various industry groups
that nave communicated with us, to determine whether the coun-
try should be cited, whether the practice should be cited, or wheth-
er countries and practlces should be cited.
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You are correct, in our interpretation, this is a market-opening
device. That is how we interpret your statutory mandate.

I would say that the time-frames are much shorter than you
have alluded to—it is 12 months for most practices, 18 months for
an agreement which has a dispute mechanism, and many of our
agreements do not have dispute mechanisms—so that, within 12
months we would have to have a resolution, and that has caused
both our trading partners and others looking at the statute to
wonder, where the practices have been longstanding, whether we
will be skilled enough and persuasive enough to be able to negoti-
ate changes within that 12-month period before we must take
action.

We will be trying very hard to do just that. The only reason I
mention it is because I did not want you to think that we had 5
years before we took action. That is really not the case.

Senator Baucus. Ng, I didn’t say there was 5 years before taking
action; I said that, at least with respect to priority countries where
there is a dispute mechanism in place, it is 18 months, to Novem-
ber 30, 1990. And then, under the law, there is a 3-year period
within which the United States and a particular country work out
their differences.

Ambassador HiLLs. Yes.

Senator Baucus. As a practical matter, in your best judgment,
what credibility does this country have if this government does not
name countries which, in the eyes of most people, should be
named?

Senator Packwoob. I didn’t hear the question, Max.

Senator Baucus. As a practical matter, what credibility will this
country have in enforcing its trade laws if the major countries are
not named?

Ambassador Hirts. This country will gain credibility from doing
a good analytical job that stands on its analysis, and that is what
we are in the midst of doing.

Senator Baucus. Thank you.

The CuHARMAN. Thank you.

Madame Ambassador, you said that there were “some’ people
calling on you. I think that is somewhat of an understatement. But
I think it is of interest to note that, of the 12 cameras here, a ma-
jority of them represent Asian countries rather than our own coun-
try. So, what happens is of great interest to the rest of the world.

Next is Senator Riegle.

OPENING STATEMENT OF HON. DONALD W. RIEGLE, JR., A US.
SENATCR FROM MICHIGAN

Senator RIEGLE. Thank you, Mr. Chairman.

I would like to share some thoughts with you this morning, as
you approach the end of this very important decision process that
you are in the middle of.

I want to stress what I consider to be the enormous strategic im-
portance of the job that you have and the decisions that you now
have to make under Super 301.

When you take a look at our net debtor position as a nation, at
the end of 1987 our net foreign debt position-—we had, of course,



9

become a debtor nation—was about $400 billion. At the end of last
year the figure had grown to about $500 billion, and the New York
Federal Reserve Board is estimating that by 1992 we are going to
be a net debtor to the rest of the world to the tune of roughly $1
trillion. This is just an astronomical change in national economic
circumstance that no one can fully comprehend the meaning of, be-
cause it is without precedent in our modern experience.

If you take a look at the annual trade deficits with Japan, par-
ticularly, in 1986 the trade deficit was $58.6 billion; in 1987, $59.8
billion; in 1988, $55.4 billion. Based on the first 2 months of this
year—and, of course, you don’t know how relevant that will be to a
12-month run—we are running at $48.9 billion. So, there is some
drop, but I think quite modest, and it may well be that even that is
designed in certain ways to try to influence the Super 301 designa-
tions.

But if we run at the January and February rate for the full year,
that will bring us out at a point where the total net deficit, the
trade deficit with Japan for 1986, 1987, 1988, and what would then
be 1989 would be a figure of $225 billion, in their favor. I mean, it
just really takes your breath away when you think about a deficit
of that size with another modern industrial nation, whose needs
are much like ours in terms of what they must consume, to run
that kind of a pattern.

I have a chart behind me—I won’t go through it—that shows the
dominance of Japan, and others that are sort of copying the Japan
model, over a period of years, in terms of the build-up of this huge
trade deficit.

I think it really threatens our future. I think we are talking here
about a strategic impact on our future that is as dangerous as a
military threat, in fact probably more so because it is easier to
identify a military threat; an economic threat is a more insidious
kind of threat.

I am concerned because I sense that there is a full-court press
going on. I don’t say to you-—and I think you are a person of great
strength; you have demonstrated that over the years in other ca-
pacities, as well—but I sense that our government today is under
great pressure, lobbying pressure, by foreign countries not to make
the 301 list.

I can tell you, as one of the two principal authors of that section,
along with Senator Danforth here, that, speaking for myself, my
intention clearly was to identify specifically Japan, but other coun-
tries like Japan, modern industrial nations that continue to run
these enormous, perpetual trade surpluses.

When you look behind the patterns that have led to those per-
sistent surpluses, I think you find dozens and dozens and dozens of
unfair trading practices, of all manners and sorts.

I don’t know if you have had a chance to see the article by James
Fallows in Atlantic Magazine—there is a lot being written on the
trade issue. I think this is about as good a piece as has been done
in terms of going down to a deeper level of analysis as to why it is
manifestly in the interest of the Japanese, as they see it, to trade
in the international marketplace the way they do, which has ac-
crued these enormous advantages to them and disadvantages to us.
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I don’t know what all the pressures will be that will come to bear
between now and the end of this month. I can see a lot of it al-
ready in the news, and people scurrying around, and so forth. If
Japan is not on the list, it seems to me the Trade Bill has sort of
been dropped in the ash can, and I don’t think we can afford to let
that happen. I don’t think, if we are going to protect our future,
that we can allow that to happen. :

So I would hope that any of those pressures that come your way,
that you will be absolutely tough as nails about it. You certainly
will have the backing, I think, of people here, regardless of party,
who feel that this issue has to be dealt with.

The reason we have the Super 301 procedure, the reason we have
a Trade Bill, is that this country did not act for a very long period
of time as these enormous deficits have been run up.

So, my hope would be, as you come down to the wire on this
thing, that, without being contentious about it—nobody wants to be
contentious—you pursue our interests with trading partners like
Japan, Korea, Taiwan, West Germany, and others, in a way that
takes us to a common future that is good for all parties. That is
where we ought to be heading.

But clearly, if we don’t confront the pervasive trade barriers
using the Super 301 procedure, we are going to find ourselves so
weakened in the future that we won’t have the strength to do it.

So I urge you to stand very strong on this thing. You will have a
lot of people who will stand with you and will work with you con-
structively to try to find good answers from that point forward.

I thank you, Mr. Chairman.

The CHAIRMAN. Thank you very much.
d,['lihe prepared statement of Senator Riegle appears in the appen-

ix.
Senator Danforth?

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

Senator DANFORTH. Ambassador Hills, this is truly an unusual
hearing, if in fact it is a hearing at all. I arrived here right on
time, and I was the fifth Senator to be here. More than half the
members of the Finance Committee showed up in the first 20 min-
utes, and we showed up to talk about something that hasn’t even
gone into effect yet, Super 301.

So, I don’t think we are really here to ask you questions in the
manner of a typical congressional hearing. I think we are here in
such numbers and with such forceful feelings because we really
want to convey to you the importance that we attach to the imple-
mentation of Super 301.

We believe that Super 301 is not just important but that it is
very important. We believe that the first use of Super 301, the im-
plementation of it in its first year, isn’t just important but that it
is very important. Many of us view Super 301 as the last best hope
{’or America to engage in a liberal trading policy on a successful

asis.

I am asked over and over again, as I am sure you are, whether
America is going protectionist. I think that the answer to that
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question is no, provided that we can manage successfully the public
sentiment about international trade. I don’t think that we can
ward off the forces of protectionism if government gives the im-
pression that it is going to be passive or minimalist in its approach
to very serious problems. I think we can avoid protectionism ‘‘if”’
we aggressively attempt to open up the markets of other countries,
and that is what Super 301 gives us the opportunity to do.

We came here more to talk to you than to hear from you, I
think; but I was encouraged to hear your opening statement, when
you said that the administration will “energetically use”’—I think
those were your words—Super 301, and that you will ‘“‘vigorously”
use this tool to open up markets of other countries. I think, and I
believe all of us think, that that vigorous use of Super 301 is really
essential.

I have said to you before, with respect to Japan, that when we
wrote this legislation, we did not have ,iust Japan in mind. This leg-
islation was not an effort to ‘“‘pick on’ Japan. It was not an effort
to single out Japan. It was much more broadly-written than that.
But while we did not have just Japan in mind, we had no less than
Japan in mind.

So, some of us today—Senator Riegle, today, Senator Baucus and
I in a letter that we wrote to you a week or so ago—indicated to
you that we would be indeed amazed if Japan, with its whole pano-
ply of trade barriers, is not included in the list.

I would say, finally, that my own hope and my own expectation
would be that, as the administration approaches the implementa-
tion of this very, very important provision of our trade law, that it
would focus both on specific barriers and specific probler.s we have
in international trade—for example, supercomputers and the diffi-
culty of selling them—and on broader issues, generic problems, ge-
neric barriers, such as, for example, the difficulty of penetrating
Japan’s closed distribution system. '

I think that your opportunities here are very real. Senator Bent-
sen pointed out the cameras that were present—really an amazing
array of cameras. I think what this indicates is that you, Ambassa-
dor Hills and the administration, right now are on center stage.
The spotlight is on you, and the cameras are on, and we are watch-
ing. We are very, very attentive. A minimalist, legalistic approach
to Super 301 is going to be something that we are going to note,
and an effort to use this provision to enter the markets of other
countries is also something that we are going to note. This is now
up to you, and we take your actions very, very seriously.

The CHAIRMAN. Thank you, Senator Danforth.

Senator Packwood?

Senator PAckwoon. Madame Ambassador, in your opinion, what
do you think the effect of naming a country will be on their atti-
tude toward continued negotiations in the Uruguay Round?

~ Ambassador HiLLs. Senator, I think it depends on the country,
and the circumstances, and the practice. Jt is very hard to give a
single answer to the reaction of trading par‘ners to the prospect of
being identified as a priority country. There is great concern ex-
pressed by scme, and by others, more belligerence, perhaps.

Senator Packwoob. Belligerence in the sense that they say, “Oh,
well, the heck with it. We are not going to negotiate anymore, in
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Uruguay or any place else, if this is the way we are going to be
treated?”’

Ambassador HiLLs. Some nations” trade ministers have suggested
that actions of this sort run contrary to the philosophy of the Uru-
guay Round, which is to negotiate in a multilateral fashion; and, as
there are only 18 months left for the multilateral negotiations,
some have questioned, the merits of our moving ahead unilaterally
on a standard that has not been agreed to by all of our trading
partners. And of course, as we have not moved nor have we speci-
fied a particular standard, there is general anxiety.

I can tell you that the standards that we will try to negotiate
will be entirely consistent with the Uruguay Round, that we feel
very keenly that the world’s trading system will be enhanced by
success in those 15 areas that we seek to bring within the disci-
plines of the GATT. And if we are successful in the Uruguay
Round, all of the trading practices that have been enumerated in
our National Trade Estimates Report would be addressed.

So, clearly, a success in the Uruguay Round is our top priority,
and I choose to use the 301 tools as supportive of that priority. I
am hearing from the members of this committee that, indeed,
there is no intention to mandate a closure of the market. We hope,
indeed, that there will be no retaliation, so that what we are em-
barking upon is a negotiation. The timeframe may be somewhat
shorter than the Uruguay Round, but in that period statutorily al-
lotted to us we will hope to obtain advance adoption of the liberal-
izing principles of the Round.

Senator Packwoob. It seems to me that this is the kind of thing
you have to weigh, and this is where this committee has got to be
tolerant if, on occasion, you don’t list something.

Say you have got country A that has an absolutely egregious
practice in agriculture. They get wind of the fact that you are
going to list them, and they say, “Well, in that case, we are just
not interested in pursuing any further intellectual property in the
Uruguay Round”’—which is also a goal that we wish to achieve.
And they may be serious about the threat; you have had enough
trouble getting this Round to even approach intellectual property.

I think that a fair consideration, when you are weighing the list-
ing of countries and practices, is, what is the greatest good for the
greatest number? At least I am one who is going to be sympathetic
to some of those balances that you are going to have to make.

Ambassador HiLLs. I appreciate that.

Senator Packwoop. I have no other questions, Mr. Chairman.

The CHAIRMAN. Thank you.

Senator Heinz?

OPENING STATEMENT OF HON. JOHN HEINZ, A U.S. SENATOR
FROM PENNSYLVANIA

Senator Heinz. Thank you, Mr. Chairman.

Ambassador Hills, I spent last week in Japan. They have obvi-
ously got a great deal of interest in this hearing. I am recovered
from jet lag, almost.
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When I was in Japan, the subject which I raised, and which they
raised, was, repeatedly, “Well, what is going to happen to Japan on
Super 3017

I explained that if the United States found that there were coun-
tries, not including Japan, that had serious trade-distorting prac-
tices—barriers to market access—and that we intended to list
them,; then the Japanese with the vast array of market barriers
they have, should be realistic about being listed. A case in point, of
course, was semiconductors, which so far no one has talked about.

It seems to me that the semiconductor case is about as clear a
case as can be: first, of a market barrier; second, of a trade agree-
ment that is broken and not fixed—our retaliation remains in
place—and third, our objective remains unfulifilled, at least as 1
have heard you describe it to this committee and in other fora. If
that isn’t grounds for listing under Super 301, what is?

Ambassador HiLLs. We will follow the statutory authority. You
will note in the Trade Estimates Report that we have mentioned
the sector to which you allude. We will analyze it.

Senator Heinz, Well, I did ask a more specific question.

If we have requested market access and we haven’t gotten it, if
we have been promised market access and the promise has been
broken, and if we have felt so strongly about it that we have retali-
ated, and the reason for the retaliation still is in effect, can you
make a stronger case for a country being listed than that generic
case? And if so, what is the stronger case you can make? What
would be worse than having both a lack of market access and
promises having been made that are broken?

Ambassador HiLLs. Well, as you mentioned, we have a 301 action
that we proceeded on, and we have sanctions outstanding. I think
it behooves us to evaluate what is the appropriate recourse in that
circumstance.

Obviously, we could increase the sanctions. We can commence
again to negotiate. These are the things we are evaluating, Sena-
tor. I am very pleased to get your suggestion that there is no other
course.

Senator HEiNz. No, I didn’t say there is no other course. We have
had a lot of statements today, and I am prepared to make one, but
I was actually asking a question. I know this probably caught you
off guard. [Laughter.]

Now let me make a statement. No answer is required to this—
apparently it wasn’t required before.

My concern—and I think Jack Danforth was getting at this in -
his comments—is that the Super 301 process is turning into an at-
tempt by the administration to head off a very strong retaliatory
response by the United States, following the wishes of the Ameri-
can people, by the Congress, against people who continue to keep
their markets closed.

In my judgment, the American people do not want business as
usual. They are sick and tired of excuses. They are particularly fed
up with people blaming America. Example: Three years ago every-
body said the dollar was too high; now it is half what it was, and
we still have very substantial trade deficits with, among other
countries, Japan. And what they want are something other than
meaningless commitments and promises. As an example of ‘“mean-
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ingless commitments and promises,” read ‘‘semiconductors,” and a
number of other things as well.

What our constituents, what the American people, obviously
want, and we hope you are going to be able to get, are the kind of
answers that are spelled “results.”

I think the results are critical because, unless we get them, I can
foresee trade being “the” issue in the 1992 elections. You have got
2 years to show results from the time of your listing at the end of
May.

’I‘J;vo years puts us right in the middle of the first session of the
next Congress. And without those results, I can see Congress
saying, “We have got a large trade deficit, we have some unjustifia-
bly large bilateral trade deficits’—say, $565 billion with Japan—"
we are concerned that such countries are taking advantage of the
open trading system and contributing very little to it, we are con-
cerned abut the loss of economically strategic sectors—be they
semiconductors, aerospace, high-definition television spin-offs, or
other high-value high-tech areas.” And what you are likely to see,
irrespective of what we would all like as the alternative, is the
strongest possible retaliatory response that would make the Gep-
hart Amendment look like a very soft and wishy-washy approach.

I have no desire, Madame Ambassador, to see us end up in that
spot; but I do think an enormous amount of responsibility rides on
your shoulders, because it is your success or lack of it—and we
want you to succeed—that will determine whether or not we have
that kind of all-out response here on Capitol Hill and with the
American people.

Good luck to you.

The CHAIRMAN. Thank you, Senator Heinz.

Senator Roth?

OPENING STATEMENT OF HON. WILLIAM V. ROTH, JR, A U.S.
SENATOR FROM DELAWARE

Senator RoTH. Thank you, Mr. Chairman.

First I want to start out by saying I have great confidence in you.
I think what you have said and done today demonstrates both your
toughness and brightness.

I want to say, at the same time, that I am a strong supporter of
Super 301, for the reasons you listed. It gives you bargaining
power, and that will be critically important as you proceed to open
up markets and not move the protectionist way.

But I want to say at the same time—and I essentially agree with
what has been said before—that I am not persuaded that Super 301
is going to answer all our problems. ‘ ,

Much of our imbalance, as Senator Riegle pointed out, comes in
the Pacific Basin, particularly Japan, but other Pacific Rim nations
as well. And I am not persuaded, as I know many others or are not,
that we necessarily are going to solve the problems of the trade
deficit on a sector-by-sector, product-by-product basis, because,
frankly, I think many of the difficulties are of other types.

In the case of Japan, for example, 1 suspect it is partly cultural.
There is a, shall we say, “Buy Japanese” syndrome, one that we
once had back in the thirties, ourselves. In addition, Senator Dan-
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forth pointed out a second problem, the problem of Japan’s distri-
bution system.

The reason I mention these, and they are two examples, is that
they do not necessarily fall within violation of GATT. At the same
time, it is critically important, as I think Senator Heinz very elo-
quently underscored, that progress be made. If we don’t make
progress or it is perceived as not making progress, the situation
can get uglier and uglier, with bashing Japan and other countries
on this side and, frankly, bashing America on the other side.

In my judgment, that would be a tragedy. It would be a tragedy
because, number one, the Pacific Basin is the fastest-growing area.
We not only want to reduce and eliminate the trade deficit but we
want to share in the growth, so that it helps us create jobs and a
better standard of living.

Now, the reason I go through all of this, Carla, relates to the leg-
islation we also proposed, a sense of the Senate resolution which
was unanimously adopted in this committee. The resolution called
for a summit conference at which Japan’s Prime Minister, Finance
Minister and Members of the Diet, and the equivalent here, meet
in an effort to address all of the problems. The conference would
cover not just those practices that are violating GATT and the vari-
ous sections on a sector-by-sector basis. We would really try to
maximize our progress—not just to attack individual problems.
And some of those are critically important, such as in the high-tech
area. - ,

I would urge you and the administration to look at this ap-
proach. I wouldn’t say now, because of the political problems the
Japanese are having. But I really think that the time may come, to
avoid alienation and lack of progress, that we might very well find
it in our interest to have a summit conference at which we address
these problems in some fashion and try to bring them to an orderly
and friendly conclusion.

I, like everyone else, talked too long; but I wonder if you would
care to comment on that?

Ambassador HiLLs. Senator, our efforts in the Uruguay Round
are to have a major consultation amongst 96 nations, and pressures
from outside the United States help us accomplish our goals. Those
pressures help us as well as for others. It helps us liberalize the
trading system, and we move not just for the United States but for
the global trading system. ’

So the consultative process, which goes on in regions as well as
bilaterally, and with 96 nations in the GATT, really carries out
what you are recommending. We we need the help of our other
trading partners to address problems that we face from lack of
market access. )

We have seen the positive effect of multilateralism in our negoti-
ations in Geneva. That has enabled us to get greater market
access. We will continue to use it, and in regions where we can get
pluralized help, if you will, in solving problems of market access.

Senator RotH. Well, my time is up, Mr. Chairman.

Just let me conclude that I, like you, hope that in the Uruguay
Round we can resolve many of these problems. But what I am
saying is that I see the time where we will have to sit down togeth-
er with the leaders, particularly in the case of Japan but possibly
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others as well, and seek some means of addressing the problems in

an orderly manner, in order to prevent the kind of alienation I

think has been demonstrated could happen if progress is not made.
Thank you, Mr. Chairman.

OPENING STATEMENT OF HON. JOHN H. CHAFEE, A U.S. SENATOR
FROM RHODE ISLAND

Senator CHAFEE. Thank you, Mr. Chairman.

Ambassador Hills, I think you have got one of the most difficult
jobs in this administration, and I think you are the right person for
it.

I believe in the vigorous enforcement of 301, and I think some of
the nations out there have been particularly egregious. I share the
concern that has been voiced about Japan, and South Korea, prob-
ably. I notice in the Chambers list they also include Brazil and
India as the nations they think are abusing and restricting the en-
trance of American products unfairly.

I also think we want to make it clear that a trade surplus doesn’t
necessarily mean that a nation is involved in unfair trade prac-
tices. I don’t think the fact that we have a trade surplus with Aus-
tralia means that we are being unfair.

But I think that where the real challenge for your job comes in
what you say on page 8 of your testimony, and that is in reconcil-
 ing your efforts to proceed in the multilateral trade negotiations
while trying to negotiate the bilateral solutions under 301, and you
are confronted, as you say, with a Hobson’s choice.

I think it is important that we not lose sight of the principal
goal, the long-range goal for the benefit of our country, which I
think is to be involved in a system of international rules, which we
seek to expand under the Uruguay Round, and there get coverage
of intellectual property, of services, and other activities that aren’t
currently covered.

So, I want to enlist as an ally to you in your efforts to pursue the
new GATT round, realizing that you are confronted with some
very, very difficult choices there. .

I believe it is in the best long-range interest of our country to
have that international multilateral agreement with as many na-
tions as possible. I want to encourage you in that direction and say
that we are conscious of the challenges and the difficulties you face
as you try to balance these two, sometimes different objectives or
results that you might achieve as a result of trying to pursue the
301 in the Uruguay Round.

Thank you very much, Mr. Chairman.

The CHAIRMAN. Senator Rockefeller?

. OPENING STATEMENT OF HON. JOHN D. ROCKEFELLER, 1V, A U.S.

SENATOR FROM WEST VIRGINIA

Senator RockErFeLLER. Thank you, Mr. Chairman.

Ambassador Hills, we have been waiting a long time in the Fi-
nance Committee for the kind of opening statement that you gave,
with a toughness and resolute attitude.

I strongly support the idea, and urge you, to include Japan under
Super 301. The National Trade Estimate list for Japan is really
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quite extraordinary, in terms of the variety of barriers and unfair
and hidden trade practices that exist there. It covers a sweeping
area of issues.

I agree strongly with Senator Heinz that I would find the ab-
sence of semiconductors on the final designation list to be disturb-
ing. I think if that is not included—that is, the commitment to a
20-percent market share by 1991 the Japanese will take it as a sign
that we are not serious about semiconductors, and I think the
?ealth of the semiconductor industry is essential to this nation’s
uture.

I understand the arguments: that it is not just trade, it is macro-
economics that is at the heart of our problems; it is not just Japan,
it is what we have to do; you can’t blame the Japanese or the Kore-
ans for the fact that we don’t save enough, or that we won’t reduce
our budget deficit. I think, by the way, that our budget agreement
with the White House, frankly, is a sham, and I would like that to
be noted.

But I think we could do more research and development, we
could do much more aggressive exporting, we could improve our
education, we could do all this and much more in the United
States—all the things the Japanese criticize us for not doing—and
we could do all of them well, and it would still not have a substan-
tial effect on Japan’s trading practices or our ability to sell there.

I think making a substantial impact is what Super 301 is all
about. That is why we created it. Section 301 was part of our law
but was not used to deal with unfair trading practices, except for
the last 2 years of the previous administration. And since it wasn’t
used, the American people’s frustration grew, Japan became the
symbol of it, a fair symbol of it because of their prosperity. Japan
is now co-equal to us economically; their average wage is higher
than that of people in our country. Our frustration grew, and we
created, as a tool for you and for the White House, Super 301. It
must be used.

Where do we want to go in this country? Are we going to return
to the days when the State Department, the Defense Department
and the National Security Council decided what the bilateral rela-
tionship between the United States and Japan was going to look
like? Or, with the new muscle that Secretary Mosbacher, you, and
others have shown, will we make sure that trade and international
economics become part of our definition of national security, and
accept?that these are fundamental elements of our international se-
curity?

If you do designate Japan under Super 301, it will not be easy for
them. They are culturally strongly constrained. It is difficult for
them to change. They are homogeneous, like no other nation in the
world. They took very few Vietnamese refugees after the Vietnam
War. They are the way they are because they choose to be that
way. Ever since the Meiji Restoration, there has been a century-
plus continuity of strategic planning. They always plan strategical-
ly. They always know what they are doing. And they will only
bend when they understand that the other side truly means busi-
ness and intends to take strong measures to develop a fair and
equal bilateral relationship.



18

So, I think your decision on whether or not to include Japan
under Super 301 is an important definition of our future relation-
ship with Japan.

I should also say that I recognize that if Japan is designated
under Super 301, and if barriers fall and markets open, it is still
not guaranteed that the United States will rush in to take advan-
tage of those new opportunities. We have much work to do to im-
prove our own international competitiveness. Our market is open;
we are accessible; we are the world’s greatest market. The Japa-
nese depend on us, yet their market is not available to us and the
rest of the world in the way that it should be.

So, I encourage you to include Japan as a way to establish a con-
structive, long-term bilateral relationship. I think it will be a more
honest one, and it will be a more effective one, and I wish you well
in your consideration of this problem.

The CHAIRMAN. Thank you.

Senator Daschle?

OPENING STATEMENT OF HON. THOMAS A. DASCHLE, A US.
SENATOR FROM SOUTH DAKOTA

Senator DascHLE. Thank you, Mr. Chairman.

I find myself in agreement with much that has been said this
morning, especially with the statement that you are in a difficult
position, not only because of the difficult decisions you have to
make with regard to the selection of specific countries; but, in my
view, much more difficult and far-reaching is how you, as USTR,
interpret the law for the first time, how you take the process and
make it an objective process.

I am concerned that we not take this whole Super 301 question
and apply the pornography définition, which is, “I know it when I
see it, but don’t ask me to put it on paper.” And I am concerned
that, as we go through this process, objectivity be a very high prior-
ity.

In that regard, as I was reading your testimony—I am sorry I
‘missed your oral presentation of it; it is an excellent document—
and as I consider the criteria, in my view, there is a vagary about
the criteria that maybe you could clarify further. You indicate that
the NTE with its eight different categories will be a primary source
by which one judges unfair trade practices. You also say that the
priority practices in Super 301, the advice from the private sector
and from Congress, will also guide your decisions with regard to
the selection of those countries.

It seems to me that countries may be wondering: What are the
rules? And are the rules going to apply in each and every case to
all of us equally? How is this process, in other words, going to
affect each and every one of us? And can we be assured that there
will be objectivity and uniformity in the application of Super 301 as
it goes from one country to the next?”

Could you address that, briefly?

Ambassador HiLLs. Senator, you are right, because the statutory
standards are relatively subjective, and we are going to have to put
an objective interpretation into the standards which talk in terms
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of a “major impediment to trade.” That is why we are trying to be
so careful in our analysis.

We are taking all of the problems that have been brought to our
attention, all of the problems of market accessibility, of investment
that have been brought to our attention, to try to get a sensible
analysis of what is truly a barrier that can be brought down, an
egregious barrier that can be brought down, and can provide maxi-
mum access to the United States. But when you read the statute, it
is not without its flexibility in interpretation.

Senator DascHLE. Well, you will be setting some very important
precedents, obviously, in what you do, precedents that will prob-
ably have a great deal to do with decisions made long after all of
us are gone. That is why I think it is important, as we consider this
process, that to the maximum degree possible we set down some
criteria by which everyone knows what the rules are.

Is it correct to interpret what you have indicated this morning,
that the NTE, to the extent that there are delineated criteria, will
be your primary guide by which you make these decisions?

Ambassador HiLLs. An enormous amount of work went into the
NTE, and it is certainly a very principal source of what actions we
will take. We have listed eight categories of practices. We have
listed them with respect to 34 countries and two trading areas, and
we have tried to be uniform in our evaluation. We have looked at
restrictions with respect t6 market access; we have tried to be uni-
form in how we looked at those restrictions. We have looked at the
failure to provide protection of intellectual property. We have tried
g; beduniform in our standard, using our model from the Uruguay

ound.

So, yes, I do think that this book, the National Trade Estimates
Report, is enormously helpful in identifying the universe; which is
not to say that it will be exclusive. We do receive comments from
American industry, oftentimes well documented, and clearly we
would not ignore such an analysis that was put before us. But a
great deal of work has gone into this, drawing on the comments
here, to this date received, and drawing on letters and comments
from the Congress, and drawing on the expertise that has been de-
veloped over the years at USTR and Commerce, and utilizing the
inter-agency process.

So we have tried to bring all of our knowledge to bear, and we
will try to implement the statutory mandate in a clear and objec-
tive way, to the extent that we possibly can.

Senator DAscHLE. I am out of time.

Thank you, Mr. Chairman.

The CHAlrRMAN. Thank you.

Senator Durenberger?

Senator DURENBERGER. Mr. Chairman, I take it my opening
statement will be made a part of the record at this point?

The CHAIRMAN. That will be done.

Senator DURENBERGER. Ambassador Hills, some economic histori-
ans suggest that the United States and Japan have sort of been in
a teacher-pupil relationship since the end of World War II, and we
are now in that very difficult period when the pupil seems to be
outdistancing the teacher.
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We know that in the fifties one of our great quality-control ex-
perts, Edward Demming, went to Japan and showed the Japanese
the virtues of total quality-control systems; the Japanese came to
our automobile assembly plants during that same time, and they
learned about the efficiency in manufacturing automobiles. In
many of our high technology areas we have been the technology
leaders, and the Japanese have piggy-backed that expertise in mar-
keting and developing products.

Given that history, which I take it we all agree with, in the U.S.--
Japan technology transfer, I want to ask you a couple of questions.

First, if the Japanese were just setting out today to develop the
supercomputer industry, would you think it advisable for the
United States to allow either Cray or IBM to enter into a joint de-
velopment project with a Japanese company to-~build supercom-
puters?

Ambassador HirLis. We have a free enterprise system in this
country, Senator. What we are asking of our trading partners is
market access. What I hear in the bitterness that is being ex-
pressed this morning about some of our trading partners, is a re-
sentment that they do not let us into their market. I think that the
philosophy in what we are trying to accomplish through the Uru-
guay Round multilateral negotiations is to provide access with re-
spect to investment.

We resist when a foreign country says we can only take a minor-
ity interest in one of their concerns or puts up barriers on technol-
ogy transfer. We ourselves have restrictions where it is in our na-
tional interest for defense purposes, and we utilize those restric-
tions and have in fact blocked joint efforts or investment in this
country.

But I as well as the Secretaries of Commerce and Defense would
have to look at all of the facts if the Cray company wanted to
engage in a joint venture with the Japanese, to see what sort of
technology would be flowing in this direction and what was in the
terms of the contract that someone as bright as John Rollwagen,
who has built that company, thought he was going to get from the
transaction. I think it would be very shallow of me to say today,
without knowing what the terms were——

Senator DURENBERGER. Excuse me. I am just trying to get at the
issue of predictability. I mean, we have the ability now to estimate
the direction in which the Japanese are headed. The question is de-
signed—and I will ask you a follow-on question—is designed to say,
have we learned anything about which we can then predict what is
going to happen in supercomputers?

Given Japan’s long history of building on our technological ad-
vances, why do you think it is in our best economic interests as a
nation to enter into a joint development of the FSX? Why is it in
our best interest?

Ambassador HiLLs. Well, the globe is becoming smaller. When
we look at the quantum of U.S. contribution to aerospace built
overseas, it is growing. The aerospace industry has favored opening
up of joint development, partly because of the astronomic cost of
new generations of aircraft, partly because trading partners often
have technology that is superior. It is like any contractual obliga-
tion: there are many facts that go into making a decision and
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many reasons why the contracting parties think that they have an
advantage in developing a joint venture.

Senator DURENBERGER. My last question: On page 103 of the Na-
tional Trade Estimates you provide a detailed history of the failed
attempts by American supercomputer companies to break into the
Japanese public sector market. I will just quote from page 103. It
says: “The first formal annual review of the Agreement”’—that is
the August 1987 Agreement—" in October of 1988 found U.S. com-
panies still face severe obstacles in Japan supercomputer procure-
ments. No foreign sales have been made or are expected in the
near term under the new procedures.”

Since that review, one of the two American supercomputer com-
panies has gone belly-up—Control Data’s ETA subsidiary. So the
only remaining true supercomputer company in the United States
is also a Minnesota company, Cray, and it faces intense competi-
tion all over the world from three giants, Japanese—Hitachi, Fu-
jitsu, and NEC.

Michael Smith, who used to be the Deputy US Trade Representa-
tive, recently wrote in the Post that the Japanese big three have
systematically discounted their supercomputers to the Japanese
public agencies by as much as 90 percent of list price. My question
is: Given those facts, given the predatory pricing strategy, why
should the U.S. Government allow these companies to bid on U.S.
Government contracts?

Ambassador HiLLs. We practice, in most areas of our economy,
an open-bidding system, and we are urging upon our trading part-
ners that they emulate our open practice, so we do not have any
specific bar, save in areas which are limited by reasons of strategic
interests.

Senator DURENBERGER. Thank you. I see my time has expired.

The CHAIRMAN. Thank you, Senator.

Senator Moynihan?

OPENING STATEMENT OF HON. DANIEL P. MOYNIHAN, A U.S,
SENATOR FROM NEW YORK

Senator MoyNIHAN. Thank you, Mr. Chairman.

I wonder if I might walk through some of the larger numbers in-
volved here and see if you share the view, which I have, for exam-
ple, and to start with the question of the pricing, if that is the
term, of the dollar?

In the 8 years of the previous administration, the United States
tripled its national debt. In constant dollars, in those 8 years of Mr.
Reagan’s term, we borrowed almost as much money as we bor-
rowed during the Second World War, and all we have to show for it
is Grenada. [Laughter.]

Senator MoyNIHAN. But I think it is agreed, Ambassador, that
there was a large amount of foreign borrowing, that we had to
borrow abroad, to maintain the deficit here in Federal activities.
And I gather you would agree.

Ambassador HiLis. Yes.

Senator MoyNIHAN. Yes.

Ambassador HiLLs. Well, I wouldn’t say that we have borrowed
from abroad; we have imported foreign capital, Senator, to fill the
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gap between our savings here at home, which has fallen 4 percent-
age points in the last decade and a half, and the spending, which
has been excessive, both Federal and——

Senator MoyYNIHAN. Granted. But the savings dropped because
the Federal Government, being the borrower of first resort, had
used up the savings to finance the deficit. Those are economics, and
you agree. [Laughter.]

Is it not the case that the trade deficit is the reciprocal, which is
to say exactly equal to the amount of borrowing abroad?

Ambassador HiLis. Yes, Senator, you are absolutely right, and 1
was so hoping someone would say that this morning.

Senator MoYNIHAN. As much as we borrow abroad, that will be
our trade deficit.

Ambassador HiLis. That is correct.

Senator MoyYNIHAN. And if you continue to run a $300 billion
Federal deficit, as we are now doing, you are going to be borrowing
abroad, and you are going to have a trade deficit. Isn’t that right?
Pretty much right. Ambassador Hills. The trade deficit is the gap
between our savings and our spending.

Senator MoyNIHAN. Yes.

Ambassador HiLrs. Now, we could spend at a high rate if we
would save more. But we have fallen off in savings. Now,the Feder-
al deficit is simply Federal dissavings.

Senator MoyNIHAN. It is Federal dissavings, right.

Ambassador HiLis. But, in addition, I would call to your atten-
tion that in the past we as a nation have saved far more. So we did
not have to go abroad to finance our investments; but we could dip
into our national savings to finance our investment.

Senator MoyNIHAN. Exactly. That was the normal assumption
since about 1916.

But could I ask, is it not the case that in 1981 we had a trade
surplus on current account?

Ambassador HiLis. You are right.

Senator MoyNIHAN. Do we have to think that the world broke
out in protectionism in the next 50 months, or American industry
collapsed? Isn’t it really the case that the dollar appreciated 80 per-
cent in 50 months?

Ambassador HiLLs. The dollar did appreciate.

Senator MoyNI1HAN. In direct correlation with the borrowing to
make up for the deficits of the 1980’s.

Ambassador HiLLs. There is a correlation.

Senator MoyNIHAN. Well, it seems to me we are looking in the
wrong direction for an awful lot of our troubles.

Ambassador HiLis. I could not agree more. I could tell you quite
honestly that we could open all the markets that we have enumer-
ated, and it would not correct our trade deficit. And I do think we
make a mistake not to tell the American people that.

Of course we need to open our markets, because we want to have
expanded trade, and we want our factories to be humming at the
top rate, and we want the correction in our trade deficit, the gap
between our savings and our spending to be shrunk in the context
of export expansion, not import contraction.

Senator MoyNIHAN. Right.
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Ambassador HiLLs. But to tell the American people, “If we open
:hese various markets, the trade deficit will go away,” that is not

rue.

Senator MoyYNIHAN. Because we are still borrowing to finance
our own deficits.

Ambassador HiLLs. Our deficit is the product of broader econom-
ic factors than are barriers to trade.

Senator MoyNiHAN. Right.

Ambassador HiLLs. The barriers to trade contribute only a very
small amount to our trade deficit, which does not mean that the
barriers must not be brought down or that it is not imperative that
we get market access.

Senator MoYNIHAN. But it is not sufficient. Yes.

Ambassador HiLrs. It doesn’t take care of that particular prob-
lem: the trade deficit.

Senator MoyNIHAN. I couldn’t more agree, and thank you for
saying it.

Could I ask one last question? Isn’t it the case today that about
one-third of the goods imported into the United States are under
some kind of restriction or other? -

Ambassador HiLLs. About 20 percent, I believe.

Senator MoyNIHAN. Didn’t most of that take place in the 1980s? 1
would guess it is a little higher, but you would know better than L.
It is a lot.

Ambassador HiLis. A lot.

Senator MoyNIHAN. And that took place in response to those
trade deficits which were in response to the budget deficits. And
again, you circle around. We grew protectionist must more than
the rest of the world, I think, in the 1980’s.

Ambassador Hirrs. Well, I wouldn’t go that far.

Sf]enator MoyniHAN. You probably shouldn’t, in your job. {Laugh-
ter.

Thank you very much, Ambassador.

Ambassador HiLLs. Thank you, Senator.

The CHAIRMAN. Thank you.

Senator Bradley?

OPENING STATEMENT OF HON. BILL BRADLEY, A U.S. SENATOR
FROM NEW JERSEY

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

Ms. Hills, let me follow on with Senator Moynihan’s analysis
about the causes of the trade deficit, and get to your opinion of
some of the suggested remedies.

As you know, a very volatile issue is the issue of foreign invest-
ment in the United States. Some people see a very big trade deficit
and say, “Well, what we hsve to do about this is, we have to pre-
vent foreign investment from coming into the United States.”

What would be the impact of limiting foreign investment in the
United States? What would be the impact on jobs? What would be
the impact on interest rates? What would be the impact on the
economy as a whole, given these very large budget deficits and
very large trade deficits?
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Ambassador Hiwrs. I think it would be disastrous. We would
have plants and factories closed which now are the product of for-
eign investment. If that investment left our couniry, our interest
rates would go up, because we would have to bid higher for other
foreign capital to come in and fill the gap between our savings and
our investment. Our savings are just too low to handle it ay by
ourselves.

And even worse, because we are one of the largest importing na-
tions in the world, we could almost predict that if we were to re-
strict investment here by others, others would turn around and re-
strict our investment.

Senator BRADLEY. And do we have more investment abroad, in
real investment, than foreigners have in this country?

Ambassador HiLLs. Yes, we do.

Senator BRADLEY. So we have more to be hurt?

Ambassador HiLis. Exactly.

Senator BRADLEY. If we cut off the inflow from abroad in terms
of capital, what would happen to interest rates in this country?

Ambassador HiLis. They would go skyrocketing.

Senator BraDLEY. And when interest rates skyrocketed, what
would happen to the economy?

Ambassador HiLis. Well, we would be, obviously, in a very dire
strait, and I think we could predict import contraction, which just
is another word for recession.

Senator BRADLEY. So, you would advise us to go slow, if we
looked toward a remedy to our current account and budget deficit
problem with restricting the flow of foreign capital and investment
to the United States? You would say go slow, because you are play-
ing with fire?

Ambassador HiLts. I would say that our goal is to have an open
market for goods and capital. I would not slowly limit investment
here; I would not limit investment here.

Senator BRADLEY. Thank you.

Let me go on to another subject. When you consider what coun-
tries will be under the Super 301 provisions, what weight do you
give to bilateral trade balances between the United States and an-
other country?

Ambassador HivLs. It is a factor that is considered because of the
legislative mandate, and we are just now, having done this work to
gather together all of the data, analyzing the kinds of facts that
will enable us to make a sound and, as suggested, a more objective
selection of the priorities. So, although it is a factor, I can’t give
you the weight.

Senator BRADLEY. What if a country had a bilateral surplus with
us but gigantic deficit with the rest of the world? Does it make
sense to look at the overall trade balance, or to focus on the bilat-
eral balance?

Ambassador HiLLs. We are looking at all factors. But you must
understand that the legislative criteria is that we should cite the
countries and the practices which will have the maximum opportu-
nity for export from this country.

Senator BRADLEY. From your perspective, is a multilateral trade
balance or a bilateral trade balance a better gauge of unfair trad-
ing practices?
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Ambassador Hivrvs. The deficits here and abroad are a product of
broader economic forces than trade barriers. You know, Rumania
has a surplus.

Senator BrabLEY. Would you suggest that, in addition to report-
ing the bilateral current account deficit with a country or surplus
with a country, it is also appropriate to look at the multilateral
deficit or surplus of the country?

Ambassador HiLis. I think it is appropriate to lock at all factors.
But, for the purposes of 301, we are looking at access by United
States’ entrepreneurs to a specific market, really focusing on bar-
riers to entry. And mind you, I think that to liberalize the trading
system, so that the entrepreneurs in the United States as well as
in other parts of our global trading system can maximize the effi-
ciency to get their goods into markets, is highly important.

I just am suggesting to this committee that trade efficiency will
not erase the trade deficit; that the trade deficit is a product of
broader economic factors—the rate of savings, the rate of spending,
taxes, interest, and the like. And were there any message to be
given to the American people, it is a recognition that we as a
nation really must save more, which means that the Federal Gov-
ernment must spend less, but also that the American people must
save more.

Senator BrRaDLEY. Thank you.

The CHAIRMAN. Thank you very much.

Madame Ambassador, nearly every member of this committee
has been here at some time this morning, in spite of all the com-
peting demands for their time. I think that shows the intense inter-
est we have. Sometimes you determine the number of members by
how many cameras are present; but in this instance every camera
has been pointed toward you, as they should be. But they are here
because they think this is one of the most difficult problems facing
our nation.

It is true, a good part of the problem is what we have done to
ourselves insofar as savings and budget control and not doing the
proper things on productivity and education. But those aren’t your
responsibility; your responsibility is-that of trade. It is a many-fac-
eted problem, and part of it is barriers to trade.

Now, the most successful of our trading partners has been Japan,
and there is no question that there are all kinds of barriers to our
products going in there. That could be forgiven if it was a small
struggling country, but this is the number two economic power in
the world.

When I visit with the Japanese, they say, “Well, the budget defi-
cit is your problem, and that is why you have the trade deficit.”
That is too simple an answer. It is a contributing factor, but we
also have to look at the level of burden-sharing in this ountry in
the defense of the democracies. If we spent the same percentage of
our GNP as the Japanese on defense, we wouldn’t have a budget
deficit; but I think the free world would have a crisis if that was
the case, and particularly an island empire that depends on trading
as much as the Japanese and is so dependent on free sea lanes.

The Japanese Government had a chance to buy our fighter air-
craft off the shelf, the world’s most advanced fighter. It wasn’t a
problem of cultural diffcrences, it was a conscious decision on the
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part of the Japanese Government. They chose not to do that. Had
they done it, they would have made a very major impact on the
trade deficit and a great impression, I think, on the Executive
Branch, the Congress, and the American people. That was not their
decision. That is their prerogative; but we have to understand that
they are working very much in their self-interest, I think some-
times in short-range interest, because I think it is important for all
of us to expand world trade and to work to bring down those bar-
riers. And that is the purpose of Super 301.

I believe the Japanese have been the most effective of lobbyists
that I have run into insofar as legislation. They have bezn able to
retain some of the best minds in Washington, and some cf the most
experienced, and they are going to try to put their point of view
across.

Some who try to0 make these points about trying to cut the trade
deficit will automatically be charged with “Japan bashing.” 1
really don’t think that is the case. I think we are working for our
self-interest, too, and I believe that self-interest requires the use of
this tool to try to break down those barriers, whether it is Japan or
any other country around the world, and that is the purpose of this
legislation and the responsibility with which you are faced. We will
obviously be watching with a great deal of interest.

Are there any other comments?

Senator RiEGLE. Mr. Chairman?

The CrAIRMAN. We do have a panel yet to come.

Senator RIEGLE. I understand. If you would indulge me for just a
minute, there was one point that Senator Bradley raised. I didn’t
want to ask him to yield on his time, because we have only had one
round today; but I would not want the impression left, at least
without one other speaking, that foreign investment in the United
States by itself, if carried to ultimate extreme, is somehow always
a good thing for the United States.

I think in a balanced situation it has a value, but if you were to
take the argument to its ultimate extreme, and if in effect, over a
long period of time, we find ourselves where a very substantial part
of the means of production in this country or the income-earning
assets of this country become owned by foreign investors, then
there very serious implications that go with that, both in terms of
how they operate those assets over a period of time and, very im-
portantly, where the income stream, where the profit goes from
those investments.

So I think, in terms of the normal flow of funds today with re-
spect to the need to accommodate our overly large deficit and so
forth, we need to maintain the flow of funds. But I want to file a
very strong view that, if there is any suggestion left that for the
next 5, 10, 15, 20, 30 years we can rely on foreign investment in the
United States to solve our problem, then I would want to file a
very strong dissent from that.

I think that is a subject for another time, but I want to make
sure there is another point of view on the table.

I thank the Chairman.

The CHAIRMAN. I well understand that.

Senator BrRapLey. Mr. Chairman?

The CHAIRMAN. Yes, Senator Bradley?
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Senator BrabLEY. I would like to hear Ms. Hills comment on
what the Senator has said; but my reaction is, “You tell me when
the budget deficit is going to drop, and I will tell you pretty much
when foreign investment 1is going to drop.”

Ms. Hills, I would like to hear your comment.

Ambassador HiLLs. If we were to save more, we would correct
our budget deficit, because we would shrink the gap between our
savings and our investment. Until we do that, we are going to
import foreign capital—from Japan, from Europe, from some-
place—because we don’t have it at home, by definition. Our savings
is not there to fill the gap. And whether we sell some goods or
some hotels or some real estate, we have to sell something; that is
where we get our foreign investment.

So, the way to correct the need to import foreign capital is to
have our Nation produce more and to save more.

Senator RiEGLE. I understand that, and I agree with that point.
Let me pose a related question: The Japanese trade surplus with
the United States over the last 3 years, and assuming that the
trend of the first 2 months continues over the remainder of this
year, is a quarter of a trillion dollars. It is $225 billion.

In terms of foreign investment coming back into the United
States—I am talking about permanent, long-term investment over
that same period of time from the Japanese—do you have any idea
what it is?

DSerﬁator BrRADLEY. And compare it with the English and the
utch.

The CHAIRMAN. Gentlemen——

Senator RiEGLE. I am not sure this is the time to get into a
debate between the members on this subject, but I would like an
answer to the question, if you have it.

The CHAIRMAN. Well, the Chairman has some ideas on this sub-
Jject, too; but I really would like to limit this if we can. We have a
very distinguished group of business people to testify yet this morn-
ing, and I would like to get to them.

]ﬁgt why don’t you try to answer the question, in brief, if you
will?

Ambassador HiLis. I am apprised that direct investment data for
1988 is not yet available. However, for the 3 years ending in 1987,
the United States received $34.7 billion in indirect investment in-
flows from Britain, $16.5 billion from Japan and $14.9 billion for
the Netherlands. If U.S. direct investment outflows to these coun-
tries are subtracted, the net direct investment inflow to the United
States was $19.7 billion from Britain, $10.7 billion from Japan and
$6.8 billion for the Netherlands.

Senator RIEGLE. Yes, that is a very unportant fact. I would just
make the point, in sort of closing, because I am mindful of the time
and getting to the other panel, which is that there is an enormous
net capital dis-investment taking place in the United States in the
direction of Japan, because of the enormous trade surplus that
they maintain with us.

I don’t argue that the Federal budget deficit is not an important:
factor that relates to that, that a low savings rate is a factor that
relates to that; but predatory trading practices that are sucking
capital in multi-billion dollar amounts out of this country is a very
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important fact. And to suggest that somehow, over some stretch of
time, we can solve that problem simply by having foreign interests
come in as a result of predatory trading practices and buy U.S.
assets, and to leave any hint or suggestion that this is a satisfac-
tory or sound long-term solution, I think is just nonsense.

I just want to make sure that at least there is a dissent filed if
there is a suggestion that that is really a long-term answer to our
problem.

The CHAIRMAN. Well, I would say to the gentlemen that in the
short run it would be absolutely disastrous if we deterred foreign
investment in this country, and in the long run it would also be
disastrous if we were totally dependent on foreign investment. -

Ambassador Hiuis. I agree with that.

The CHAIRMAN. Are there other comments?

Senator MoyNIHAN. Con brio. [Laughter.]

The CHAIRMAN. I think it has been a good session, and we are
most pleased to have you. Thank you very much for your attend-
ance, Ambassador Hills.

Ambassador HirLs. Thank you, Mr. Chairman.

The CuAIRMAN. Next we have a panel of business groups who
have submitted recommendations to USTR to designate certain
countries under Super 301.

We tried to find some witnesses for American businesses who did
not want Super 301 implemented. They may be somewhere out
there. Maybe they didn’t like the forum, or maybe there are just no
such American businesses; but we weren’t able to find them for
this occasion.

Would the witnesses please come forward?

[Pause.] :

The CHAIRMAN. Mr. Archey, you have been a leader on these
isf?};.es, and I don’t see any reason to stop now. Why don’t you lead
off?

STATEMENT OF WILLIAM T. ARCHEY, VICE PRESIDENT, INTER-
NATIONAL, U.S. CHAMBER OF COMMERCE, WASHINGTON, DC

Mr. ArcHEY. Thank you very much, Mr. Chairman.

As you know, the U.S. Chamber was a strong supporter of the
1988 Trade Act. We disagree with the critics who maintain that it
is protectionist; rather, we see it as the Congress intended, to be
aimed at opening markets, not closing them.

However, the Chamber also believes that a successful trade
policy must begin, rather than end, with the enactment of trade
legislation. Last November, the Chamber’s Board of Directors spe-
cifically recommended to the Bush administration that they vigor-
ously enforce the new trade law, including its Super 301 provisions.

The Chamber strongly supports aggressive use of Super 301 pro-
cedures to obtain trade liberalization agreements with certain des-
ignated countries. We do not view Super 301 and the other market-
access provisions in the Trade Act as simply a series of “hit lists.”
The ultimate objective of Super 301 is not to punish other countries
by erecting new barriers to their exports. Instead, as the legislative
history of the provision states, Congress intended for Super 301 to
be used to open markets and not to close them. Achievement of
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this objective will benefit not only U.S. exporters but also exporters
from third nations and, indeed, consumers in restricted markets
who pay higher prices as a result of trade restrictions. Moreover,
Super 301 also requires the Executive Branch to focus more clearly
on elevating trade policy to a priority consistent with other foreign
policy and national security interests.

Mr. Chairman, although it is not in my prepared statement, 1
would like to take note of something that I think captures thein-
tent of Super 301, the intent of the trade bill, and perhaps funda-
mentally suggest some altering of U.S. trade policy. And that is
from a new book, just out, by Peter Drucker called “The New Re-
alities.” There is an excerpt of it, and I am just going to briefly
quote from it, from this month’s Business Month magazine, just
out yesterday.

This is from Mr. Drucker. I also might want to note, I don’t
know of anyone who has ever accused Mr. Drucker of being a pro-
tectionist. I don't think anyone has ever called him soft on free
trade, or some of those issues, but he says:

The emergence of new non-Western trading countries, foremost Japan, creates
what I would call adversarial trade. Complementary trade seeks to establish a part-
nership”’—that was trade, he was noting, in the 19th century. “Competitive trade
aims at creating a customer; adversarial trade aims at dominating an industry.
Complementary trade is a courtship; competitive trade is fighting a battle. Adver-
sarial trade aims at winning the war by destroying the enemy’s army and its capac-
ity to fight.

The Japanese felt so backward, and indeed were for a long time, as to have to
keep out foreign competition. This led, step by step, to adversarial trade in which
the aim is to gain market control by destroying the enemy or to obtain such pre-
dominance in a market that it would be almost impossible for a newcomer to chal-
lenge the market leader. )

The aim in adversarial trade is to drive the competitor out of the market alto-
gether, rather than to let the competitor survive. When the attacking country is
closed to imports, or at least severely restricts them, the competitor under attack
cannot effectively counterattack. It cannot win. It will, at best, not lose everything.

Adversarial trade thus challenges the conventional assumptions. Clearly, protec-
tionism that shuts off one’s economy is the wrong answer; it can only make one’s
own industry even less competitive. But free trade is not the answer, either.

One answer is to form economic regions or blocks: the economic merger of the
European Community planned for 1992; the North American Free Trade Zone,
which the 1988 U.S.-Canada Free Trade Agreement is trying to create; and, perhaps
in the future, a Japanese-centered Pacific Rim Region. This would give smaller
economies the large region and market needed to create the critical mass of produc-
tion and sales to be competitive.

Regionalism creates a unit capable of a trade policy that transcends both protec-
tionism and free trade. It creates a unit capable of reciprocity, and reciprocity is
clearly the only trade policy that can work in a world economy that features adver-
sarial trade. Free trade can work under reciprocity, but only if the other side recip-
rocates. But there will be protectionism, if that is what either side chooses.

Under reciprocity, either country’s business would enjoy the same degree of access
to the other country’s markets, and no more. Indeed, reciprocity is the only way to
prevent the world economy from regressing into extreme protectionism. Reciprocity
is emerging fast as the new integrating principle of the world economy. It is fast
becoming the policy of the United States in choosing for its economic relations with
Japan, Korea, and Brazil.

Reciprocity is thus likely to become the vehicle for the integration of the world
economy, just as competitive trade was the vehicle for the integration of the inter-
national economy during the past 150 years.

Mr. Chairman, whether one subscribes to Mr. Drucker’s views or
not, and I happen to subscribe to a good part of that, I happen to
think that, basically, Super 301, the trade bill, are in fact an at-

21-705 - 89 - 2
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tempt at perhaps—not by design, but in anticipation of the fact of
how much, fundamentally, world trading patterns have changed.

Furthermore, it is my argument that the Super 301 doesn’t go as
far as Mr. Drucker is suggesting. It isn’t asking for absolute reci-
procity, it is asking for national treatment, a standard that I would
argue is considerably less rigorous than the concept of reciprocity.

It is in that context, in terms of our desires, that we, the Cham-
ber, submitted to the U.S. Trade Representative office our submis-
sion for Super 301, listing Korea, Japan, India, and Brazil.

Finally 1 would note that, in terms of our submission, we agree
with some of your colleagues on the dais that there is more to
trade policy than just the trade bill and the Super 301; but we also
would argue that, in terms of the kinds of situations that Mr.
Drucker is describing, to suggest that the government should not
have a role in asserting the legitimate trade interests of the United
States, I think is folly.

As my former boss and very good friend, and a man whose loss I
deeply lament, Mac Baldrige used to say: ‘“Trade will not be free
for very lung if it isn’t also fair.” And furthermore, aggressively as-
serting our legitimate trade interest on the world stage is the best
antidote to protectionism,

Thank you very much, Mr. Chairman.

Thank you, Mr. Archey. And I will go right out and buy that
book of Peter Drucker’s.

Mr. Perkins, Vice President, Chrysler Corporation, we are
pleased to have you. If you would, proceed.

[Mr. Archey’s prepared statement appears in the appendix.]

STATEMENT OF ROBERT A. PERKINS, VICE PRESIDENT,
WASHINGTON AFFAIRS, CHRYSLER CORP., WASHINGTON, DC

Mr. Perkins. Thank you, Mr. Chairman, members of the commit-
tee.

Last year the U.S. trade deficit was $138 billion. Our deficit with
Japan was $55 billion, or 39 percent of the total. If you take a look
of what constitutes our deficit with Japan, it becomes clear that
the automotive sector is the single largest part of that $55 billion,
accounting for $35 billion or 64 percent of the problem. Given the
importance of this industry to the overall economy, and the trade
figures, we were disappointed to see that the Trade Representative
made only minimal mention of the automotive sector in this year’s
National Trade Estimate; to be exact, three sentences on the effects
of the closed distribution system.

Super 301, as Chrysler understands it, is meant to address priori-
ty countries and priority practices. If the country with which we
have the single largest trade imbalance and the sector which ac-
counts for 64 percent of it are not priorities, then Chrysler has mis-
understood the objectives of the 1988 Trade Act. It is clear to us
that Japan was intended by Congress to be the principal priority
country for our negotiators’ efforts. It is also clear that Japan’s dis-
tribution system is, by itself, the world’s largest non-tariff barrier,
not only for the auto sector but many others.

I appreciate Senator Danforth’s and Senator Riegle’s remarks on
this subject this morning. Frankly, we believe that if you don’t
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solve the automotive sector problem, the U.S. will not solve its
trade imbalance with Japan or its overall trade deficit.

An open distribution system would send a strong message to U.S.
auto manufacturers that they are welcome there. The b1g three in
Japan are Toyota, Nissan, and Honda. Together, they account for
77 percent of the Japanese car market. In 1988, imports into Japan
accounted for 2 percent of the total vehicle market from all
sources. Last year, U.S. exports totalled 14,511 vehicles; 5,395 of
those were Hondas, shipped in from their Ohio operations. These
vehicles went to the closed Honda distribution network, a network
like Toyota and Nissan which sells no makes other than those they
control. As a result, last year Chrysler, Ford, and GM sold a grand
total of 9,116 vehicles out of a total market of over 6.7 million
units.

Simply put, unless we have access to the volume distribution net-
works of Japan, we can never hope to achieve meaningful results.

Some of the Japanese success in the United States is due to the
fact that they have had a strong product line to sell. But of equal
importance, we would emphasize, is that they have been able to
take advantage of the most open distribution system in the world.
When they came to the United States in the early 1960’s, their
products were not barn-burners. In fact they had lots of problems.
But they got launched in the United States by piggy-backing their
lines with existing U.S. dealers of domestic makes.

Chrysler has a total of 5,317 dealers today. All of them, 100 per-
cent of them, sell Japanese ‘“‘captive” imports. In addition to the

“captives,” 438 of them sell at least one or two competing Japanese
product lines, and you can drive around Washington and see GM
and Ford dealers with the same type of arrangement.

The Big Three of Japan do not sell any imports at all except
those they control, like Honda USA’s 100-percent-owned subsidiary.
We think it is a positive step that Honda has invested in this coun-
try—a point I want to emphasize. We think it is a positive step
that they are shipping 100 percent left-hand-drive Hondas back to
Japan. But how about their dealers putting out the welcome mat
for Ford, GM, and Chrysler, as well?

Since Chrysler does not have access to Japan’s major domestic
dealer body, we have to approach the Japanese market in a more
expensive, complex, and limited manner. We have just reestab-
lished distribution in Japan with an excellent import group. This
distributor, J. Osawa, is part of the giant Seibu Saison group. We
would like this aggressive distributor to have access to dealers
across that nation, regardless of franchise held, or, failing that,
access to at least one of the major distribution networks controlled
by a Japanese manufacturer. In other words, we want true reci-
procity.

Chrysler has made a commitment to export vehicles from the
United States We believe we have world-class products to sell. We
are the world leader in sport utility vehicles. We created the mini-
van market and brought back the convertible after a long absence.
We are prepared to do what it takes to compete, but we need the
same access to Japan that Japanese companies have had in the
United States for the past 20 years.
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On the positive side, Chrysler was the number-one U.S. exporter
of vehicles to Europe last year. We shipped 31,000, worth $543 mil-
lion. There are some things that could help us sell more in
Europe—among them, reducing the 10 percent duty on cars to the
equivalent U.S. level of 2.5 percent. Despite that, Chrysler antici-
pates that this year we will be able to ship about 50,000 vehicles to
875 European dealers. With a reduction in the duty to the U.S.
level, we estimate we would be able to sell up to 50 percent more
than our projections, and another $300 million would be added to
the plus side of our figures.

Finally, we would like to say that we recognize that trade bar-
riers aren’t the only problem. Some of those were mentioned by
Senator Moynihan. We have a lot to do, we think, here as well.
Chrysler has advocated tough domestic action to address our
budget deficit for the past 7 years, and we continue to aggressively
address our industry’s competitiveness in terms of productivity and
quality: We would like to have you see the attachment that we put
to our testimony. But these efforts will not solve our trade prob-
lems without reasonable access to foreign markets.

Senator MoyNIHAN. Thank you very much, Mr. Perkins.

We will proceed, as Senator Bentsen suggested, across our panel,
until we have questions.

Mr. Procassini, we welcome you, sir, representing the Semicon-
ductor Industry Association.

[Mr. Perkins’ prepared statement appears in the appendix.]

STATEMENT OF ANDREW A. PROCASSINI, PRESIDENT,
SEMICONDUCTOR INDUSTRY ASSOCIATION, WASHINGTON, DC

Mr. ProcassiNi. Thank you, Senator.

My testimony will address SIA’s recommendation to the USTR
that Japan should be identified as a priority country for trade lib-
eralization under Section 310, and that Japan’s continuing failure
to abide by the market-access provisions of the 1986 U.S.-Japan
Semiconductor Trade Agreement should be named as a priority
practice under the statute.

As a businessman who has had many years of experience in deal-
ing with the Japanese market, I believe that America’s interests in
the field of semiconductors can only be served by taking this step.

Placing Japan on the 301 list is not retaliatory or protectionist. It
demonstrates firmness of purpose of the United States. It informs
the Government of Japan that the administration finds failure to
abide by its commitments as unacceptable. More is at stake than
just American’s commercial interests. The United States Govern-
ment’s credibility is also at stake.

Unfair trade practices, including lack of access to Japanese mar-
kets is a problem for many industries, including but not limited to
semiconductors, telecommunications, supercomputers, and others. I
am here as one representative of the electronics industry. The
impact of Japan’s market structure is felt by the entire U.S. elec-
tronics industry and is a major scurce of the overall trade deficit
with Japan, comparable to the automotive surplus of Japan.

As the nerve center of the United States electronic industry, the
U.S. semiconductor industry’s research and technology are the
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foundation for tomorrow’s new technology developments. The vital-
ity of the semiconductor industry and its technological competitive-
ness is critical to the economic strength and the national security
of the United States.

The Omnibus Trade and Competitiveness Act of 1988 attempted
to make trade policy formulation less ad hoc and more coherent.
Super 301 was to be an integral part of the development of that
trade policy. The goul is to identify those countries and practices

“which are in fact priorities for U.g trade policy. Super 301 is in-
tended to clear away the underbrush and reveal the most impor-
tant issues. Trade problems with Japan dwarf America’s problems
with any other nation. If there is to be an effective U.S. trade
policy, Japan must be front and center in the priorities which
America establishes.

Japan’s treatment of the U.S. semiconductor industry is a prime
example of the adverse impact on America’s interests of Japanese
trading practices. Japan’s failure to abide by the market access
provisions of the Semiconductor Agreement should top the list of
specific practices to be identified under Super 301.

In 1986, Japan entered into the 5-year semiconductor trade
agreement with the United States. In exchange for U.S. Govern-
ment suspension of the Section 301 case and two semiconductor
antidumping trade cases, including the suspension of an estimated
$2 billion: in potential duties, the Japanese Government committed
to halt dumping in the United States and Third countries, and rec-
ognized as reasonable, given America’s competitiveness, the U.S.
expectation that foreign access should gradually and steadily in-
crease from the 8.5 percent level in 1986 to a 20-percent share of
the Japanese market by 1991.

Unfortunately, the agreement was not honored by Japan. Sanc-
tions, with respect to market access, which were imposed in 1987
remain in place.

We are now at the mid-point of the Agreement. Linear progress
would place foreign market share at above 14 percent, although it
is now only at about 10 percent. In fact, at this point foreign
market share in Japan is backsliding from a high of 11 percent.
There has been no gradual and steady growth to foreign share of
the Japan market, since it remains at the 10 percent that it has
averaged for the last two decades. And those two decades include a
period when imports were formally controlled. Despite Japan’s
commitment, United States and other foreign producers are still
being confined to residual supplier status.

The U.S. semiconductor industry seeks unrestricted access to
Japanese markets. It is not our objective to witness round after
round of sanctions being put into place. But unfortunately, in order
to seek compliance with the Agreement, the U.S. Government has
already had to impose sanctions once.

We have only three choices: (1) do nothing, and watch a sharp
erosion of U.S. industry; (2) impose further sanctions under exist-
ing Section 301 determination; or (3) place Japan and semiconduc-
tor market access on Super 301 and make every effort to obtain im-
plementation of the Agreement. Super 301 is the only alternative.

Japan will treat as trade priorities what the United States treats
and identifies as trade priorities. I urge this committee in the
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strongest possible terms to seek the administration’s naming of
gemiconductor market access as a priority under Super 301 proce-
ures.
Thank you.
[Mr. Procassini’s prepared statement appears in the appendix.]
Senator MoyNiHAN. Mr. Procassini, you obviously represent an
advanced technology, because you finished your testimony before
your time was up. [Laughter.]
A third-generation witness. [Laughter.]
We thank you, sir.
Now we have the pleasure to hear from Mr. Stephen Lovett, who
represents the National Forest Products Association.
Mr. Lovert. Thank you very much, Mr. Chairman.
Senator MoyNIHAN. May I just say, Mr. Lovett, that a vote has
just been called.
I know that you will want to speak to Mr. Lovett. Would you like
to go and vote now and ask some questions afterwards?
Senator PAckwoob. I can do that, yes.
Senator MoyNiHAN. Or would you like us just to recess until we
can all come back?
Senator PaAckwoob. I will hurry back.
Senator MoYNIHAN. Sir, go right ahead.

STATEMENT OF STEPHEN M. LOVETT, VICE PRESIDENT, INTER-
NATIONAL TRADE, NATIONAL FOREST PRODUCTS ASSOCIA-
TION, WASHINGTON, DC

MR. Lovert. Thank you, sir.

Members of the committee, our industry very much appreciates
the opportunity to make our views known on the use of the Super
301 provision to identify trade liberalization priorities.

I would like to note that, while our written testimony, which we
have submitted to you, focuses on Japan, our industry also submit-
ted a request for trade liberalization of the Republic of Korea’s
closed market. This was submitted to USTR on March 24. Although
I will concentrate on Japan today, this does not reflect any lack of
enthusiasm for the market potential in Korea, should the barriers
in that market come down.

I would also like to note that we submitted a data bank of tariff
and non-tariff barriers worldwide to assist in the National Trade
Estimates Report on Foreign Trade Barriers process. The message
is that we are committed to exporting, but face barriers that all
but preciude our ability to compete in many overseas markets.
However, there is an additional message, in the fact that today 1
will direct my testimony to Japan'’s closed market to wood prod-
ucts.

Put simply, the United States should be selling more solid wood
products in Japan, and is fully capable of doing so. The U.S. indus-
try would be selling more but for barriers which inhibit imports,
increase prices, and severely limit consumption of wood products.
These barriers are unfair, unjustifiable, and unreasonable impedi-
ments to U.S. trade.

Lack of access to and constraints on the Japanese wood products
market should be identified as a priority practice for trade liberal-
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ization under the Super 301 provision. The National Forest Prod-
ucts Association believes that its submission to USTR concerning
Super 301 fully justifies identification of Japan’s solid wood prod-
ucts barriers as priority practices.

NFPA is concerned about several issues which might prevent
USTR from appropriately identifying forest products practices.

First, while Super 301 requires the USTR to consider primarily
the National Trade Estimate Report in identifying priorities, there
is another very important resource which must be consulted with
respect to solid wood products:

The Department of Commerce is currently in the process of pub-
lishing an extensive study of the Japanese wood products market,
which was originally requested by Senator Packwood. NFPA be-
lieves that it is critical that USTR consult this report with respect
to the identification of priority practices for solid wood products.

Second, perhaps echoing the concern of some other industries,
NFPA is concerned that the National Trade Estimate Report might
not have gone far enough in identifying practices which should be
U.S. trade priorities. We recognize what a complex and difficult
task it must be to prepare such a report, and we appreciate USTR’s
efforts; nonetheless, with respect to solid wood products, we believe
that the Report does not fully identify some specific Japanese prac-
tices which are demonstrably unfair and which have the effect of
bloc(:lking hundreds of millions of dollars annually in potential
trade.

In addition, we are concerned that the primary barriers to solid
wood products discussed in the NTE are referred to as “‘industry
claims,” although they have been fully supported by the Depart-
ment of Commerce study requested by Senator Packwood. This
could send the wrong signal to Japan.

By comparison, we believe that the information which NFPA has
developed and presented to USTR, in combination with the infor-
mation developed by the Department of Commerce, is compelling.
We hope that this information is not lost in the shouting.

A careful analysis of that information demonstrates that the po-
tential for increased consumption of wood products in Japan is
enormous. If Japan’s unreasonable non-tariff wood products bar-
riers were eliminated or reduced, the possibility for increased im-
ports of U.S. wood products would be immense.

It is wholly appropriate to identify the closed Japanese market
generally as a trade priority under Super 301; indeed, it was pre-
cisely to address far-ranging systemic barriers that Super 301 was
enacted. As Senator Byrd indicated in introducing the original ver-
sion of Section 310, the “list of barriers must go beyond mere tar-
iffs and quotas to include structural conditions that effectively bar
imports.”

The barriers to solid wood products are often just that type of
structural condition which have kept the Japanese market closed
to even the most competitive U.S. industries, such as the solid wood
products industry.

Japan utilizes a number of specific mechanisms to protect its
wood products industries. If USTR is unwilling to identify lack of
access to Japan’s wood products market, generally, as a trade prior-
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ity, these practices should be identified individually as priorities
for trade liberalization.

I would like to point out here that Japan’s-practices, although
while individually might not be considered unfair, for example, a
building code, nonetheless, when practices are linked together in a
network, linked practices can create a wall which is very, very dif-
ficult to penetrate. This is the kind of barrier that we face in
Japan. I would like to list a few of these:

An effective rate of protection for solid wood products which is
caused by tariff escalation. Tariff escalation is a practice normally
relied upon by developing countries to protect infant industries.
Japan’s tariff structure is intended to impede imports of further
processed products to protect an antiquated, uneconomic, and un-
competitive industry, even though this is one of the most advanced
economically developed countries in the world.

Japan misclassifies tariffs, utilizes subsidies, and employs a host
of other practices which, because I have run out of time, I will not
enumerate now, by which keep us out of the market.

If I may just add a few more words, sir, if you will indulge me for
a second——

Senator MoyYNIHAN. Please do.

Mr. Loverr. We thank you very much for this opportunity to
make our views known. Exports are essential to maintain the vital-
ity of our industry. We are globally competitive, we are interna-
tionally a low-cost producer, and we are committed to exporting.
We have done our work. Now we need your assistance in gaining
access to the use of the Super 301 process for wood products in
order to realize the full export potential of our industry.

Thank you very much.

[Mr. Lovett’s prepared statement appears in the appendix.]

Senator MoyNIHAN. We thank each of you for very careful testi-
mony, very moderate testimony—clearly, very exercised about one
country, but not only that.

I hope we could all agree—and we get off on a good basis in these
whole discussions if we understand—that so long as the U.S. Gov-
ernment runs a $300 billion deficit, which we do, we will be financ-
ing part of it abroad, directly or indirectly, because that is dissav-
ing by government, and that the amount of money borrowed
abroad is exactly equal to the trade deficit. It will always be.

I don’t think this is immediately clear to persons who haven’t
taken a course in international trade; but the term is the recipro-
cal, and you heard Ambassador Hills say just that, that if every
trade barrier in the world disappeared tonight, and our Federal
deficit continued, our trade deficit would continue.

Mr. Archey, you are an authority in this matter.

Mr. ArcHEY. No, I don’t think I am, but I have to just make one
point. It is not taking exception to what you said, but I think one
has to be careful how far one goes with that.

To use the trade deficit as the only criterion regarding what
these issues are, regarding unfairness, et cetera, I think is too
narrow, for this reason:

I think that one of the points that the Drucker article makes,
and Senator Durenberger earlier noted: Would we have just one su-
percomputer manufacturer left in the United States if, 10 years
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ago, the rest of the developed world’s markets were totally open?
We are in very high R&D-related industries. You are in a position
where you need to have the access to markets other than the
United States to recover your R&D costs.

Senator MoyNIHAN. Right.

Mr. ArcHEY. The point that I am raising is: Clyde Prestowitz last
month in an article noted that, in all of the advanced technologies
coming down the road, it is going to be essential that the U.S. com-
pany, if it has those technologies, goes immediately to the world
marketplace in order to recover that R&D and to get to the market
fast—the world market, not just the U.S. market. If countries like
Japan or others are kept off from it, it is not going to take very
long for that company to in fact have problems in terms of return
on their investments, ability for further R&D, et cetera.

So, one of the points I am making is, if you look at some of these
ideas about adversarial trade, you may have—like supercomputers.
Senator, when I left the government in 1986, where I was the
Acting Assistant Secretary for Export Controls, there were only
200 supercomputer sales, ever, in the world. Now, I am sure that
has increased dramatically since. And the price was $20 million
apiece.

Now, if you sell lots of those, you are not going to have a signifi-
cant overall change in our trade imbalance. But can the United
States afford, in security terms let alone in economic terms, nnt to
have an indigenous supercomputer industry?

Senator MoyNIHAN. I don’t disagree, sir. I don’t disagree. I have
one minute to get to the Senate floor, and I have not got a super-
computer to get me there. So, if you won’'t mind, I am going to
stand in recess. Senator Packwood will be back before I wili, and
he will resume. I will be back very shortly.

Thank you. Just relax. Stay right where you are.

[Whereupon, at 12:15 p.m., the hearing was recessed.]

{AFTER RECESS)

Senator Packwoop. Senator Moynihan just indicated to go
ahead, and he will be back shortly.

Mr. Perkins, let me ask you a question. There is something in
your testimony I didn’t understand.

On page 3, you talk about your dealers, and you say, “All of
them sell Japanese ‘captive’ imports.” What is a captive import?

Mr. PERkINS. A captive import, in our case, is a line that we
have made arrangements with a Japanese manufacturer to distrib-
ute in the United States.

Senator PAckwoob. And you say, “A logical step we took to keep
our dealers competitive”’—with who?

Mr. PerkiIns. With all the other imports that were coming into
the market. When we made these arrangements, as you will recall,
we were in serious financial difficulties. We needed units to help us
balance our product line. And therefore, we saw that these type of
units would be available frorn a Japanese manufacturer, and we
brought them in.

But I would also like to add that, regardless of whether we
brought them in or not all of our dealers probably would have
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signed up with either that company or some otlier company to
import their units. So, we decided to get in early and to participate
in this process, and we are asking, sir, for the same type of open-
ness that we offered in our system.

Senator PAckwoob. How long have you been with Chrysler?

Mr. Perkins. Thirty years, sir.

Senator Packwoop. Well, then, your memory will be better on
this than mine. As I recall, the first serious penetration we had of
foreign cars may have been the Volkswagens in the fifties—not big
penetration, but certainly bigger than the Japanese in the fifties.
Did they sell them through your dealers? Or did they open their
own dealerships?

Mr. PerkiINs. They had the opportunity to do both, and they took
the opportunity to do both. When they started off, they did not
open their own dealerships; they started off jointly with GM, Ford,
and Chrysler dealerships. As their volume grew, they had the op-
portunity to go to independent stores.

Senator PaAckwoobp. But when the Japanese cars came in, they
did not open their own distributorships, or our imported auto deal-
ers didn’t handle foreign cars exclusively? They all came in and
started associating with the Big Three here?

Mr. Perkins. Not all of them. In the initial stages, yes. They
started to use existing dealerships that were available in the
market. As they grew, some Japanese and Korean companies were
able to come in with heavy volume immediately, with prices far
below the competition. Then, they were able to establish independ-
ent dealerships.

Senator Packwoop. In Japan—and this is a question of igno-
rance—the dealerships are not independent, they are owned by the
auto companies? These are not franchises?

Mr. Perkins. They are franchises, sir.

Senator PAckwoob. Oh, they are.

Mr. PerkiNs. From my experience, and I lived for a number of
years in Japan and was a director of a Japanese auto manufactur-
er, it is a mixed bag. Some of them are owned by the factories;
some of them, through the factories, banks lend the money; others
are freestanding, independent dealers.

Senator Packwoob. All right.

In Japan, are you prohibited by law from opening Chrysler deal-
erships on your own, the way Volkswagen did here eventuaily?

Mr. PerxiINs. No, not by law. It is just by practice, sir, that we
are not able to get access to those dealers.

Senator PaAckwoop. No, I mean open your own. I don’t mean
access to those dealers. Could you open your own dealerships?

Mr. PerkINs. Yes, we could open our own dealerships, if we were
willing to—and you might say, “Well, why don’t you do it?”’—spend
the hundreds of millions of dollars that it would cost to buy real
estate in a country that has extremely high real estate prices.

For example, we have estimated it would be $10 to 20 million to
open one dealership in the Tokyo metropolitan area, for the cost of
the real estate alone. And frar.’ly, we can put those funds to better
use to expand our distribution system into countries who welcome
us, like Taiwan. -
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Senator Packwoob. 1 want to back up on the law, first, so I un-
derstand.

The Japanese dealers, I assume, have to pay the same real estate
prices. They are not given a favorable tax benefit or a favorable
land sale break, are they?

Mr. PerxINs. No. The dealerships, frankly, that we are up
against were established 20 to 30 years ago, and, hence, they paid
very, very modest sums to enter. And that was a time when, by
law, we were unable to export to Japan. Foreign exchange curren-
cy laws kept our entire industry well below 2,000 imports a year,
for years and years and years.

Senator Packwoop. In the United States, if one of your dealers
wants to handle a foreign car, can you prohibit them from doing
that, or terminate your dealership with them if you want?

Mr. PERKINS. Absolutely not.

Senator PAckwoop. You cannot?

Mr. PeErkins. We cannot.

Senator PAckwoop. Somebody who is a Chrysler dealer, you
cannot terminate them?

Mr. PerkiINs. No, sir. We can only terminate them for cause. And
in our company’s case, that is if they aren’t maintaining the sales
rate that they should be in that area——

Senator PAckwoop. Which means they can handle other prod-
ucts, and that is okay?

Mr. PerkINS. Absolutely. And they do. The only other thing that
we are looking at is if they don’t provide customer-satisfaction;-in
other words, quality service.

Senator PAckwoob. What is the law on that?

Mr. PErkINS. It is by individual States. You have a whole series
of fair trade laws, and it basically goes back to the Robinson-
Patman Act, where there are various fair trade laws on the books
of all of our States, and it is to encourage competition and to en-
courage our consumnr practices in this country.

Senator Packwoop. Now, educate me some more. Would the
same apply to hamburger franchises?

Mr. PerkiINs. I would assume so, sir. I am not in that business.

Senator Packwoob. So, the franchisee does not have the power
to determine who they give the franchise to and what they will
hold? You don’t have a contract where I can say, “We want you to
handle only Chryslers,” or only Chrysler-Plymouth?

Mr. PerkiINns. That is correct, Senator.

Senator PAckwoob. All right.

Mr. Lovett, let me ask you a couple of questions. This is an area
I do know better than automobiles.

Mr. Loverr. Yes, sir.

Senator Packwoon. We have about $2.2 billion in export trade
with the Japanese now in wood, paper, and related products.

Mr. LoverT. No, sir, in just solid wood products it is $2.2 billion.

Senator Packwoob. Just wood solid products?

Mr. Loverr. Just solid wood products. If you include paper, it is
up over $3 billion.

Senator Packwoob. Hold on just a minute.

[Pause.]
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_Senator Packwoop. While he is checking something, is the $1.2
billion additional figure that yo' 2stimate only wood products? Or
is that wood and paper and related products?

Mr. Loverr. We are just talking solid wood productsesir.

Senator Packwoop. By “solid wood,” do you mean logs and
lumber, or do you mean lumber?

Mr. Loverr. When we are talking about the additional incre-
ment? We are talking processed products. We are talking lumber,
veneer, plywood, particle board, OSB, the whole range.

Senator Packwoop. Yes, but wood products, not paper products.

Mr. Loverr. Wood products. That is right. Yes, sir.

Senator Packwoobp. Now, I was intrigued with a couple of things.
The Japanese houses, for example, although they do use post and
beam constructions, they don’t use the quantity of wood in a house
that we do.

Mr. Loverr. That is correct. And generally they are much, much
smaller than our houses.

Senator PaAckwoob. And even for a small house, they don’t use
as much wood as we do?

Mr. Lovert. [ believe that is true. Yes, sir.

Senator PAckwoobp. Are you suggesting that Japan ought to be
compelled to change its housing laws or its housing sizes, or some-
thing? Because clearly there is a Japanese timber industry. Pro-
tected as it is, one exists. But that kind of a law discriminates
equally against them and us, doesn’t it?

Mr. Loverr. What we are saying is not so much that there
should be any attempt to try to change Japanese lifestyles, per se; I
think that this is just pointing out that they do have land-use poli-
cies, tax policies, bankruptcy policies, subsidy policies, and so forth,
which, taken as a group of interlocking trade practices—although
they are not specifically trade practices, but they do impact, they

-are trade distorting. But taken as a group, they do restrict the abil-
ity of the Japanese consumer to enjoy a lifestyle comparable to
ours, even though they have a per-capita income that is much
greater than ours.

Senator Packwoob. Of course, that is a conscious policy.

Mr. Lovert. That is right.

Senator Packwoob. If you talk to some of the Japanese economic
ministers over the years, they would make the contention this
country is over-housed. They have made a conscious decision to
spend less on consumption generally, of which housing is one item
to consume, and spend more on saving. We are perpetually pushed
in this country to do more on saving and less on consumption; but
in this particular area you are saying, literally, the Japanese ought
to change their policy and spend more on housing, whether that is
bigger housing or whether it is cheaper land, or whatever.

Mr. LoveTrT. It is a combination of those things. But really, the
key factor is the availability of land—one of the major factors.

Senator PaAckwoop. One of the few things, though, over which
government doesn’t have control. We haven’t yet figured out, short
of the Dutch, how to create land. -

Mr. Loverr. That is true. However, the tax policies that are in
place and some of the other policies, government economic policies,
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very much inhibit the release of available land in the Tokyo area,
for example, for construction.

Senator PaAckwoob. I can see the frustration. When you fly over,
you see all of these rice paddies in Tokyo—I am not talking about
100 miles out—that cannot compete with our rice farmers. But no
rice goes in. So, there is land that could better be used for housing,
and the consumers could have cheaper rice and cheaper housing,
gnd as a matter of policy the Japanese Government prefers not to

o it.

Mr. Loverr. That is correct. Yes, sir. And I think that we can
feel virtuous about this particular 301 submission, because I think
that it would benefit the Japanese consumer; it could also benefit
the Japanese wood products industry in many ways. So it is cer-
tainly nothing that is going to be harmful in any way to the Japa-
nese economy if they liberalize in the area of wood products.

Senator Packwoobp. You have seen the same things I have—I
don’t know if our audience has—that Japan has lots of what we
would call mom and pop sawmills.

Mr. Lovert. Yes, sir.

Senator PAckwcop. We haven’t seen them in Oregon probably in
40 years. They used to be by the side of the road, and they had a
band saw and a circular saw and maybe 10 employees. Japan still
has lots of these.

They are not an economic producer of wood. The figures that you
have about the efficiencies—they cannot produce wood as cheaply
as we could produce it for them and send it to them. They can
argue all they want about size, standards, or codes; but in terms of
can they cut the wood as well as we can, they don’t. The biggest
mill they have produces 6 percent of the lumber that our single
biggest mill produces in this country. So, they do have a very re-
stricted policy.

Logs is another. They have a differential tariff between logs and
lumber. The reason they want the logs is for these mom and pop
sawmills, part of which are the backbone ot the Liberal Democratic
Party, which is true in any conservative party if their backbone is
fishing, agriculture, timber, whatever the next-to-the-land group is.

I want to thank you very much, not only for the testimony today
but for helping with the Department of Commerce study and the
evidence that you gave. Have you had a chance to see the draft of
that study now?

Mr. Loverr. Yes, sir, I have, and we want to thank you very
much for requesting it.

Senator PAckwoob. I think it is 99 percent down the line—and I
have very seldom seen a study come out like this—with the allega-
tions that the National Forest Products Association was making,
which clearly means that you weren’t puffing, that you said, “Yes,
here are things that can be changed that can make a difference.”

Mr. Loverr. Yes, sir. That is correct.

Senator PAckwoob. Thank you.

Now let me go back to cars once more, Mr. Perkins, because now
I have to ask questions that I don’t know.

Under the Robinson-Patman Act, you cannot terminate a fran-
chise if that person says, “We are not going to handle Plymouths
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anymore, we are going to handle Chevrolets instead; we want to be
a Chrysler-Chevrolet dealer”?

Mr. Perkins. No. I am not a lawyer, sir; but under various fair
trade laws that are operating in just about every State of the
Union, you cannot terminate a dealer except for cause. In our
agreement with our dealer body—Ilet us turn it to our dealer
body—the only way you can terminate a Chrysler dealer, would be
if the dealer has not been able to make their sales objective, which
is a statistically drawn-out exercise of what the average penetra-
tion should be in a market area; and second, we just put into our
dealer agreement 2 years ago a factor of what we call “The Cus-
tomer Satisfaction Index”—in other words, are they offering qual-
ity service to our customers.

Senator Packwoop. But this is a contractual arrangement be-
tween you and your dealers, isn’t it?

Mr. PERKINS. Yes.

Senator Packwoob. It is not a legal arrangement.

Mr. PerkINs. No, this is our contractual arrangement.

Senator Packwoop. Right.

Now tell me this once more. If they dump Plymouth and pick up
Chevrolet, you could not terminate that dealer?

Mr. Perkins. Except for the two causes mentioned, that is my
understanding.

Senator PAckwoob. That is interesting.

I have no other questions right now. Senator Moynihan is not
going to return, and we are therefore adjourned.

Gentlemen, I thank you very much.

[Whereupon, at 12:29 p.m., the hearing was concluded.]
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Packwood, Roth, Danforth, Chafee, and Heinz.

[The press release announcing the hearing follows:]

[Press Release No. H-31, June 5, 1989}

SENATOR BENTSEN ANNOUNCES HEARING ON SupER 301

WasHINGTON, DC—Senator Lloyd Bentsen (D., Texas), Cheirman, announced
Monday the Finance Committee will hold a hearing on “Super 301” and ‘“‘Special
301", the fourth in a series of hearings on oversight of the Omnibus Trade and Com-
petitiveness Act of 1988.

The hearing is scheduled for 10 a.m. on Wednesday, June 14, 1989 in room SD-215
of the Dirksen Senate Office Building.

‘“The decisions announced on May 25, 1989 by U.S. Trade Representative Carla
Hills meet the initial requirement to identify U.S. trade liberalization priorities
under the ‘Super 301’ and ‘Special 301’ provisions of the 1988 Trade Act. The law
next requires a series of follow-up actions aimed at opening up foreign markets to
U.S. exports. I am scheduling this hearing to review the initial ‘Super 301’ and ‘Spe-
cial 301’ decisions, and learn how the Administration intends to proceed from here,”
Bentsen said.

The *“Super 301" provisions of the Omnibus Trade and Coinpetitiveness Act of
1988 require the U.S. Trade Representative to identify the trade liberalization prior-
ities of the United States, including priority foreign countries and priority practices.
Under the “Special 301" provisions of the 1988 Trade Act, the U.S. Trade Represent-
ative is re(iuired to identify countries that deny adequate and eifective protection of
intellectual property rights. On May 25, Ambassador Hills announced the “Super
301” and “Sgecxal 301” decisions. The Committee is expected to sxamine these deci-
gions, and the bases for them, as well as consider the Administration’s plans for
future actions pursuant to these provisions.

OPENING STATEMENT OF HON. LLOYD BENTSEN, A U.S. SENATOR
FROM TEXAS, CHAIRMAN, SENATE FINANCE COMMITTEE

The CHAIRMAN. This hearing will come to order.

The Ambassador has a meeting with the President at noon, so
she will be leaving this committee at a quarter of twelve. The com-
mittee had a private discussion with her earlier and we want to
carry it on here now.

This hearing is the latest in a series of oversight hearings on the
1988 Trade Act and its implementation, and it follows the adminis-
tration’s designation under Super 301 of the countries of Japan,
Brazil, and India as U.S. “trade liberalization priorities.”

43)
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We also want to look at the decision under the Special 301 provi-
sion on intellectual properties to set up a watch list of countries
that need to improve efforts in that area.

I must say that prior to the decision to name these three coun-
tries on the part of the executive branch, the administration was
subjected to a great deal of pressure from those three countries and
from others not to be put on the list, and the members of this com-
mittee saw a whole parade of lobbyists and folks that had an inter-
est in seeing that the country they were representing would not be
on that list. But the 1988 Trade Act calls for a prompt, comprehen-
sive trade policy of opening foreign markets, and that is what
Super 301 is intended to help accomplish.

There are still a lot of questions about where we are going to go
from here. Particularly, I think, we will be seeking greater detail
about the President’s call for the USTR and the Secretary of State
and Secretary of Treasury to put together an interagency group to
negotiate on Japanese structural barriers to trade, such as the
system of distribution. That effort goes to the very heart of the
problems that American firms are facing in dealing with Japan.
Any success that may follow from that effort could be far more im-
portant than the Super 301 specifications on lumber, satellites, and
supercomputers, but I think may be even more difficult to accom-
plish.

In addition, I think the members of this committee will be inter-
ested in understanding who is going to lead that interagency effort,
and how it is going to be staffed. As far as the members of this
committee are concerned, and the Trade Act requires, the USTR is
to be the administration’s principal spokesman on trade. I am
somewhat concerned that the Super 301 negotiations could be a
throwback to the MOSS talks, which lacked that element of central
coordination, and as a result, the Japanese nearly talked us to
death. They talked and talked and shipped and shipped and talked
and talked and shipped and shipped.

So even though the initial decisions have been made, there is a
lot we have to discuss.

So once again, we are delighted to welcome you back before this
committee, Ambassador Hills, and I would now defer to my col-
league, the ranking member, Senator Packwood, for any comment.

OPENING STATEMENT OF HON. BOB PACKWOOD, A U.S. SENATOR
FROM OREGON

Senator PAckwoop. Madame Ambassador, first let me thank you
for what you have done for the timber products industry in the
naming of the Japanese in the unfair practices. I know you had a
hundred practices from scores of countries to choose from and you
could not name them all, and I am personally appreciative and the
Northwest is personally appreciative.

And secondly, let me personally congratulate you. It is interest-
ing to watch as new administrations come in and everybody in
high-level positions sort of starts off equal and then certain people
rise to the top and certain people sink to the bottom, and without
mentioning any names, you can see some that are sinking already.



45

You have absolutely risen to the top. If you were a movie, you
would be a “must see.” [Laughter.]

And I just want to congratulate you personally because every-
body starts out in this business roughly equal, and in a short
period of time you are a star and with justification.

Ambassador HiLLs. Thank you very much.

The CHAIRMAN. Most of them reach their high point at the con-
firmation hearing. [Laughter.]

But I would certainly agree with Senator Packwood.

Now let me say the early-bird list was Senators Riegle, Danforth,
Symms, Packwood, Baucus, Chafee, Rockefeller, Roth, and Matsu-
naga. .

Senator Iliegle, do you have any comment to make?

OPENING STATEMENT OF HON. DONALD W. RIEGLE, JR., A U.S.
SENATOR FROM MICHIGAN

Senator RiegLe. Thank you, Mr. Chairman.

Let me just say that I though we had a very constructive conver-
sation earlier with Ms. Hills and a very useful one. I would like to
just say at this point two things that are partly a restatement of
our earlier conversation.

I must say I am very distressed by the information that contin-
ues to accumulate on our overall trade and debtor nation status. I
draw attention to the article today on page 2 of The Wall Street
Journal, a headline of which “U.S. Payments Deficit Widens By
Seven Percent Indicating Trade Gains May Be Stalling,” and it
goes on to talk about the fact that there is a general view develop-
ing that the trade improvement seems to have pretty much stalled
out. There are a lot of factors involved in that, only part of which,
of course, deal with unfair trade barriers which Super 301, among
other things, is attempting to deal with.

It must be said that we have a lot of internal improvements to
have to make to drive up our savings rate and capital investment,
productivity improvement, and so forth. But in any event, the fact
that we are on our way to what the New York Federal Reserve es-
timates to be a trillion dollar foreign debt owed by the United
States by 1992 I think is just a horrendous, horrendous trend-line
problem for us and one that we need to bear down much harder on
correcting. »

And with respect to that and with respect to Super 301, I am
concerned about the fact that we basically have 2 years as the law
is now written to implement the Super 301 approach, and I am
wondering about when you have to come back in early 1990 for the
second go around.

Based on the work that you are now doing—and I feel very posi-
tive about the work that you personally are doing and your
people—do you envision that when you come back around the
second time that countries that have not been forthcoming will be
under very intense examination, if you will, and with the prospect
that they might be listed, or will we go further in terms of struc-
tural barriers that either we have identified in which too little
progress is made or perhaps other structural barriers that more
time gives us an opportunity to identify? Will we likely see when
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we come back around a year from now sort of a second application
of the examination aspect of this law and t{ool to bring to light and
out into the open other problems, such as new countries on the pri-
ority list or new specific practices or structural barriers? Can we
anticipate that if problems exist out there that we will see some-
thing brought forward in terms of a Round Two when we get to
that point?

Ambassador HiLLs. We surely will apply the law vigorously next
year, as we have this year. I cannot tell you precisely the practices
that will earn the right to come to the top of the list as our trade
liberalization priorities, but I can say that we will energetically
review all of the problems that our entrepreneurs face, and the
fact that a country or a practice was not named this year by no
means provides any insulation against being named next year.

Senator RieGLE. I think that is a very important statement.

The second thing I would ask you is this. If we find, given your
diligence and really very strong start that Senator Packwood and
Senator Bentsen have mentioned, at the end, say, of the 2-year
period, that the Super 301 tool has worked effectively, but it is
something that requires continuation, I would assume that you
would be prepared to recommend that if you felt that way so that
we would not have that tool lost to us after a 2-year period of time
if it was clear to you that we needed to retain it.

Ambassador HiLrs. Of course. I will always be candid.

Senator RIEGLE. Very good.

The CHAIRMAN. Let me make a point here that I did not make
clear. For now, I would ask members to limit discussion to just
comments that you might want to make and then we will have a
round of questioning, because I would like to have Mrs. Hills to
have an opportunity to make her statement.

Ar;: there others who would like to make a statement at this
time?

Senator DANFORTH. Mr. Chairman?

The CHAIRMAN. Let me see who I have.

Senator Danforth is next.

Senator DANFORTH. Well, I would simply like to join in com-
mending Ambassador Hills for the excellent job she has done. I
think that Super 301 has worked out, is working out, as we intend-
ed when it was drafted, and I would say, Carla, that if you were a
baseball team, you would be the Cardinals. [Laughter.]

Ambassador HirLLs. Thank you.

The CHAIRMAN. Senator Baucus.

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

Senator BaAucus. Mr. Chairman.

We all agree. You have done a great job. In fact, not only have
you personally done a good job in persuading the administration to
utilize Super 301 in the way that it was intended to, you also
named the practices that probably should have been named.

Beyond all that, I have noticed a new high in cooperation be-
t%n the executive and legislative branches on trade issues. That
is Very welcome news. That has not always been the case. Your
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predecessor was very good, but you are even better, I think, at
pushing the cooperation to even a higher level. And I continue to
look forward to working with you, as I know other members of the
committee do.

And one other final point, Mr. Chairman. I join you, Mr. Chair-
man, in saying that when the administration negotiates with
Jdapan in the structural initiative, it is critical that the USTR have
the lead role. In fact, if the USTR does not have the lead role, then
those negotiations will lack credibility. It is my very firm hope that
the administration understands the wisdom of naming the USTR,
and if the cooperation continues, I think that they will.

Ambassador HiLLs. Thank you very much.

The CHAIRMAN. Thank you.

Senator Chafee.

Senator CHAFEE. No thank you, Mr. Chairman.

The CHAIRMAN. Senator Rockefeller.

Senator ROCKEFELLER. No.

The CHAIRMAN. Senator Roth.

Senator RoTH. No, I will wait.

The CHAIRMAN. Senator Matsunaga.

Senator MATSUNAGA. No opening statement.

The CHAIRMAN. Ambassador Hills.

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

Ambassador HiLLs. Thank you, Mr. Chairman, and members of
the committee.

I have filed yesterday a long written statement. In view of the
time, I might just summarize a few points.

As you know, our U.S. trade strategy is clear. It is to open mar-
kets and to expand international trade within a multilateral trad-
ing system based upon clear and equitable rules. OQur challenge is
to muster all the tools at our disposal, including Section 301,
toward that end.

I am pleased to report that we have already been able to use the
leverage afforded by Super and Special 301 to obtain significant
trade liberalization through bilateral negotiations in the month
preceding our Super and Special 301 decisions. I refer particularly
to the negotiations that we had, which were quite fruitful, with
Korea, which agreed to open its markets in the areas of invest-
ment, localization, and agriculture, and also with respect to
Taiwan, which developed an action plan that promotes the opening
of the Taiwanese market to all exporters. We expect the two coun-
tries to live up to their plan.

We also obtained significant improvements in the protection of
intellectual property rights through bilateral agreements with the
Peoples’ Republic of China, Columbia, and Taiwan under Special
301. These successes underscore the value of bilateral negotiations
on particular practices to complement our multilateral negotia-
tions.

We will address other practices, including trade distorting subsi-
dies, agricultural practices, and barriers listed in the national
trade estimates reports in our ongoing bilateral and multilateral
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negotiations. And, of course, we retain the right to self-initiate 301
petitions on other practices throughout the year, and American in-
dustry is free to petition on its own.

On June 16 we will initiate the investigations under the 301
process on all six practices we have identified, and as of this time,
we have requested consultation with our trading partners in each
of the six areas.

I think with that, Mr. Chairman, I will end and I am more than
happy to answer your questions.

[The prepared statement of Ambassador Hills appears in the ap-
pendix.] ' i

The CHAIRMAN. All right.

Madame Ambassador, we have heard a lot of opposition to Super
301, and I can understand that. Many countries have a substantial
trading surplus with us, and they do not want anything to change
and certainly do not want a highlighting of protectionism in their
own countries. But from what you have stated, I take it you have
found Super 301 to be a useful tool thus far; is that correct?

Ambassador HiLLs. Yes, the statute did provide us with some le-
verage, which is the good news. However, it did create some ten-
sion, which is the bad news. And what I have tried to tell our trad-
ing partners is that it is our intent to implement 301 in a manner
tﬂat (\ivas consistent with the multilateral objectives which we
shared.

The CHAIRMAN. Now the charge the Europeans in particular
have made is that this is unilateralism.

How do you respond to that?

Ambassador Hivrs. I tell them that the only thing unilateral that
we have done is to post on a bulletin board our trade liberalization
priorities for the year. We then will commence to consult, discuss,
talk about those priorities and that is a bilateral effort. And since
we are asking for liberalization in areas which all nations have
identified as needed at Punta del Este there should be progress.
Hence we are acting in a manner that is consistent with multilat-
eral objectives and we will continue to do so.

The CHAIRMAN. So when we name Brazil and India, for example,
who have been really obstructing the expansion of services, invest-
ment, intellectual property protection, that what we are really
doing is trying to promote the objectives of the Uruguay Round
and open up_trade. And if we make headway on those objectives in
the Uruguay Round, then we will have accomplished our goal it
seems to me.

Ambassador Hiuts. That is correct.

The CHAIRMAN. Let me ask another one about the Japanese secu-
rity market, which pretty well closed to foreign investors and par-
ticularly closed insofar as participation of foreign investors in Jap-
anese companies as stockholders, unlike this country. Once again,
you have a structural impediment to trade.

Do you intend to try to pursue talks in that sector?

Ambassador HiLLs. We are willing to discuss on behalf of inves-
tors impediments in Japan to investing. It has been brought to our
attention that recently some investors have had difficulty in get-
ting the kind of rights that they feel that they are entitled to as a
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result of minority-share investment in a particular corporation. So
we stay vigilant.

The CHAIRMAN. All right.

When you recited the things that Korea and Taiwan intend to do
to liberalize their trade practices, do you have in place a means of
monitoring their actions to see what progress has been made, and
do you have some time period in mind in the achievement of those
objectives?

Ambassador HiLis. Absolutely. Whenever we have an action
plan, we have a time frame and we monitor very carefully what
the countries are doing. When they say they are going to enact
laws, we watch. When they say they are going to more rigorously
enforce laws, we also watch.

The CHAIRMAN. Let me show you one of the many frustrations in
trying to penetrate the markets of Japan. I have a steel company
in Texas that makes hard-faced steel plate. Japanese producers
cannot produce that product in Japan for anything like the cost
that we can deliver it from the plant in Texas to Japan. But there
is a strong feeling in Japan to buy from Japanese sources. I under-
stand that, but I do not know how you overcome that. Some of the
structural impediment are so diffused, I do not know how you seri-
ously address it.

Ambassador HiLLs. We spend time not only talking to the minis-
ters who are leaders in the Japanese Government, but we spend a
good bit of time talking to Japanese business organizations about
the need for Japan to become a superpower in terms of importing
and that that heed is not simply a wish of the United States to cor-
rect its trade balance. There is a need for Japan to participate as
the economic power that it is in expanding world trade. It is in
Japan’s best interest to begin to import as well as export lest it
create such a dramatic dislocation that it triggers a very bad result
in the trading system that adversely affects its future. We hope
that we are making ourselves clear.

The CHAIRMAN. You are just absolutely right, but it is hard to
get that message down to the individual, specific interest in Japan,
who says, “Well, let’s get ours, and overall, let the collective image
of Japan overcome that.”

Ambassador HiLLs. As the globe becomes more interdependent,
as the Japanese companies invest more here, the problem of their
restricting imports and failing to do business in an international
fashion becomes more apparent in my view, and so I am very hope-
ful that they will understand that the thriving environment in
which they have made investments and exports cannot continue if
the second largest market in the world does not participate in
international trade as an international superpower.

The CHAIRMAN. The second largest market—you are already
talking about Europe 1992, I guess. All right.

Senator Danforth.

Senator DANFORTH. I have no questions, Mr. Chairman.

The CHAIRMAN. Senator Baucus.

Senator Baucus. Thank you, Mr. Chairman.

Madame Ambassador, I compliment you on naming forest prod-
ucts as one of the practices under Super 301 with respect to Japan.
I would like to know how widespread and I would like to know the
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scope of your inquiry. As you know, the Commerce Department
listed a long series of various processed forest products in Japan,
including standards, tariffs, and subsidies.

Could you give us a sense of the scope of the inquiry that you
intend to undertake?

Ambassador HirLis. Our inquiry will be broad. We focused our
initial 301 investigation on standards which are discriminatory, but
we also intend to address other impediments that make it impossi-
ble for forest products to be imported into the Japanese market.

Slie?nator Baucus. So that will include subsidies and tariffs as
well’

Ambassador HiLLs. They will certainly be part of our discussions.

Senator Baucus. As you well know, one of the benefits of Super
301 is that it encouraged some other countries to grant concessions
in order to avoid being named a priority country. Korea is one. 1
noticed, though, in the concessions that Korea granted, one conces-
sion Korea did not address was our 301 action with respect to beef
in Korea.

Could you tell me the degree to which the administration intends
to continue to pursue opening up Korea to American beef exports?

Ambassador HiLrs. We have made it very clear to Korea that
that market opening is very important. We believe that we will
have a result through the GATT organization that permits us to
negotiate market opening. The balance of payment rule on which
Korea_has relied to deny open access to its beef market is under
scrutiny and we believe is an area where we will get a liberaliza-
tion ruling in a matter of weeks. So that that, plus our efforts to
point out the significance of that market for opening, I think will
achieve the kinds of results that you are looking for.

Senator Baucus. Frankly, I think the best news in your an-
nouncement with respect to 301 and Japan is your structural initi-
ative that you are undertaking with Japan to address consumption
rates, as I understand it, the Japanese distribution system, and
maybe even our low, unfortunately, U.S. savings rates. If we are
going to have an agreement, obviously Japan and the United
States both must grant concessions and work toward objectives
that benefit, not only our two countries, but our trading system.

Could you give us a little better idea of the timetable and how
you see those negotiations proceeding, including any dates, or just
a little more flesh and blood so that we have a better sense of
eit}:i%r how you have proceeded thus far or how you intend to pro-
ceed?

Ambassador HiLrs. Well, first of all, let me say that I agree with
iou. I think the structural initiative is in the right direction and I

now that you have urged this sort of effort in the past, and we
very much agree with your suggestion.

We have commenced negotiations with Japan even before the
end of the first week of June to schedule meetings so that we could
commence the discussions necessary for the structural initiatives.
This week we have a team in Japan. One of my deputies, Linn Wil-
liams, is there with his counterparts, subcabinet officials from
State, Commerce, and Treasury. We are engaging in negotiations
that include discussions of the sort you mentioned, and we will pro-
ceed with regularity to hold these discussions. And I think they
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will be constructive because when we have talked, and when we
did talk, with our Japanese counterparts when I was in Europe at
the end of May and the beginning of June, we made it very clear
that we do need to have results.

Senator Baucus. Well, I urge you to work very aggressively to
set deadline dates, and to set benchmark dates, because now that
we have this opportunity, it is very important that we not let it
slip by. All these other matters are important. I think this one is
as important, if not more important, because even if all barriers to
trade are eliminated with Japan, as we well know, that is not going
to totally eliminate the trade deficit. It probably will not eliminate
more than 15 or 20 percent of the trade deficit.

Ambassador HiLrs. Right.

Senator Baucus. And it is these structural matters, which are
the primary cause of the trade deficit, and they are what we have
to keep our eye on. I urge you to proceed very vigorously and be
sure that you are in charge. Because if you are, I think we will do
a good job.

Thank you.

The CHAIRMAN. Senator Rockefeller.

Senator RockereELLER. Thank you, Mr. Chairman.

I have two questions, Ambassador Hills. I would join those who
praise you for your work. I particularly echo the sentiment that
there is a very different atmosphere between the administration
and Congress, and I think that your forthrightness and clearhead-
edness is very much a part of that. We all very much appreciate
tha%. Certainly on the Democratic side, it has been strongly no-
ticed.

You, in your testimony, relate, that Korea and Taiwan did a
number of very dramatic things in this rush to not be named under
the Super 301. You have listed them, and it is extremely impres-
sive. The Koreans, for example, make these changes to encourage
imports from the U.S,, although the actual measures, quite proper-
ly, open the Korean market on a global basis.

The Koreans, 1 think, are very worried now that thrsc openings
have been made that the United States business commumuiy will
not take advantage of them, and that instead, other nations, most
notably Japan, will get the benefit. This, tragically, would not be a
new phenomenon.

I am curious about your thoughts on that worry. I know this is
not in the charge of USTR to stimulate American industry to take
action, I do think it is the responsibility of all of us to make sure
that our businesses take advantage of what you have very skillfully
negotiated and what the Xoreans and the Taiwanese have made
available.

Ambassador HiLis. You are right. In our small agency we do not
engage in outreach programs in a massive way. That activity is
within the portfolio of the Commerce Department; it is my impres-
gion that they are doing a very good job at that. They send more
than 15,000 pieces of mail out per week, perhaps more now, but
they try to keep the American business community fully apprised.

And we do too through our private-sector advisors. We have
more than a thousand private-sector advisors in all areas of busi-
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ness so that they are fully apprised when there is a market open-
ing and their obﬁgatiun is to help their sector to be knowledgeable.

Your are right, that when we do achieve a market opening, we
do not restrict it to U.S. entrepreneurs. We do not make sweet-
heart deals for the United States. We open markets to all nations.
We think that is in our best interests. Our trade strategy is to open
markets and expand trade for all nations, and we believe that that
is the motor of growth that will generate world prosperity.

The fact that we confess that in opening all markets we will not
substantially reduce our trade deficit, which is a reflection of a gap
between what we produce and what we spend or what we save and
what we want to invest, and that gap simply must be filled by im-
ported foreign capital unless we are willing to save more to fill the
gap. But that gap is the result of broader economic factors. We
have to deal with those factors ourselves. I agree. And I think that
this administration is trying very hard to deal with them through
improvement of the budget deficit, through reducing government
“dissavings,” if you will, and we will have to do more to encourage
the private sector as well to increase savings. °

But as we have this correction ongoing through the cooperation
of the Legislative Branch and the Executive Branch, it is very im-
portant that that correction take place in the context of growth
rather than import contraction. And so that is what our effort in
trade is all about: it is to ensure that we get maximum world
growth. We do not open markets only for the United States, but
rather for the world trading system at large.

Senator ROCKEFELLER. | appreciate that. That is also where the
U.S. Foreign Commercial Service within the Department of Com-
merce becomes enormously important.

Ambassador HiLLs. Right.

Senator ROCKEFELLER. My second question, Mr. Chairman, re-
lates to something that I often bring up. Ambassador Hills, please
provide a written response to this at your convenience.

It relates to the Japanese patent system, and you have heard me
on this before. They average 6 to 7 years to grant a patent. When
you are dealing with high technology, a year and a half to two
years is a generation. A patent delayed is protection denied. Japan
uses its patent system to extract cross-licensing, i.e., “We will give
you the patent. You give us the technology,” and classically, Amer-
icans are forced to give into that. Thus, the Japanese win again.

There have now been two meetings of the joint U.S./Japan Bilat-
eral Working Group on Intellectual Property. There has been abso-
lutely no progress. The Japanese are stonewalling totally. They are
saying that there are no problems; they talk about us harmonizing
ourselves with the rest of the world. It is a very shabby story. The
Japanese patent system is a major problem affecting our high tech-
nology areas.

You have put Japan on a watch list on this matter, and I would
simply like to know how you see progress coming, and what you
intend to do about it so that this matter of Japanese patent prac-
tices, particularly for high technology, can be resolved.

I would really like to have a written response on that.

Ambassador HiLis. I will be happy to give you a written re-
sponse.
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[The information requested follows:]

The United States has an ongoing dialogue with the Government of Japan on the
problems U.S. companies have encountered in obtaining patent protection in Japan.
Principal among these problems is the very long time that it takes to obtain a
patent in Japan. We have raise patent issues with the Japanese through a number
of fora. In fact we have created a working group on intellectual property which has
devoted a whole week of meetings to patent issues. We are also raising patent issues
with the Japanese in SII. Frankly progress has been slow, in part because many of
the issues we have raised with them bilaterally are also under discussion in multi-
lateral fora. But we intend to continue pressing at ever opportunity. And we will
raise these issues with the Japanese at the September Trade Committee meetings.

The CHAIRMAN. Senator Roth.

Senator RotH. Thank you, Mr. Chairman.

Ambassador, I would like to bring up a subject that I have dis-
cussed with you a number of times, and that is the question of
some kind of structural relationship between the EC and ourselves
to discuss periodically matters in dispute or controversy. A number
of senators had the opportunity yesterday to meet with President
Delore, and he once again indicated his willingness and desire to
do just that; in other words, to proceed with some kind of a process
or procedure whereby we would have the opportunity to comment
on matters of concern.

I might point out that this involves not only trade, but the entire
relationship between the EC and ourselves. Obviously, it involves
investment, monetary matters, as well as military procurement. I
know that there is to be a meeting later today with President
DeLore, and I would just like to urge you and the administration to
take steps to open up this process.

There has been and continues to be concern as to the transparen-
cy of the process in the EC as they develop the various directives.
There is going to be a lot of differences and disputes. I know that
you have set up certain procedures with high-ranking officials in
EC and yourself, but I think it would be a lost opportunity if we
did not take advantage of this opportunity, and I would hope that
you would do everything you can to see that we accept this invita-
tion from the President.

Ambassador HiLrs. Well, I appreciate your thoughts. I will be
seeing President DeLors and I am happy to discuss with greater
precision what he is suggesting and what we can do in response.

Senator RotH. Well, I just want to join my colleagues again,
Carla, in congratulating you for your strong leadership. We appre-
ciate that. .

Ambassador HiLLs. Thank you very much, Senator.

Senator RotrH. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Madam Ambassador, I have another question I discussed with
you earlier in the meeting and want to reiterate it now, and Sena-
tor Heinz has asked specifically a couple of questions on it which I
would ask you to respond to in writing.

Ambassador HiLrs. I am pleased to.

[The information appears in the appendix.]

The CHAIRMAN. That is the question of the limitation that the
European Community is about to put on insofar as allowing foreign
television programs in Europe. We had the same kinds of problems
on financial services, and some of us went over and met with Presi-
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dent DeLors and other members of the Commission. Although we
have some limitations on our own banks, we afford European
banks and financial services as much access as our own are al-
lowed, and we felt that that was the way that this should be han-
dled instead of mirror legislation on the part of the European Com-
munity.

And that, along with the efforts of others, apparently had some
effect, and they changed their policy. We also talked about local
content and domestic content, a fight we have had in this country.
We listened to them talk in England about 60 percent domestic
content; in France, 80 percent domestic content. Products had to be
stamped “Made in Europe, 80 Percent” or they were not sold. Now
we hear Vice President Bangeman is making some modest changes
in that regard, and that is encouraging.

But then to see the Europeans turn around and start putting
quotas on foreign television programs, that wherever feasible, at
least 50 percent of it had to be domestic production. That gives us
serious concern. This is a major product for us. It is growing in
export numbers. In meeting with President Delors yesterday I
voiced my objection. I hope very much that you will do the same in
your meeting at noon with President DeLors and President Bush. I
would strongly urge that.

The other point, it is gratifying to me after we took some hits
last year on the trade bill and Section 301, and we heard all of
these countries saying we were going to start trade war. Well, that
has not come to pass and I never did believe it would. I think
Japan and others are much too smart to run off their number one
customer.

But it was gratifying to me to hear you talk about how helpful
Super 301 had been, and whereas the previous administration in
many instances really fought us on the trade bill, it is interesting
to see this one, and you as a representative of it, utilizing that tool,
and we are very appreciative of that and delighted with the
progress that is being made.

Do you have any further comment, Senator Baucus?

Senator Baucus. No.

The CHAIRMAN. We are going to let you out early. Thank you
very much for your help.

Ambassador HirLs. Thank you very much, Mr. Chairman.

[Whereupon at 11:32 a.m., the hearing was concluded.]
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ALPHABETICAL LISTING AND MATERIAL SUBMITTED

PREPARED STATEMENT OF WiLLiaAM T. ARCHEY

I am William T. Archey, Vice President, International, of the U.S. Chamber of
Commerce.

When Congress enacted the Omnibus Trade and Competitiveness Act of 1988 (the
1988 Trade Act), it sent two overriding messages: first, to the international commu-
nity, that it is no longer ‘business as usual”’ on matters of international trade
policy, as the U.S. intends more aggressively to assert its legitimate trade rights;
and second, to the U.S. executive branch, that trade policy must be given a higher
priority in the public policy process of the U.S. government.

As you know, the U.S. Chamber was a strong supporter of the 1988 Trade Act. We
disagree with critics who maintain that it is protectionist; rather, we see it as the
Congress intended, to be aimed at opening markets, not closing thee However, the
Chamber also believes that a successful trade policy must begin rather than end,
with the enactment of trade legislation. Last November, the Chamber’s Board of Di-
rectors specifically recommended that the Bush Administration “vigorously enforce”
the new trade law, including its “Super 301" provisions. To that end, I am pleased
to report to the Committee the steps that the Chamber has taken to support the
implementation of the Trade Act’s market access provisions.

MARKET ACCESS AND “SUPER 301"

The 1988 Trade Act contains various provisions relating to general market access
issues and procedures {e.g., section 301), as well as to such specific issues as restric-
tions on access to foreign telecommunications and government securities markets,
inadequate intellectual property protection and discriminatory government procure-
ment. However, the most widely noted and broadly epplicable feature of the 1988
Trade Act is the “Super 301" provision. This provision was designed to combat ge-
g;:ri% or systemic practices that restrict U.S. access to foreign markets across the

ard.

Congress enacted the “Super 301” provisions because, under the “regular’ section
301 process, the executive branch found itself embroiled in lengthy and tedious ne-
gotiations involving specific practices and sectors. The foreign country thus lacked
an incentive to correct its broader, systemic trade-restriction policies. Moreover, the
U.S. executive bran. 1 lacked enough resources and negotiators to address effective-
ly the problems. Foi ihese reasons, Congress decided that U.S. trade law should seek
to eliminate entire systems of trade berriers, and not just individual barriers or
sector-specific problen:s one at a time.

The Chamber stronglv supports aggressive use of “Super 301" procedures to
obtain trade liberalizatio:: agreement; with the designated countries. We do not

_Yiew “Super 301" and the oiher msniket access provisions in the 1988 Trade Act as
simply a series of “hit lists.” T ultimate objective of ‘“‘Super 301" is not to punish
other countries by erecting new barriers to their exports. Instead, as the legislative
history of this provision clearly states, Congress intended for “Super 301" to be used
to open markets, not close them. Achievement of this objective will benefit not only
U.S. exporters but also exporters from third nations, and, indeed, consumers in re-
stricted markets who pay higher prices as a result of trade restrictions. Moreover,
“Super 301" also requires the executive branch to focus more clearly on elevating
trade policy to a priority consistent with our other foreign policy and national secu-
rity interests,

(55)
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CHAMBER “‘SUPER 301" RECOMMENDATIONS

While the U.S. Trade Representative’s (USTR) National Trade Estimates (NTE)
report constitutes one obvious source of information concerning the severity of for-
eign trade barriers and is itself based on company and other sources, the 1988 Trade
Act’s legislative history specifically states that “the identification of priority prac-
tices (under Super 301) is also not limited to those barriers in the NTE report. The
USTR is expected to use all information readily available about foreign trade prac-
tices.” !

To facilitate this process, the Chamber’s International Policy Committee (IPC)
began in May 1988, before the Trade Act was even signed, to consider how best to
implement the Act. Since that time, the Chamber’s Board of Directors, the IPC, and
its Subcommittee on Market Access met a combined total of seven times to consider
these issues. More than 90 companies, as well as various trade associations repre-
senting other companies, were involved.

The Chamber obtained information from numerous companies and trade associa-
tions with worldwide interests, and American Chambers of Commerce abroad, as
well as from earlier NTE reports and other official sources. Based on these sources
and our own analysis, the Chamber recommended that USTR designate four coun-
tries—Japan, South Korea, Brazil and India—as “priority” countries for investiga-
tion and negotiation under the “Super 301" provisions. This designation, like the
statute itself, was based on the premise that elimination of the trade barriers in
these four countries had the greatest potential to increase U.S. exports, “either di-
rectly or through the establishment of a beneficial precedent.” This meant consider-
ation of two basic criteria:

(1) The pervasiveness of trade barriers and distortions in a country, and

(2) The size of the market and the potential market opportunities arising from
trade liberalization.

We ask that a copy of the Chamber’s ‘“Super 301"’ submission to USTR be includ-
ed in the hearing record.

In the case of Japan, whose bilateral U.S. trade is enormous, trade barriers were
seen as pervasive. Although not necessarily a function of Japanese law, these bar-
riers reflect systematic practices (e.g., restrictive distribution channels and “admin-
istrative guidance’’) that considerably limit imports.

Korea’s barriers are as pervasive as Japan’s. Moreover, they are frequently man-
dated in law. They include high tariffs and taxes on imports, restrictions on foreign
firms’ imports into Korea, discrimnatory import licensing rules, forced technology
lic};ensing and transfer as a precondition to entry into the Korean market, and
others.

In April 1989, the American Chamber of Commerce in Korea (AmCham Korea)
issued an updated report, United States-Korean Trade Issues, which indicates that, if
anything, Korean trade restrictions are even more severe than the Chamber’s
“Super 301" submission suggests. We also ask that a summary of AmCham Korea’s
April 1989 report be included in the record.

India’s market potential lies in the fact that, despite its low per capita income, it
actually has a middle class that is arithmetically larger than most European coun-
tries (at least 80 million, according to some estimates), as well as the world’s largest
pool of scientists and engineers. The dominant economic power in South Asia, India
maintains a wide range of government restrictions on imports and foreign invest-
ment, such as mandatory technology transfer, among the world’s highest tariffs and
a virtual ban (through the licensing process) on the importaticn of any consumer or
domestically producible goods.

Brazil is the dominant market in South America and has a history of maintaining
pervasive barriers to U.S. exports and investment. The new Brazilian constitution,
the fundamental law of the land, further institutionalizes such restrictions as
market reservation, discriminatory credit preferences to Brazilian companies and a
ban on foreign company participation in mining and oil exploration contracts. Dis-
criminatory import licensing, local content requirements and inadequate technology
licensing safeguards are also problems.

Therefore, based on these criteria, the Chamber believes that elimination of these
countries’ barriers will establish an important precedent for U.S. business which
has long sought equal opportunity of access in these most promising future markets.

! House Report 100-576, Cor:{‘erence Report to Accompany H.R. 3 (the Omnibus Trade and
Compg_;igiveness Act of 1988, “Joint Explanatory Statement of the Committee of Conference,”
page 578.



57

Further, it is our hope that, in conducting “Super 301" investigations and negotia-
tions, the USTR will actively consult with U.S. businesses that may be affected by
these proceedings. In particular, we strongly recommend that, for purposes of com-
plying with the Trade Act’s various consultation requirements, such as in Sections
303-308 of the 1974 Trade Act as amended, the USTR specifically deem
“petitioner(s)”’ and “interested persons’ to include companies and organizations that
flied submissions in response to USTR’s March 2 request for public comments on
“Super 301" (Federal Register Docket No. 89-4950).

It needs to be emphasized that asserting America’s legitimate trade interests is
not protectionist. It is what almost all developed countries do for their companies
and their interests. As my former boss and good friend, the late Commerce Secre-
tary Malcolm Baldrige, once said: “If trade is not fair, then it won’t be free very
long; the best antidote to protectionism is to aggressively assert America’s legiti-
mate trade rights in the international market.”

While implementation of the Trade Act’s market access provisions is critical to a
successful U.S. trade policy, such a policy cannot be based on these provisions.
Moreover, a successful U.S. trade policy requires that not only the Trade Act be
forcefully implemented in toto but that other major issues falling outside the scope
of the Trade Act also be addressed. U.S. trade policy must be thought of in more
generic terms, encompassing not only “traditional’”’ international trade and invest-
ment policy issues but also broader issues of national concern, such as the quality
and relevance of our education system, our savings and investment rates and our
ability to commercialize our research and development programs.

Despite the urgency of the problems, the U.S. government remains ambivalent
about what role it should play in fostering and promoting U.S. trade and invest-
ment. One important example is mixed credits—combinations of export credits and
subsidies with foreign aid, which result in highly favorable financing terms for par-
ticipating countries. The U.S. Agency for International Development (AID) esti-
mates that, over the next twenty years, developing countries’ demand for electric
power-generating plants will be between $370 billion-$900 billion. In 1970, the U.S.’s
share of the electric power generation plant market in developing countries was
20%; now it is less than 10%. The principal reason for this decline in U.S. market
share is the use of mixed credit financing by our industrial competitors.

According to an Organization for Economic Cooperation and Development (OECD)
report on mixed credit activity worldwide during 1984-1987, total activity was $35
billion. While $245 billion, or 70%, of such activity was attributable to four coun-
tries (Japan, France, Germany and Italy), the U.S. only put up $1 billion, or 2.9%.
Overall, we estimate that foreign mixed credit export financing is costing the U.S.
from $2.4 billion to $4.8 billion annually in lost exports for capital goods industries.
In this respect, we disagree with the U.S. Export-Import Bank’s estimate that only
$400 million-$800 million is lost annually.

The Chamber believes that, ultimately, export financing terms should be deter-
mined in the marketplace. Both the U.S. and its competitors have a strong interest
in reducing subsidies of all kinds that drain our respective treasuries misallocate
resources. But it makes little sense for the U.S. government to seek open markets
while continuing to neglect its own export promotion and financing programs, if the
net effect is to open those markets to foreign competitors that are aggressively sur—
gorted by their"}dgovemments. U.S. exporters continue to be disadvantaged not only

y a weak mixed credit program but also by an underfunded U.S. and Foreign Com-
mercial Service.

At the heart of this ambivalence is the executive branch’s continuing reluctance
to recognize that U.S. national security is fundamentallé dependent upon our eco-
nomic vitality, especially in today's gloﬁal marketplace. Uatil such time as the U.S.
government embraces this tenet and begins to behave accordingly, it will be diffi-
cult, if not impossible, to retain our competitive edge internationally and even at
home. The post-World War 1II era is over. The policies of that era were very success-
ful in rebuilding the economies of our friends and foes alike, and the world benefit-
ed from the prosperty spawned by those policies. But a new era in world economic
affairs is dawning. Nation-states have become truly economically interdependent.
Unfortunately, the U.S. is the last developed country to acknowledge this for the
very simple reason that, as the dominant economic power in the world, we did not
have to. That has changed. To be sure, the U.S. is still very strong, but it is no
longer alone.

In this new era of economic interdependence, our relationships with our allies and
others are going to be defined more increasingly in economic terms rather than
purely on the basis of our other geopolitical or strategic interests. For a substantial
part of the post-World War II era, America’s trade and economic interests were sub-
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ordinated to the “larger foreign policy interests” of the U.S. I would submit that in
many instances today, and particularly in the future, our trade and economic inter-
ests will be the “larger foreign policy interests” of the U.S.

It seems that the American people are ahead of their political leaders in under-
standing this new reality. Two major national surveys of the last few months have
indicated that the majority of Americans think that the greatest long-term threat to
America’s national security is the economic prowess of Japan, rather than the mili-
tary might of the Soviet Union. Those same surveys indicated that a country's pres-
tige and influence on the world stage are more a function of its economic vitality
than of ite military prowess.

However, there seems to be little awareness of this within the executive branch,
and perhaps within even the legislative branch. Specifically, there is no central
forum or decision-making body within the executive branch whereby the economic
and trade dimensions of foreign policy and national security policy can be joined.
You may have seen the editorial in Monday’s New York Times regarding the FSX
issue. Although the editorial was essentially positive about the outcome of the F3X
issue, it also noted that the FSX decision showed that there was no coherent policy
toward Japan that integrated the economic dimensions of the U.S.-Japan relation-
ship into both the national security and foreign policy decision-making. Our policies
toward Japan remain ad hoc, and a dichotomy exists within the government be-
tween our economic interests with Japan on the one hand and our other strategic
and foreign policy interests on the cther hand.

But Japan is not the only country where the relationship must be seen more in
economic terms. With the completicn of the single European market exercise in
1992, the U.S. will no longer be the largest single market in the world. Although we
remain very optimistic about the 1992 exercise, it is clear that America must be
vigilant in ensuring that American companies will have access to that market that
is equal to the access accorded European companies to the U.S. market. But the re-
lationship with Europe is not going to be just 1992. There are clear signals that the
Western European nations are seeking to increase dramatically their trade with the
Eastern Bloc and the Soviet Union. There is a clear potential that their economic
objectives could clash, over at least the short-term, with those of the U.S. Those
clashes could occur over such issues as technology transfer and export credits to the
Soviet Bloc. Although our strategic interests within the North Atlantic Treaty Orga-
nization (NATO) alliance are a high priority, the reality is that the economic dimen-
sions of the relationship with NATO countries and Western Europe have also in-
creased dramatically in importance in terms of America’s interests. There is a need
for the U.S. to reconceptualize its relationship with Western Eurcpe in order to ac-
commodate that reality.

Clearly there is much that also needs to be done by the American business com-
munity to match its foreign competition. Much progress has been made along these
lines. There has been considerable restructuring of a great deal of American busi-
ness, particularly in manufacturing, over the last five years with a much greater
emphasis on quality, productivity, servicing of the product and other elements that
make American companies more competitive. This process of restructuring will con-
tinue. Indeed, it needs to be recorded that perhaps the increasing competitiveness of
American companies would not have occurred if it were not for the challenges posed
by foreign competition. But even this lean and mean mentality of American execu-
tives will be limited in its outcomes if U.S. business is unable to make the necessary
investments in plant and equipment to remain competitive. For example, this year
Japan will spend as much in investment in plant and equipment in absolute terms
as the U.S. even though the gross national product of the U.S. is roughly twice that
of Japan. But it also needs to be noted that cost of capital in Japan is more than
50% less than in the U.S.

In summary, the U.S. must acknowledge that it really is entering into a new era
whereby the economic vitality of a nation is an intrinsic component of its national
security and its influence on the world stage. This means that the government itself
must be aware of this reality and, as with all of our developed-country trading part-
ners, must be willing to take a proactive stance toward inclusion of economic inter-
ests in foreign policy and national security decision-making. Asserting America’s le-
gitimate rights on the world economic stage is not protectionist. On the contrary, it
i8 in the clear interests of not only the U.S. economy but also the world economy
and trading system.

This concludes my testimony. I will be happy to attempt to answer any questions
you may have.
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PREPARED STATEMENT OF SENATOR Max Baucus

On May 26th, the Bush Administration made a landmark decision.

After several weeks of heated internal debate, the Administration chose to identi-
fy Japan, Brazil, and India as priority countries under the Super 301 provision of
the Trade Act.

The Administration will now begin discussions with these countries to open their
markets to U.S. exports.

I hope this decision ushers in an era of cooperation between the Administration
and the Congress on trade policy.

To its credit, the Bush Administration resisted heavy Japanese lobbying and
made Japan a Super 301 pricrity country.

In so doing, it took a critical first step toward implementing the Trade Act of 1988
in the way. that Congress intended.

Some of us have expressed regret that a more extensive list of cases were not ini-
tiated against Japan.

Personally, I believe that the three trade barriers isolated in Japan—barriers to
forest product, supercomputer, and satellite exports—are good choices.

A longer list might have been preferable.

Certainly, there is no shortage of Japanese trade barriers.

But in addition to initiating these three cases, the Bush Administration an-
nounced that it was launching a structural initiative to address underlying econom-
ic and trade problems with Japan.

These underlying problems include the Japanese distribution systern, low con-
sumption in Japan, and Japanese toleration of anti-competitive practices.

While negotiations proceed on the three Section 301 cases initiated, the U.S. will
also be negotiating with Japan to address these structural economic problems.

I have for several years urged the Administration to initiate such a broad discus-
sion with Japan.

If the Administration is willing to seriously pursue it, this broader discussion
could yield far larger results than the three cases initiated.

Rather than an afterthought, these broader negotiations should be treated as a
critical element of a Super 301 package.

I urge the Administration to put in the effort necessary to make these negotia-
tions a success.

If we are ever going to resolve the U.S.-Japan trade dispute, they must succeed.

The Bush Administration’s implementation of Super 301 is an impressive start.
Hopefully, the effort can be sustained.

PREPARED STATEMENT OF SENATOR LLOYD BENTSEN

This hearing is the latest of a series on oversight of the 1988 Trade Act. Most
members will likely want to use this hearing as an opportunity to examine the Ad-
ministration’s decision to designate Japan, Brazil, and India, and various trade prac-
tices of those three countries, as “trade liberalization priorities” of the United
States under Super 301. We will also want to look at the decision under the Special
301 provision for intellectual property to set up a “watch list” of countries that need
to improve their efforts in that area.

Prior to the decision, there was a great deal of pressure, both within the Adminis-
tration and from lobbyists for foreign interests, to do little or nothing. What's most
important now is that we have taken the first steps. We have set some trade liberal-
ization goals for our country. The 1988 Trade Act calls for establishment of a com-
prehensive trade policy of opening foreign markets, and these decisions are an im-
portant part of that policy.

Obviously, there are still a lot of questions about where we are going from here.
Particularly, I think we will be seeking greater detail about President Bush's call
for the USTR and the Secretaries of State and Treasury to form an interagency task
force to seek negotiations with Japan on structural impediments to trade, such as
the rigid Japanese distribution system. This proposal goes to the heart of the prob-
lems most Americarn firms have trying to do business in Japan.

Any success that may follow from this effort could be far more important to our
trading relationship than the Super 301 designations on lumber, satellite and super-
computer trade practices. However, this negotiating effort, which is to take place
outside of section 301, may lack the kind of leverage we can bring to bear under
section 301. In addition, I think the members of this Committee will be interested in
understanding who will lead the interagency effort and how it will be staffed among
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the various agencies. The Trade Act makes clear that the USTR is the Administra-
tion’s principal spokesman and coordinator on trade issues.

I am somewhat concerned that the Super 301 negotiations could become a throw-
back to the MOSS talks, which lacked that element of central coordination. As a
result, the Japanese nearly talked us to death.

So, even though the initial decisions have been made, there’s still a lot for us to
discuss. Once again, I welcome Ambassador Hills back before the Committee for this
latest hearing on oversight of the Trade Act, and I want to express for the Commit-
tee how much we appreciate these regular opportunities to meet.

PREPARED STATEMENT OF SENATOR DAVE DURENBERGER

Mr. Chairman, I want to commend you for scheduling this hearing so soon after
issuance of the National Trade Estimate of Foreign Trade Barriers. After reading
through parts of the report in the last few days, I am sure that Ambassador Hills
will face a daunting and difficult task over the next four weeks in deciding which
countries should be accorded priority status under the Super 301 procedure that was
incorporated in last year’s trade bill.

Mr. Chairman, for many of us who worked with you and Senator Danforth in
crafting the trade bill, the litmus test for judging the success or failure of our effort
will likely center on how aggressively our trade negotiators utilize the expedited
and targeted procedures set forth under Super 301. And, most importantly, our na-
tion’s commitment to an aggressive and open trade policy will likely be judged by
which countries are selected for inclusion on the Super 301 priority list.

From the comments that I have heard this morning and at earlier hearings in
this Committee, it seems clear to me that there is a clear expectation that Japan
must be included as one of the countries singled out under Super 301. While I am
not convinced that our $50+ billion dollar trade deficit with Japan would be sub-
stantially reduced if Japan fully opened its market to foreign imports, I think it
would be a serious mistake for the United States to target smaller and less economi-
cally developed countries under Super 301 while ignoring the economic responsibil-
ities that the Japanese have to open their market to their trading partners.

Mr. Chairman, Japan is an economic superpower whose industries are fully capa-
ble of challenging the United States and the nations of the European Community in
every corner of the global market. Angd yet, when it comes to providing full and
equal access to foreign competitors in such areas as telecommunications, supercom-
puters, medical devices, and other high technology products, Japan acts as if it were
a Third World developing nation which believes it necessary to insulate its so-called
“emerging technologies” from international competition. That protective and insu-
lar attitude in Japan must cease or else Japan will find itself more and more isolat-
ed from the world trading system.

Just recently, a major high technology company in Minnesota, Control Data,
closed its ETA Supercomputing facility, causing the loss of at least 1,000 jobs in the
state. The company had invested hundreds of millions of dollars in supercomputing
but just could not hang on because of fierce competition from an American competi-
tor and three giant Japanese competitors. But when it came to trying to sell super-
computers to the Japanese government, ETA did not merely face tough competitton,
it faced a closed market. Despite a supercomputer agreement between the govern-
ment of the United States and the government of Japan entered into in 1987, not a
single Japanese government agency has been willing to purchase an American su-
percomputer. Is that because our supercomputers are not up to the quality control
and processing capabilities of their Japanese competitors? Of course not. Otherwise,
our companies would not held 80 percent of the world supercomputer market. The
reason is quite simple: the Japanese government is ycommited to fostering and de-
veloping a supercomputer industry and will exclude foreign competitors from their
market until their companies have developed the capability to match our best pro-
ducers. It is that type of protectionism and paternalism that must end.

Mr. Chairman, there are always economic and political risks that come when a
nation decides to move aggressively to end unfair protectionism. However, there are
even greater risks to the entire global trading network if we continue to allow our
trading partners unlimited access to our market without receiving reciprocal treat-
ment in their market. This country cannot afford to lose another supercomputer
manufacturer and expect to rely on the Japanese for these high technology products
as we do in the case of video recorders and fax machines. I hope we will not allow
political considerations to override the economic judgments that the USTR must
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make when it comes time to select the list of countries that will face intense scruti-
ny under Super 301.

PREPARED STATEMENT OF CARLA A. Hiirs (May 3, 1989)

Mr. Chairman and Members of the Committee, it is a pleasure to appear before
you to discuss implementation of the Omnibus Trade and Competitiveness Act of
1988. My statement today places particular emphasis on the National Trade Esti-
g(;ﬁle Report (NTE) and those provisions of the Act known as “super” and “‘special”’

Two major provisions of the 1986 Trade Act—the authority for trade agreements
and the amendments to section 301—encompass key Administration trade policy
goals: to liberalize trade globally through the successful conclusion of the Uruguay
Round negotiations; and to broaden access to foreign markets by removing formal
and informal barriers to U.S. goods and services exports. The Administration will
employ these two provisions, along with the other negotiating tools provided in the
Act, to strengthen and expand the rules of the international trading system and pry
open foreign markets.

U.S. trade interests are best served by a global trading system with clear, enforce-
able rules applied equally to all participants. Qur Uruguay Round positions reflect
this belief in our efforts to:

¢ achieve multilateral agricultural reform;

» expand the scope of international rules to include trade in services, protection
of intellectual property rights and trade-related investment measures;

¢ reduce or eliminate tariff and non-tariff barriers; and

* strengthen and reinforce the credibility of the GATT by integrating developing
countries into the trading system, addressing the problem of subsidies, improving
the rules related to import relief and enhancing dispute settlement procedures and
the GATT as an institution.

With the April conclusion of the Mid-term Review, we are poised to pursue vigor-
ously these objectives over the next 18 months.

The global trading system today often is strained by disputes involving unfair
trade practices, denial of market access and violations of trade agreement obliga-
tions. Such disputes occur most frequently where GATT rules are weak or non-exist-
ent. The Uruguay Round provides the United States’ best opportunity to expand
and clarify multilateral disciplines.

But until we can achieve our goals for the Uruguay Round, we must work within
an imperfect system and take what steps we can on our own to improve the system
and protect U.S. trading interests. That is why we will not hesitate to take selective
unilateral actions to complement our multilateral objectives or open foreign mar-
kets and advance U.S. economic interests.

We will use the negotiating tools contained in the 1988 Act vigorously but con-
structively to open markets, combat unfair trade practices and persuade our trading
partners to honor agreements. In administering these provisions, we will act as a
surgeon using a scalpel to remove these trade barriers and promote a healthier
trading system. We will not use these tools to butcher the rules of the system we
are trying to strengthen.

Let me focus briefly on two underpinnings of our strategy to open foreign mar-
kets: (1) the National Trade Estimate Report; and (2) the super and special 301 proc-
esses for identifying “priority practices” of “priority” countries and for beginning
investigations of denials of adequate and effective protection of intellectual property
rights by “priority’”’ countries.

THE NATIONAL TRADE ESTIMATE (NTE) REPORT

The NTE report identifies significant foreign trade barriers affecting goods, serv-
ices, investment and intellectual property rights. The report provides, where feasi-
ble, quantitative estimates of the effect of foreign practices upon U.S. exports. Final-
ly, information on what actions the Administration is taking to eliminate these bar-
riers is also presented.

The NTE report results from a comprehensive interagency effort to gather infor-
mation about foreign Eractices presenting significant barriers to U.S. exports. The
report classifies trade barriers in eight different categories covering government-im-
posed policies that restrict or impede trade in goods and services. This year’s report
covers 34 countries and two regional trading bodies (the European Community and
the Gulf kCooperation Council) which represent our largest or most promising over-
seas markets.

21-705 - 89 - 3
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Each of the report’s quantitative estimates indicates how removing a country’s
particular import-rela practice could change U.S. exports of affected goods to
that country. The estimates, however, are only approximations. In most cases, infor-
mation simply is not available to permit calculation of the extra cost that a measure
imposes on imports. Nor can the estimates be used to infer how removing the for-
eign practice would alter total U.S. exports either to the country or to the world of
the goods the foreign practice affects.

This does not mean, however, that the quantitative analysis needed to pursue a
trade action under section 301 is impossible to obtain. In the context of trade actions
brought under U.S. law, estimates of the impact of foreign practices on U.S. com-
merce are substantially more feasible. Trade actions are generally product-specific
and, therefore, are more tractable for estimating trade effects. The NTE report con-
tains many generic government practices which are not product-specific. In addi-
tion. the process used when a specific trade action is brought frequently makes
avaiiable data from U.S. companies or foreign sources which otherwise is not public-
ly available for use in the preparation of a broad survey like the NTE report. Inves-
tigations under section 302 of the Trade Act also enable us to work closely with a
particular industry during the course of a year or more to assess the burden on U.S.
commerce.

Despite its limitations, the NTE report has been and will continue to be a valua-
ble source of information concerning the existence and extent of foreign trade bar-
riers and a useful tool in helping the Administration identify which of those bar-
riers we should devote our resources to trying to eliminate. It acts as a barometer
for us in assessing the scope and severity of foreign trade practices.

SUPER AND SPECIAL 301

The NTE report is one of the sources of information we will be using to evaluate
“priority practices” of “priority countries” for designation under the super 301 pro-
visions of the 1988 Act. In addition, the USTR-chaired interagency process will
review advice from the private sector and Congress, as well as the results of consul-
tations with our trading partners, to determine which practices should be the sub-
ject of self-initiated investigations.

I will submit to the Congress by May 30 our list of ‘‘trade liberalizing priorities”
as required by the statute. Without prejudging the outcome of the current inter-
agency review, I can assure you that I intend to use the super 301 tool to pursue
responsibly the elimination ofy egregious unfair trade practices.

I also will identify by May 30 the most onerous or egregious foreign country poli-
cies that deny adequate and effective protection of intellectual property rights or
market access for intellectual property products. Again, while I will not prejudge
the outcome of the Administration’s current review, I will use this trade policy tool
to obtain a level of protection for U.S. intellectual property right owners which
allows them to run their businesses without the risk of losing the rich results of
their research and development to rampant piracy.

I want to assure you that the Administration will use the new Section 301 provi-
sions to maximum effect to pry open foreign markets for U.S. exports. I also want to
assure you, and at the same time our trading partners, that we will administer the
super and special 301 provisions in a manner which strengthens the global trading
system and increases trading opportunities for all nations.

I view this hearing as an important continuation of the consultative process we
have pursued since the day you approved my nomination. I welcome your views on
how the new sections 301 provisions should be implemented.

CONCLUSION

Our actions under the super and special 301 provisions must fit into our overall
trade policy and must be consistent with our related goals of a successful Uruguay
Round and opening foreign markets. The 301 process should be used selectively as a
fundamental element of our overall goal of supporting trade liberalization. Section
301 should—and will—be used where it can to persuade our trading partners to rec-
ognize that honoring agreements and abiding by multiple disciplines is preferable to
unilateral U.S. aotion.

There is, however, a tension between our multilateral and bilateral objectives.
When we fail to negotiate bilateral solutions in 301 cases we often face a Hobson’s
choice: inaction, or retaliatory action that is likely to be inconsistent with our
GATT oblig~tions.

On the one hand, unilateral retaliation can undermine the very system of inter-
national rules we are trying to promote and expand in the Uruguay Round. Yet re-
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taliation must be used to advance U.S. interests in some cases where multilateral
rules are ineffective or non-existent or where the United States is frustrated in its
efforts to enforce trade agreement rights. It is the Administration’s job to reconcile
this conflict. Such reconciliation can best be achieved through a balanced mix of the
multilateral, bilateral and unilateral tools in our trade policy arsenal. Each type of
action should complement, not undermine, the other types.

Specifically, this means exercising a steady, firm and reasoned hand on the sec-
tion 301 tiller. We intend to use 301 as we believe it was meant to be used—as lever-
age to pry open foreign markets and not as a tool of protectionism.

PREPARED STATEMENT OF CARLA A. HiuLs (JUNE 14, 1989)

Mr. Chairman and Members of the Committee, I am pleased to appear before you
today to discuss implementation of the “Super” and ‘‘Special” 301 provisions of the
Omnibus Trade and Competitiveness Act of 1988.

On May 26 I forwarded to you the Administration’s report of trade liberalization
priorities, as required by the Super 301 statute. I would like to highlight some im-
portant aspects of that report in my testimony today.

First, I would like to emphasize that our identification of priorities in both the
Super and Special 301 exercises was part of our overall trade strategy: to open mar-
kets and expand international trade. We will use Super and Special 301, like other
trade policy tools at our disposal, to create an ever-expanding muitilateral trading
system based upon clear and enforceable rules.

RECENT USE OF EFFECTIVE LEVERAGE

In that regard, we have already used the leverage afforded by both of these tools
in the months preceding our Super and Special 301 decisions. Bilateral negotiations
with the Republic of Korea resulted last month in significant trade liberalization by
Kcirea in areas of priority to the United States: investment, localization, and agri-
culture.

In investment,

» the Korean government will no longer impose performance requirements on for-
eign investment, either formally or informally, except under some very limited and
well-defined exceptions.

¢ The government will replace its current case-by-<case investment screening proc-
ess with a notification system that will not require Korean government approval for
most foreign investment in both the manufacturing and service sectors.

In localization (a system of import barriers),

 the Koreans agreed to product standards, technical regulations, testing require-
ments, and customs procedures that will bring them in line with internationally ac-
cepted procedures.

» They will also repeal “border closure provisions”, which include import bans de-
signed to encourage local production..

In agriculture, the Koreans announced a significant agricultural liberalization
groposal on April 8 which includes approximately 70 items requested by the United

tates.

* They have agreed to accelerate the liberalization of products originally sched-
uled for 1990 and 1991.

¢ They will reduce tariffs on seven products of importance to U.S. exporters.

¢ They will eliminate their quota on whiskey and an orange juice blending re-
quirement as well as substantially increase the orange juice concentrate quota.

While the Koreans' agriculture liberalization package fell short of all that we had
sought, we will continue to press Korea for further liberalization of agriculture—
%articularly in the context of the GATT Balance of Payments Committee review of

orea, which takes place later this month.

Korea has agreed to take these steps toward trade liberalization, not only for U.S.
exporters and investors, but for the benefit of firms around the world.

imilarly, the authorities on Taiwan consulted closely with U.S. negotiators to de-
velop an action plan that liberalizes trade and promotes the opening of the Taiwan
marﬁet to all exporters.

¢ In May, Taiwan’s cabinet submitted to the Legislature a proposal for-tariff re-
ductions on 4,700 items, including reductions on most of the manufactured items we
requested. Effective May 1, the cabinet reduced tariffs on 378 industrial items using
their administrative authority.
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* Taiwan has also proposed a simplification of import licensing procedures and a
removal of certain restrictions on the distribution of consumer products.

In services,

* Taiwan’s cabinet proposed liberalizing revisions to the Insurance Law and the
Banking Law scheduled to be implemented by spring 1990 and the end of 1990 re-
spectively.

I stressed to Taiwan officials that we based our decision not to identify Taiwan as
a Super 301 priority trading partner on the expectation that they will vigorously
implement this trade action plan and maximize trade liberalization. Improved
access for agricultural products remains a matter of major concern. We intend to
raise this issue bilaterally and expect to see additional improvements in market
access for agricultural products of interest to the United States.

Our negotiators have also made substantial progress in obtaining improvements
in intellectual faroperty protection from various trading partners in connection with
the Special 301 provisions of the Trade Act. Significant agreements have recently
gegn achieved with the Peoples’ Republic of China, Colombia, and the authorities on

'aiwan.

¢ In May, the Chinese government agreed to submit copyright legislation to their
Congress by the end of this year which will include copyright protection for comput-
er programs. We also made some progress for patent protection in China.

* The Colombian government resolved various access issues affecting the motion
picture industry including the remission of royalties. From now on, the motion pic-
ture industry can remit royalties based on actual earnings rather than on the basis
of the more subjective title-by-title approval by Colombia’s Royalty Committee.

¢ The Taiwanese will revise their Copyrifght Law to protect translation rights in
copyright and to strengthen protection for films, videocassettes, and other audiovis-
ual works. In June, we will begin intensified discussions aimed at improving the en-
forcement of all intellectual property laws. -

These initiatives underscore the value of bilateral negotiations on particular prac-
tices to complement multilateral negotiations on generic rules to discipline such
practices. And that is the approach we will take as we continue our implementation
of Super and Special 301.

SUPER 301 PRIORITIES

In identifying our trade liberalization priorities, we have given highest priority to
a successful conclusion of the Uruguay Round negotiations by December 1990. We
will use Super 301 negotiations to support and complement our Uruguay Round ini-
tiatives. Thus we will focus on the elimination of specific practices which, in addi-
tion to being serious barriers to trade, are emblematic of broader areas of concern to
the global trading system.

By now you are probably quite familiar with the six priority practices and three
priority countries we have identified. The countries we have identified for priority
attention are Japan, India, and Brazil. The specific practices we have identified as
trade liberalization priorities can be grouped into five broad categories, correspond-
'ill‘lhg to the categories of barriers we have used in our annual trade barriers report.

ey are:

Quantitative restrictions 3nd import licensing

1. Restrictive licensing of agricultural and manufactured products Brazit
Exclusionary government procurement

2. Sateliites Japan
3. Supercomputers. .. Japan
Standards and technical barriers

4. Forest products +oen JapAN
Trade-related investment measures

$. Performance requirements India
Barriers to trade in services

6. Insurance ) O

In identifying these priorities, we considered comments received from a number of
American firms, from this Committee and from other members of Congress. We also
sought the advice of our private sector advisors. We also took into account:

—the potential to increase U.S. exports if these practices are eliminated;
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—the precedential effect of seeking and obtaining their elimination;

—the likelihood that 302 investigations would advance our efforis to eliminate

these practices; and

—the compatibility with our objectives in the Uruguay Round.

These generic categories of trade barriers, and the six individual priority practices
they encompass, obviously do not represent all of the major trade barriers facing
American exporters, but they are among he most important.

Other trade barriers, including those listed in the National Trade Estimate
Report, are and will continue to be addressed in on-going negotiations with our trad-
ing partners. Principal among them are trade-distorting subsidies and agricultural
policies. These practices are no less important than those identified as priority prac-
tices under the statute. However, we have determined that their elimination can be
better pursued at this time outside of section 301, especially through multilateral
negotiations in the Uruguay Round.

We will also continue to pursue trade barriers already the subject of investiga-
tions, negotiations, and action under section 301, including, for example, Japan’s
practices affecting construction services and semiconductors.

Finally, as part of the Super 301 exercise next year, we will reevaluate the status
of certain practices not identified this year, in light of progress made in bilateral
and multilateral negotiations.

By June 16 we will initiate investigations under section 302 of the Trade Act on
all six priority practices, and we will request consultations with our trading part-
ners. At the OECD meeting held in Paris two weeks ago, our Japanese counterparts
objected strenuously to the Super 301 rubric but did indicate a willingness to talk to
us about our complaints. We view this as a positive sign. Our negotiators will strive
to reach a satisfactory solution to all of these generic and specific problems, secking
the removal of trade barriers and distortions to strengthen the multilateral trading
system.

In addition, the JJapanese agreed in Paris Lo begin discussions on a broad array of
structural impediments to trade. Officials from both countries are meeting this
week at the biannual U.S.-Japan Economic Subcabinet Consultations. On that occa-
sion, we will hold separate discussions with Japanese officials regarding how we
might begin to address various structural impediments to trade, balance-of-pay-
ments adjustment, distribution systems, pricing mechanisms, and anti-competitive
practices such as bid-rigging, market allocation, and group boycotts. This Structural
Impediments Initiative will take place outside section 501. USTR, Treasury, and the
State Department will lead the discussions, with participation by other interested
agencies.

Our approach to Super 301 consists of a number of components that are integral
parts of a comprehensive package. Qur implementation of the Super 301 provision is
not simply an exercise in identifying specific practices or countries; rather it is one
element of a broader strategy aimed at economic growth through trade expansion.
The Super 301 process supports this strategy by concentrating our efforts this year
on the elimination of prectices that, in addition to being serious barriers in them-
selves, are indicative of broader areas of concern. This approach will enable us to
advance general trade policy objectives through concrete, focused initiatives.

SPECIAL 301 PRIORITIES

Because we have made considerable progress to date in on-going bilateral and
multilateral negotiations with respect to intellectual property protection, we did not
identify any countries at this time as “priority countries” under Special 301. In-
stead, we have created a “Priority Watch List” upon which we have placed the fol-
lowing: Brazil, India, Republic of Korea, Mexico, People’s Republic of China, Saudi
Arabia, Taiwan and Thailand. An additional 17 countries have been placed on a
“Watch List’" for special attention.

For those eight countries on the Priority Watch List we have developed an accel-
erated Action Plan for resolving outstanding issues. By November 1 we will review
the status of each of the eight under Special 301. Progress in negotiations is essen-
tial, for the denial of adequate and effective protection of intellectual property
rights is not only harmful to the economic interests of the United States, but much
denial also undermines the creativity, investment and invention that are the essen-
tial to the economic and technological growth of all countries.

Enclosure. .
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RESPONSES TO QUESTIONS SUBMITTED BY SENATOR JOHN HEINZ

Question. Although the European Community was not placed on your Special 301
watch list, recent actions by the Council suggest that the EC may be a prime candi-
date for Special 301 action. I am referring to the planned imposition of a quota
aimed at limiting the amount of U.S. television programs that can be broadcast
within the EC. Would you agree with me that it is exactly this type of blatant pro-
tectionism and denial of market access to U.S. intellectual property that the Special
301 was designed to combat?

Answer. The Administration is extremely concerned about the local content re-
&\Ilirements included in the European Community’s proposed broadcasting directive.

e particularly object to those provisions of the directive which would require that
member states take appropriate measures to ensure that a major proportion of tele-
vision programming is reserved for works of European origin. We believe that the
directive, if adopteg, could have an adverse effect on the U.S. industry’s substantial
European earnings. Moreover, we believe that the directive would violate the Euro-
pean Community’s obligations under the GATT.

In order to be formally adopted, the broadcasting directive must be approved by
the EC Council of Ministers. At a meeting on July 17, there was insufficient support
among the EC member states for the current draft of the directive to enable its
adoption. We understand that the EC ministers will vote on the directive at their
next meeting, on October 2.

We have communicated the U.S. Governnient’s serious concerns with the broad-
casting directive to European officials. In that connection, we have indicated that
the enactment of restrictions on American producers’ right to market their product
for broadcast on European television could easily be construed as a denial of market
access actionable under the “Special 331" provisions of the 1988 Trade Act.

Question. Your Special 301 decision focuses largely on intellectual property pro-
tection. The Sﬁecial 301 provision of the 1988 Trade Act also specifically mentions
denial of market access to U.S. intellectual property industries. The very recent
adoption by the European Council of a broadcast quota aimed at denying U.S. televi-
sion programs access to EC markets illustrates why we felt market access as well as
copyright protection should be given special attention in the 1988 Act. Will your
future Special 301 decisions address market access denial, and specifically, will you
be taking a close look at the EC broadcast quota?

Answer. If enacted, the proposed EC broadcasting directive would represent a bar-
rier to market access at least as damaging to U.S. industries dependent on intellec-
tual property than inadequate copyright, patent or trademark protection. Should
the Community formally adopt the broadcasting directive in its current form, we
will take appropriat: @ js to protect U.S. trade rights, pursuant to the relevant
provisions of both the GATT and U.S law.

PREPARED STATEMENT OF STEPHEN M. LOVETT

The U.S. Trade Representative should identify Japan’s restricted wood products
market, created by barriers which restrict imports directly and indirectly (gy limit-
ing consumption) as a priority practice for trade liberalization under Section 310 of
the Trade Act of 1974, as amended. Recognizing the competitiveness of the U.S. in-
dustry and its potential for increased exports, the United States has, in the past,
made wood products market access a U.S. trade priority. Thus, for example, wood
f)roducts was one of the sectors involved in the MOSS (Market Oriented tor Se-
ective) talks with Japan.

Nonetheless, despite initial progress in increasing wood products exports after the
MOSS talks (progress partially undermined by Japanese Government actions), im-
ports of U.S. wood are still substantially restricted. Moreover, Japan’s consumption
of wood products is seriously restrained. Thus, both for U.S. wood exporters and
Japanese wood consumers, there is an urgent need for liberalization of Japan’s wood
products market.

(1) The unreasonable practice to be identified as a priority {or trade liberalization
is Japan’s closed wood products market. Alternatively, the specific barriers to im-

rts and consumprion, listed below, could be identified as priorities.

(2) The USS. products affected by Japan’s actions are solid wood products, includ-
ing (softwood and hardwood) logs, lumber, plywood, veneer, millwork, laminated
wood products (including glulam and laminated veneer lumber), waferboard (includ-
ing oriented strand board) and particleboard.

(3) The value of imports effectively blocked by Japan'’s closed and constricted wood
products market is very substantial. Japan's imports of U.S. wood products would
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increase by $1.2 billion annually, based on 1988 data, were Japan’s consumption and
imports to increase to more reasonable levels. Given the relative uncompetitiveness
of the Japan’s industry, this conservatively estimates the potential gains for the
U.S. industry.

SUMMARY

I Japan’s Closed and Restricted Wood Products Market Should be Identified as a
Priority for Trade Liberalization

Put simply, the United States should be selling more solid wood products in Japan
and is fullfvl capable of doing so. The U.S. industry would be selling more but for
barriers which inhibit imports, increase prices and severely limit consumption of
wood products. Those barriers are unfair, unjustifiable and unreasonable impedi-
ments to U.S. trade. Lack of access to and constraints on the Japanese wood, prod-
ucts market should be identified as a priority practice for trade liberalization.

The potential for increased consumption of wood products in Japan is enormous,
with current consumption materially below consumption in other developed coun-
tries. Japanese homes, the primary users of wood, tend to be small, despite the fact
that Japan's per capita income exceeds that in the United States.

Similarly, while U.S. exports of wood products to Japan are significant, those ex-
ports could be much higher. For example, of the $2.2 billion in exports in 1988, over
T0% were raw materials (with additional processing done in Japan), Table 1, even
though the Japanese industry is not cost competitive with the U.S. industry.
Through unreasonable and unjustifiable market protection, the Japanese industry
continue- to produce far more than would be appropriate in an open market.

If Japan’s unreasonable nontariff wood product barriers were eliminated or re-
duced, the possibility for increased imports of U.S. wood products would be im-
mense. If its anticonsumption policies were modified, the expansion of consumption
of wood products would be further multiplied.?

It is wholly appropriate to identify the closed Japanese market generally as a
trade priority under Super 301. Indeed, it was precisely to address far-ranging, sys-
temic barriers that Super 301 was enacted. As Senator Byrd indicated in introduc-
ing the original version of § 310, the “list of barriers must go beyond mere tariffs
and quotas to include structural conditions that effectively bar imports.” Congres-
sional Record, S9639 (July 10, 1987).

II. Japan's Barriers to Wood Products Imports Should be Identified as Priority Prac-
tices for Trade Liberalization

Japan utilizes a number of specific mechanisms to protect its wood products in-
dustries, practices which, if USTR is unwilling to identify lack of access to Japan’s
wood products market generally as a trade priority, should be identified individually
as priorities for trade liberalization. These include direct and indirect limitations on
imported wood products: 2

A. Direct Barriers to Wood Products Imports.—(1) Japan’s effective rate of tariff
protection for solid wood products and tariff escalation (increasing tariffs as the
level of processing increases) are unreasonable. Japan’s tariff structure is intended
to impede imports of further processed products to protect an uncompetitive indus-
try.

(2) Japan misclassifies a number of U.S. wood products for customs purposes,
thereby artificially increasing their duty.

(3) Subsidies to otherwise noncompetitive Japanese wood products firms keep Jap-
anese operations running which should, based on market forces, stop or restrict pro-
duction. As a result, imports from competitive U.S. mills are discouraged.

(4) Japan’s use of antitrust and fair competition codes effectively to protect its
wood industry is unreasonable and unjustifiable and should be identified as a priori-
ty practice.

! Indeed, with respect to solving the trade imbalance between Ja and the rest of the world
(including the United states) the anticompetitive policies of the Japanese Government which
limit housing construction should be among the highest U.S. negotiating priorities. It is inargu-
able that were Japan to expand its stock of housing, it and the countries with which it trades
(and U.S. forest products exports) would benefit very substantially. Indeed, the Maekawa Report
reco?ized the pivotal role of increasing consumption in addressing Japan’s trade imbalance.
The barriers to consumption are appropriate subjects for U.S. negotiating priorities. It is clear,
{gr fxt:n}g_le, that land use policies have at least s restrictive an effect on consumption as a

riff.
blgdlnc_lire)ct barriers restrict consumption of wood in Japan and indirectly restrict imports (often
y design).



68

(5) Japan adopted counter-liberalization measures intended to offset the effects of
Japan’s MOSS wood products concessions. This action is inconsistent with the
MOSS process and should be identified as a trade liberalization priority.

(6) Japan’s failure to abide by its MOSS commitment to engage in bilateral access
negotiations when the results of the MOSS concessions became known should be
identified as a trade liberalization priority.

(7) Japan’s government procurement and buy-Japanese policies unreasonably pro-
mote the use of domestic wood products to the detriment of imported products.

(8) Unreasonable and unjustifiable building and fire codes, unsupported by techni-
cal data, inhibit imports and consumption.

(9) Japan maintains unreasonable and unjustifiable standards which can have the
same effect.

B. Indirect Barriers to Wood Products Imports.—Japan’s land and housing policies
effectively discourage consumption of housing, implicitly impeding imports (especial-
ly wood products) in favor of domestic goods (such as steel and concrete) The polic
of intentionally restricting consumption is unreasonable, particularly given Japan’s
emerging role as a major economic power.® For example, while Japan is now the
world’s second largest economy, it imports only 10% of the traded good from devel-
ggjng countries. This lack of consumption is largely at the root of Japan's trade im-

ance.

IIT. Measure of the Lost Export Sales

“High tariffs, restrictions on use of wood for construction and other purposes and
discriminatory regulatory procedures have all hampered U.S. sales of processed
wood . . . products [to Japan]” 1987 National Trade Estimate Report on Foreign
Trade Barriers, 174 (1988). Combined, these practices are currently costing the U.S.
industry approximately $1.2 billion per year in potential imports annually.

Expanding the market for imported wood products in Japan could be a great suc-
cess for U.S. trade policy. The Japanese people want and need more wood products
at lower prices. The U.S. industry is capable of providing the wood products. Japa-
nese trade barriers and government constraints on wood products consumption are
preventing the marketplace from operating. Free market access for U.S. wood prod-
ucts and unrestricted consumption in Japan would increase Japan's domestic
demand (to the benefit of both the U.S. and Japanese industries), increase the qual-
ity of the Japanese home, and increase U.S. exports of wood products, particularly
further processed products. This would preserve and promote U.S. jobs, particularly
in the Pacific Northwest.

This submission addresses each of these issues in turn.

PREPARED STATEMENT OF ROBERT A. PERKINS

Thank you and good morning. I am Robert Perkins, Vice President-Washington
Affairs for Chrysler Corporation. Chrysler Corporation is pleased to have the oppor-
tunity to appear before the Senate Finance Committee as you continue oversight of
the 1988 Trade Act.

Last year the U.S. trade deficit was $198 billion. Our deficit with Japan was $55
billion, or 39% of the total. If you take a look at what constitutes our deficit with
Japan, it becomes clear that the automotive sector is the single largest part of that
$55 billion, accounting for $35 billion, or 64%. (See Attachment 1.)

Given the importance of this industry to the overall economy and the trade fig-
ures, we were disappointed to see that {Ke Trade Representative made only minimal
mention of the automotive sector in this year’s National Trade Estimates Report for
Japan—to be exact, three sentences on the effects of the closed distribution system!
We are hopeful that the Japanese distribution system will be listed in the Trade
Representative's Super 301 report.

We have made a commitment, as have our competitors, GM and Ford, to try to
break into the Japanese market. We have encountered numerous and significant
distribution barriers which will limit our market penetration. We have documented
these for the Trade Representative’s Office. We fail to understand why these bar-
riers are not viewed as important.

3 Japan chooses to limit housing construction through land and housing policies which have a
disproportionate effect on imports—the wood products industries in Japan could not supply on a
competitive basis a significant increase in demand. Further, the multi-family homes encouraged
by Japan’s housinﬁ and land policies require use of steel and concrete instead of wood because of
unreasonable building and fire code requirements.
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Super 301, as Chrysler understands it, is meant to address priority countries and
priority (fractices. If the country with which we have the single largest trade imbal-
ence and the sector which accounts for 64% of it are not priorities, then Chrysler
has misunderstood the objective of the 1982 Trade Act. It is clear to us that Japan
was intended by Congress to be the principal priority country for our negotiators’
efforts. It is also clear that Japan's distribution system is, by itself, the world’s larg-
est non-tariff barrier, not only for the auto sector, but many others. Frankly, we
believe that if you don’t solve the automotive sector problem, the U.S. will not solve
its trade imbalance with Japan, or its overall trade deficit.

A good first step to expanded U.S. exports to Japan would be an open distribution
system. This would send a strong message to U.S. auto manufacturers that we are
welcome there.

Looking at distribution practices in Japan, we find that the “Big Three” in Japan
are Toyota, Nissan and Honda. Together they account for 77% of the Japanese car
market. In 1988, imports into Japan accounted for 2% of the total market from all
sources. Total market import penetration in the U.S. from all sources was 23.6%.
(See Attachment 2.) Last year U.S. exports total led 14,511 units—5,395 of those
were Hondaes shipped in from their Ohio operations. These vehicles went to the
closed Honda distribution network, a network like Toyota and Nissan which sells no
imports other than those they control. As a result, last year Chrysler, Ford and Gen-
eral Motors sold a grand total of only 2,116 vehicles out of a total market of over 6.7
million units. Simply put, unless we have access to the volume distribution net-
works of Japan, we can never hope to achieve meaningful results.

In 1988, Japanese companies captured 19.2% of the U.S. car industry and 13.2%
of the U.S. truck industry, for a total industry penetration of 17.2%. If you add in
the vehicles they are now assembling here, it totals 23.1%. Reciprocity really hits
home when you compare that 23.1% to 0.2% (including Hondas) or 0.1% (excluding
Hondas) U.S. market penetration in Japan. (See Attachment 3.)

Some of the Japanese success in the U.S. is due to the fact that they have had a
strong product line to sell. But, of equal importance, they have been able to take
advantage of the most open distribution system in the world. When they came to
the U.S. in the early 1960's, their products were not “barn burners,” in fact they
had lots of problems. But they got launched in the U.S. by dualling or “piggyback-
ing’ their lines with existing U.S. dealers of domestic makes. Over time, these man-
ufacturers have sold millions of their cars and trucks each year. For example,
Chrysler has a total of 5,317 Chrysler-Plymouth, Dodge and Jeep-Eagle dealers. All
of them sell Japanese “captive” imports, a logical step we took to keep our dealers
competitive. In addition to the “captive’” import line, 438 of them carry at least one
or two competing Japanese product lines. By that I mean a Chrysler-Plymouth
dealer will also sell Toyota, Nissan or Honda products under the same roof. The
“Big Three’ in Japan do not sell any itmports at all, except those they control, like
Honda USA’s 100%-owned subsidiary. We think it is a positive step that Honda is
taking 100% left-hand-drive, 62% North American content Hondas back to Japan.
Put how lalx'bout their dealers putting out the welcome mat for Ford, GM and Chrys-
er as well!

A Jan}tllary 24, 1989 Wall Street Journal article described the situation in the U.S.
very well.

“Times have changed since dealers carried a single line of cars, all of which were
made in Detroit. Now more than half of the {[National Automobile Dealers Associa-
tior;;s 20,Q00+] members hawk imports right along with their Chevys and Plym-
ouths ...

In addition, in the United States there are now big auto malls and other facilities
which have created separate showrooms and common service areas, creating super-
markets of many different makes. There are no such facilities in Japan that are
open to U.S. manufacturers.

Since Chrysler does not have access to Japan’s domestic dealer body, we have to
approach the market in a more expensive, complex and limited manner. We have
just reestablished distribution in Japan with an excellent import group. This distrib-
utor, J. Osawa, is part of the giant Seibu Saison group. Chrysler has a small minori-
ty holding in this company, Chrysler-Japan. We would like this aggressive distribu-
tor to have access to dealers across the nation, regardless of franchise held or, fail-
ing that, access to at least one of the major distribution networks controlled by a
Japanese manufacturer. In a word, we want true reciprocity.

ne example which is often cited as a success story is BMW'’s experience in
Japan. BMW realized some years ago that they couldn’t beat the Japanese distribu- -
tion system, so they joined it. Despite spending over $100 million to establish dealer-
ships, BMW achieved only a 0.7% share of the Japanese car market in 1988.
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For a number of reasons, the BMW case study is not applicable to Chrysler. First,
BMW produces high-end, high-profit, status-symbol products. Chrysler competes
head-on in the mass market, both in Japan and the U.S. Second, timing. It doesn’t
make economic sense to spend hundreds of millions of dollars in Japan’s current
inflated real estate market. Therefore, we obviously will go there we are welcome
and leave the Japanese real estate market to the speculators. Qur money is better
spent on North American jobs and facilities. Third, BMW doesn’t have much of a
reciprocity leg to stand on, because West Germany also has a closed distribution
system. BMW dealers in Germany won'’t sell imports either!

Chrysler has made a commitment to export vehicles from the U.S., and we believe
we have competitive, world-class products to sell. We are the world leader in sport
utility vehicles, we created the minivan market and brought back the convertible
after a long absence. We are prepared to do what it takes to compete, but we need
the same access to Japan that Japanese companies have had in the United States
for the past 20 years.

I want the Committee to know that there is some good news on the trade front.
Chrysler was the number one U.S. exporter of vehicles to Europe last year, shipping
31,169 vehicles worth $543 million. We were zero in sales to Europe in 1986. There
are some things that could help us sell more in Europe, among them reducing the
10% duty on cars to the equivalent U.S. level of 2.5%. Notwithstanding that barrier,
Chrysler anticipates that this year, with a total of 875 dealers in Europe, we will be
able to ship about 50,000 vehicles. With a reduction in the duty to the U.S. level,
our international division estimates we would be able to sell up to 50% more than
our current projections, increasing our dollar exports by $300 million.

Chrysler is bullish on EC 1992 and, by utilizing principles of reciprocity, as includ-
ed in the 1988 Trade Act, we can and will gain good results. The single European
Market, we believe, presents opportunities for economies of scale previously not able
to be achieved with harmonization of 12 different national specification require-
ments, some of which are very restrictive.

We also mentioned South Korea in our report to the Trade Representative in
hopes that over time we could achieve the same level of success that Chrysler has
had in Taiwan. Last year, Chrysler sold 1,584 vehicles in Taiwan, which was an in-
crease of over 50% from 1987. In 1989 we are anticipating another 50% increase to
3,300 vehicles. We recognize that South Korea is a newly-developed automobile pro-
ducing country and that it has begun to reduce barriers to its domestic market. We
are hopeful of achieving results in Korea similar to our experience in Taiwan over
time.

We recognize that trade barriers aren’t the only problem. We have a lot to do on
this end of the Pacific as well. For example, Chrysler has advocated tough comestic
action to address our budget deficit for the past seven years. And we continue ag-
gressively to address our industry’s competitiveness in terms of productivity and
quality. (See Attachment 4.) Nonetheless, these efforts will not solve our trade prob-
lem without reasonable access to foreign markets.

To summarize, there are great opportunities for U.S.-designed and manufactured
cars and trucks around the world. There are three great auto markets in the world,
the United States, Western Europe and Japan. We would like t. participate with
high-volume shipments to all three of these trade groupings, not just North America
and Europe. This will not happen, however, if U.S. trade negotiators continue to
ignore the primary barrier to the sale of competitive U.S. autos in Japan.
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Attachment 1

U.S. Trade Deficit, 1988

39%

Autos

$3sBi
64%

Total
$ 138 Bil

Note: Exports f.a.s,Imports c.if.
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Attachment 2

Import Penetration

In Selected Auto Markets, 1988
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Attachment 3

Auto Sourcing Pattern In Japan, 1988

West Germany  1.36%

United States .22
United Kingdom .18

k
mzp.:ru \~ Sweden .10
— France .09
Itaty .06
Other .02

Total 2.00%

Domestic
98%

Total
6.7 Million Units

Attachment 4

Actions TAKEN To IMPROVE CHRYSLER'S COMPETITIVENESS

1. Productivity Improvements

Since the early 1980’s, Chrysler has committed major new investment to improved
factory productivity; robotics, automation and processing improvements have led
this effort.

¢ Robot usage has increased from 600 in 1984 to over 2,000 currently.

* Process improvements have increased First Time Capability from 39% in 1981
to 82% in 1988. :

* New automation in the body stamping area has increased output by 78% and
labor productivity by 35%.

* The number of vehicles produced annually by each employee has increased by
54% since 1982.

2. Quality Improvements

Chrysler has immersed all of its operations in a Total Quality Improvement Proc-
ess (QIP) to improve quality, reduce costs and to meet or exceed foreign and domes-
tic competition,

* In 1981, a vehicle produced by Chrysler had to undergo over five dealership re-
pairs during its first year of operation; by 1988, the figure had dropped to below
three visits per year and is headed to two by early '90 . . . a 46% improvement.

e Oixggilde research by Rogers Research confirms a quality improvement of 49%
since .

e Customer Satisfaction, as measured by J. D. Power, has improved 619% in the
last four years and leads domestic manufacturers. Working with major suppliers,
defective materials received at our plants have been cut by 95% during the last four
years.
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¢ Dedicated Statistical Process Control (SPC) engineers have been added to 24
manufacturing locations; $21 million has been invested in SPC thus far.

3. Improved Training and Education

Chrysler spends over $100 million per year in employee training and education.

¢ In conjunction with the UAW, a National Training Center has been established
to administer our extensive training programs including TechPrep, which provides
workers with basic skills in reading, writing and mathematics.

¢ Over 20,000 employees have been trained in the use of computers in our Com-
puter Awareness Training Program.

* Management from first-line supervisors to officers are undergoing training in
cross-functional education, communication and supervisory skill development.

¢ Over one million hours of training has been completed at each of our planis
that has undergone extensive medification.

4. Health Care Cost Containment

Chrysler currently incurs approximately $700 per vehicle in total health care
costs. Reducing this level is essential for improved international competitiveness.
Since 1982, Chrysler has reduced the rate of health care cost increases to 8.5% com-
pared to a national rate of 16.1% for U.S. businesses.

* Employees are being enrolled in managed care programs (HMO's/PPQ’s); fee
for service coverage is being discouraged.

* Specialized single PPO’s are being used for such services as outpatient diagnos-
tics, vision care, mental health and substance abuse.

¢ Fee controls have been established for physicians, hospitals and dental services.

* Precertification is required for hospital admissions, and length of stay is as-
signed at admission.

5. Modern Labor Agreements Modern and/or Progressive Operating Agreements
have been initiated at twelve major installations. These agreements increase
operational flexibility and decrease the restrictions from and numbers of job
classifications.

* Overtime restrictions at one plant were modified under a new Progressive Oper-
ating Agreement which resulted in the production of 40,000 additional units without
major capacity expansion.

* Teamwork concepts, essential to highly productive factories, are now possible
under these new agreements.

¢ Economic settlements have been cut from an annual rate of increase during the
1970’s of over 11% to a rate of 7.7% in the 1980’s.

6. Operational Improvements

* Improved inventory turnover rate . . . from 5.2 turns in 1980 to 23.9 turns in
1988 . .. a 360% improvement.

* Improved tooling design in some plants has allowed for 100% production flexi-
bility between different body types.

* New model pricing has been restrained to a total cumulative increase of ap-
proximately 11% since 1985 compared to an over 30% average increase for Japanese
imports.

7. Technology

* Have committed over $1 billion investment for the construction of a new
“World Class” Technology Center that will house state-of-the-art equipment de-
signed to make Chrysler technologically competitive into the 21st century.

* Pioneered mass application of turbochargers to gain “large’” engine perform-
ance from smaller, more fuel-efficient, 4-cylinder engines.

* Developed an entire new class of family vehicles . . . the minivans . . . which
maximize interior space in a compact exterior size . . . annual Chrysler sales ap-
proaching 500,000 units.

¢ Pioneered fully adaptive all-electronic, 4-speed automatic transmissions for im-
proved fuel efficiency, smoothness and performance.

¢ Invested in only made-in-house convertible; achieved dominant position in this
segment overshadowing all domestic and foreign entries.
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PREPARED STATEMENT OF ANDREW A. PROCASSINI

The Semiconductor Industry Association (SIA) is pleased to have the opportunity
to testify at this oversight hearing on the Trade Act of 1988, and, in particular, the
Super 301 provisions. My nane is Andrew A. Procassini, President of SIA.

The Semiconductor Industry Association, which represents U.3.-based semiconduc-
tor manufacturers, was created in 1977 to address the public policy issues confront-
ing U.s. semiconductor manufacturers. SIA has of necessity focused much of its at-
tention on seeking solutions to problems involving unfair trade practices and access
to world markets. SIA member firms represent over 90 percent of the American
semiconductor industry. A list of member companies is attached.

My testimony will address SIA’s recommendation to the U.S. Trade Representa-
tive that Japan should be identified as a priority country for trade liberalization
under Section 310 of the Trade Act of 1974, as amended; and, that Japan's continu-
ing failure to abide by the market access provisions of the 1986 U.S.-Japan semicon-
ductor Trade Agreement should be named as a priority practice under the statute.
As a businessman who has had many years of experience dealing with the Japanese
market, I believe that America’s interests in the field of semiconductors can only be
served by taking these steps.

Placing Japan on the Super 301 list is not retaliatory or protectionist. It demon-
strates firmness of purpose of the United States. It informs the Government of
Japan that the Administration considers access to Japanese markets to be a priority
area of concern and also finds failure by Japan to abide by its commitments as un-
acceptable. More is at stake than just America’s commercial interests. The U.S.
Government’s credibility is also at stake.

MANY U.S. INDUSTRIES INVOLVED

Unfair trade practices including lack of access to Japanese markets is a problem
for many U.S. industries, including but not limited to semiconductors, telecommuni-
cations equipment, supercomputers, and others. I am here as one reprezentative of
the electronics industry. The impact of Japan’s market structure is felt by the
entire U.S. electronics industry and is a major source of the overall trade deficit
with Japan. The U.S. trade deficit with Japan was $55 billion in 1988. Electronics
products accounted for $20 billion of that deficit. The American Electronics Associa-
tion (AEA), which is the source of this figure and the attached chart (figure 1), has
also filed a comment with the U.S. Trade Representative. AEA indicated that desig-
nating Japan as a “Super 301 priority country is a way of highlighting the impor-
tance the U.S. attaches to the goal of access to [Japan’s] markets.” AEA has request-
ed that the Administration develop an overall plan for access to the Japanese
market in conjunction with Super 301 identification.

Japan’s reluctance to opening its markets is clearly shown in the imbalance be-
tween its exports and imports of electronics products. The United States is highly
competitive in semiconductors, supercomputers, cellular phones, and satellites.
Korea, Taiwan, Singapore and Hong Kong are highly competitive in consumer elec-
tronic goods. However, as indicated in my recent paper, “Open Markets and Finan-
cial Leadership,” Japan imports only 6% of its total consumption of electronics
products, while it exports 36% of total Japanese production. Japan’s approach to
trade is based on a pattern of restricting imports and sacrificing the welfare of its
consumers for the sake of exporting.

1988 TRADE ACT

The Omnibus Trade and Competitiveness Act of 1988 attempted to make trade
policy formulation less ad hoc and more coherent. Super 301 was to be an integral
part of the development of that trade policy. The goal is to identify those countries
and practices which are, in fact, priorities for U.S. trade policy. Super 301 is intend-
ed to clear away the underbrush and, thus, reveal the most important issues. Trade
g;oblems with Japan dwarf America’s problems with any other nation. If there is to

an effective U.S. trade policy, Japan must be front and center.

Japan satisfies the statutory test for a priority country. Identification of priority
countries is to be based on the “number and pervasiveness” of trade barriers in a
particular country and the “level of U.S. exports . . . that would reasonably be ex-
pected from full implementation of existing trade agreements.” Section 310(aX2) of
the Trade Act of 1974, as amended. The pervasiveness of Japan’s barriers has been
documented in numerous petitions and studies, in the National Trade Estimates
report release last week, as well as in countless negotiations, including but not lim-
ited to semiconductors, telecommunications equipment, automotive parts and super-
computers.
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Japan’s treatment of the U.S. semiconductor industry is a prime example of the
adverse impact on America’s interests of Japanese trading practices. Japan's failure
to abide by the market access provisions of the Semiconductor Agreement should
top the list of specific practices to be identified under Super 301.

U.S. SEMICONDUCTOR INDUSTRY

The U.S. semiconductor industry is the nerve center of the U.S. electronics indus-
try. Its research and technology are the foundation for tomorrow's new technology
developments. The vitality of the semiconductor industry and its technological com-
ls:tetitiveness is critical to the economic strength and national security of the United

tates.

Semiconductor producers are interdependent with both equipment and materials
suppliers, as well as with users. The dependencies run in both directions. The health
of upstream as well as downstream industries is vital to the semiconductor iraustry,
and vice versa. These industries form an interdependent electronics technology
chain (see figure 2). Access to state-of-the art semiconductor technology is, for exam-
ple, essential to the success of the computer and telecommunications industries.

HISTORY OF TRADING RELATIONSHIP WITH JAPAN

The U.S. semiconductor industry has continued to seek access to foreign markets,
specifically what is now the world’s largest semiconductor market, Japan. We do not
seek protection. The need to improve access to the Japanese market and prevent
Japanese dumping of semiconductors has its roots in the 1960s and early 1970s when
Japan’s markets were formally closed. In response to objections from the interna-
tional trading community, Japan finally “liberalized” its semiconductor market in
the mid-1970s. However, Japan’s Ministry of International Trade and Induvstry
(MITI) implemented a ‘‘counter liberalization” strategy which as designed to hinder
access by U.S. industry as it promoted a policy to rationalize and restructure its in-
dustry. It accelerated its policy to target the semiconductor industry as the crucial
element to dominate electronics as the largest manufacturing industry of the next
century.

America’s efforts to increase access to the Japanese market was at odds with
Japan’s view of its self-interest, and little progress has been made. After years of
unsuccessful efforts by U.S. industry to gain full access to the Japanese market, it
became clear that government action was necessary. Thus, in 1983, the United
States and Japan established a High Technology Working Group (HTWG), which
reached agreement on semiconductor market access (HTWG Agreement).

However, by 1985, no further access had been achieved. SIA was forced to file a
Section 301 petition with the U.S. Government.

In 1986, Japan entered into the five-year Semiconductor Trade Agreement with
the United States. In exchange for U.S. Government suspension of the Section 301
case and two semiconductor antidumping trade cases (including the suspension of
an estimated $2 billion in potential duties) the Japanese Government committed to
halt dumping in the United States and Third Countries, and recognized as reasona-
ble, given America’s competitiveness, the U.S. expectation that foreign access would
increase gradually and steadily from the 8.5 percent level in 1986 to a 20% share of
the Japanese market by 1991.

This semiconductor market access target is not managed trade. There are struc-
tural problems in Japan which prevent competitive forces from having free play.
Japanese companies have buying arrangerents which prevent outsiders from ex-
ceeding more than a residual supplier status. The 20 percent commitment is an at-
tempt by the U.S. and Japanese Governments to effect a transition from the current
restrictive buying arrangements toward the free operation of the market. (I would
commend to your attention an article by Jim Fallows in the current issue of The
Atlantic, which describes the general problem of Japanese market access.) Had the
Japanese market been truly open, it has been estimated that, based on the U.S. in-
dustry’s proven competitiveness, it would hold a share greater than 30 percent of
the Japanese market.

Unfortunately, the Agreement was not honored by Japan. Dumping continued
and the Japanese ma:ket was not opened. In earl‘y 1987, the President found that
Japan’s failure to abide by its commitments was “inconsistent with the provisions
of, or otherwise denies benefits to the United States under, the (Agreement); and is
unjustifiable and unreasonable, and constitutes a burden or restriction on U.S. com-
merce.”” In response, the President imposed $300 million in sanctions. This action
was an unprecedented step in modern times. -
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Tt -eafter, the DRAM and EPROM (both high density memory devices) dumping
did cease, but not before most U.S. DRAM producers had exited the DRAM arena
and the Japanese producers had gained the dominant position in DRAMs through-
out the world. Sanctions with respect to market access remain in place because
there is not, in President Reagan’s words, “firm and convincing evidence” of Japan
complying with the Agreement.

It is now the mid point of the Agreement. Linear progress would place foreign
market share at above 14 percent, although as of January 1989 it is only 10.16 per-
cent. In fact, at this point foreign market share in Japan is backsliding from a high
of 11.1 percent in November of 1988 (see figure 3). There has been no gradual and
steady growth to foreign share of the Japanese market, since it remains at the 10
percent that it has averaged for the last two decades, including the period when im-
ports into Japan were formally controlled. Despite Japan's commitment, U.S. and
other foreign producers are still being confined to residual supplier status. There
has been some prog‘ress with Japan'’s five largest producers, whose purchasing poli-
cies do reflect an effort to make the Agreement effective.

The U.S. semiconductor industry seeks unrestricted access to Japanese markets.
It is not our objective to witness round after round of sanctions being put into place.
But unfortunately, in order to seek compliance with the Agreement, the U.S. Gov-
ernment has already had to impose sanctions once. The choice that the Administra-
tion faces today is stark: (1) do nothing and watch a sharp erosion of the U.S. indus-
try; (2) impose_further sanctions under the existing Section 801 determination; or (3)
place Japan and semiconductor market access on Super 301 and make every effort
through continued negotiations to obtain implementation of the Agreement. Listing
under Super 301 is the only alternative to ensure that Japan takes U.S. concerns
seriously and complies with its commitments.

FIVE REASONS TO IDENTIFY SEMICONDUCTORS AS A PRIORITY PRACTICE

Japan’s failure to abide by the market access provisions of the Semiconductor
Agreement is a trade priority, and should be so identified, for at least five reasons:

1. Japan’s failure to abide by the Agreement although directly actionable under
Sec. 301, meets all of the criteria of Sec. 310 and should perforce be considered by
the plain meaning of the statute a priority practice. As former President Reagan
indicated in adopting the semiconductor market access sanctions in early 1987, and

ain in late 1987 when he refused to lift those sanctions, Japan “has not fully im-
plemented’’ the market access provisions of the Agreement.

The actions which were the object of the 1985 Sec. 301 petition have not changed,
and Japan is currently still in violation of the agreement it entered into. U.S. Trade
Representative Carla Hills agreed that she saw no evidence that market access had
improved when she recently reaffirmed that the sanctions would be maintained
until there was “firm and continuing evidence. that access to the Japanese market
has improved.”

2. The U.S. semiconductor industry which is vitally important to the nation’'s
health and security, is losing billions of dollars in sales and hundreds of millions in
R&D because of Japan’s closed markets and failure to abide by the Agreement. In
1988, Japan'’s failure to abide by the market access provisions of the Semiconductor
Agreement cost U.S. producers about $490 million in lost sales, an amount projected
to grow to $1.6 billion annually by 1991. Even this data substantially understates
the effects on employment, investment in R&D, technological leadership and com-

titiveness, and national security that results from lack of access to the world’s
argest semiconductor market.

3. Japan’s failure to provide market access pursuant to the Agreement has a seri-
ous adverse effect on the competitiveness of America’s electronics industries, an im-
portant part of the foundation of our economic well-being and national security in
the 1990’s. Semiconductors are the heart of the computer technology and numerous
related electronics fields, such as defense equipment, workstations, supercomputers,
high definition television (HDTV) robotics and automotive technology.

4. Failure to address Japan's breach of the Semiconductor Agreement at this time
will seriously injure the credibility of U.S. trade policy and could undermine the
U.S. Government'’s ability to resolve other important trade disrutes.

5. The semiconductor case is a paradiigm of the trade problems facing numerous
U.S. industries in Japan. The type of industrial targeting and closed markets which
caused the semiconductor crisis also threatens American production of workstations,
fiber optics, supercomputers, telecommunications and a number of other industries.
As the Analysis of the U.S.-Japan Trade Problem by the Advisory Committee for
Trade Policy and Negotiations concluded, some of these matters are not ripe for res-
olution. These industries rely on resolution of the semiconductor problem to point
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the way. The policy of resolving trade disputes through negotiations is no longer
credible if, after successful negotiation of an agreement, the other party fails to
abide by the agreement with impunity.

ACTIONS NEEDED

In his Inaugural Speech, President Bush stated, “Great nations . . . must keep
their word.” Japan needs to comply with its previous commitments, including the
Semiconductor Agreement, if there is to be any credibility in the future to U.S.-
Japan trade agreements.

There is no good alternative for the U.S. Government to making this Agreement
work, just as there is no good alternative for the U.S. semiconductor industry to
continuing to press for full access to the Japanese market. Given the size of the
U.S.-Japan trade relationship, and the size of its gross imbalance, there is also no
good alternative to identifying Japan as a priority country for trade liberalization
under the Super 301 provisions.

This is not a retaliatory action, but rather it is the U.S. Government standing
firm and indicating to the Government of Japan that noncompliance with its agree-
ments is unacceptable. Japan—the Japanese media, industry, and government—will
simply not understand the nuance of not identifying Japan as a priority country
and semiconductors as a priority practice under the statute, while the United States
maintains that it still cares whether the Agreement is honored. Japan will treat as
trade priorities what the United States treats, and identifies, as trade priorities.
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