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FOREIGN TRADE

MONDAY, MAY 17, 1971

U.S. SENATE,
SuBcoMMITTEE ON INTERNATIONAL TRADE
orF THE COMMITTEE ON FINANCE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10 a.m., in room 2221,
New Senate Office Building, Senator Abraham Ribicoff (chairman
of the subcommittee) presiding.

Preseni:: Senators Ribicoff, Long, Talmadge, Fulbright, Bennett,
and Hansen.

Senator Risicorr, The Senate, over the last few years, has been
subjected to some of the most intense lobbying it has ever faced over
American trade policies. At the same time, we have scen major changes
in the fortunes of the other economic powers in the world.

In the period immediately after World War II, we alone had the
capacity to dramatically assist the reconstruction of the war-torn
cconomies of the West. It was in our self-interest to do so. We had
much to gain from a strengthening of Europe and global economic
development. Our policies of assisting these nations, and of building
up an international economic system of monetary and trade rules,
such as the GATT' have been largely successful.

As a result of these policies, the European Common Market has
become the greatest trading power in the world. Our policies have also
enabled Japan to achieve superpower status through economic strength
alone, without the burden of maintaining a significant military capa-
bility. Japan has reaped the benefits of the liberal international eco-
nomic system we helped create, without significantly opening up its
own domestic market to the rest of the world. Her stunning economic
growth can be illustrated by noting that Japan’s steel production will
surpass that of the United States by next year, and that Japan might
well overtake us in GNP by the turn of the century.

The United States is now in fierce trade competition with powerful
and aggressive competitors, after a long period when American busi-
ness was able to dominate world markets. .

These changing economic forces, combined with the rising needs
of developing countries have resulted in a fundamentally changed
political power balance in the world. The geopolitical considerations
which held the center of the foreign policy state of the 1950’s and
1960’s are rapidly being pushed aside by the new forces of ecopolitics.

Our Government now has no broad conception of what the United
States role should be in the global economy. We have no foreign
cconomic policy, and find ourselves reacting on a day-by-day basis to
unexpected crises.

1)
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In the Senate we have listened to pleas on behalf of specific indus-
tries or groups of workers. We have been told that unfair foreign com-
petition was damaging our domestic markets. We have heard from
our union leaders that American corporations were exporting jobs by
creating production facilities abroad. We have received requests for
legislation to create new import restrictions to ease the problems at
281:(1;; (imd reduce the incentive for American corporations to move

. On the other hand, we have heard our large multinational corpora-
tions claim that if they do not compete internationally, the Japanese
or the Germans will seize the trade opportunities. From abroad we
have heard threats of retaliation rather than offers for negotiation.

The fundamental question of how to help one party without hurting
another is at the heart of our dilemma. At the same time it should spur
us to conceive new policies which recognize our domestic difficulties,
but which do not harm our export position or our foreign relations.

The purpose of these hearings is to explore the nature of the new
world economic system we have created, and to examine how we can
adjust to these global changes. It would be self-defeating to expect
traditional solutions and the same old formulas to be able to meet the
new challenges to American foreign economic policies.

What we hope to do during these first hearings of this Subcommit-
tee on International Trade is to examine in their broadest scope_the
implications of future trade initiatives by our Government, and of
future trade legislation in the Congress.

This week’s hearings will cover such topics as the role of multina-
tional firms in the world cconomy, the changing structure of economic
power blocs, such as the European Economic Community, the resurg-
ence of Japan as the second most powerful industrial country in the
free world, the prospects on East-West trade, the implications of tariff
preferences for less developed countries, and the adequacy of national
trade policies and international institutions for coping with the chal-
lenges facing the United States in the 1970’ and beyond. )

Fconomic issues make powerful politics. It is time that our foreign
policies reflected this fundamental fact. Only at rare moments in the
history of American foreign policy has this been understood and clear-
ly enunciated. It was cxpressed in 1944, when the international meet-
ing at Bretton Woods led to our present monetary and trade system.
Tt was expressed when Seeretary Marshall called for a major foreign
agsistance program to aid the construction of Furope. It was under-
stood by President Kennedy, who in 1962 stated :

The success of our foreign trade, and our maintenance of Western political
unity depends in equally large measure upon the degrec of Western economie
unity.”

The monetary crisis of the last 2 weeks should have taught us that
our passive policies on the balance of payments, and our hesitancy in
pushing international monetary reform, have caused the dollar to be
rejected by the very same countries who owe so much to American aid
and American defense forces. . )

As T pointed out after my return from Europe earlier this year:
While we concerned ourselves with the NATO order of battle, the
Germans were more concerned over orders for Volkswagens.
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In one sense the present dollar crisis is a false one, because it should
never have crupted this way. The U.S. dollar ought to be the strongest
of all the currencies of the world given the basic relative strength of
our economy. But we have managed our dollar outflows poorly. Our
corporations, for example, were permitted to move funds as it suited
their own interests. But basically it was our inability to recognize the
growing interdependence of the world economies that was our failing.
Because of this, our domestic policies and our foreign economic policies
in the future must be more closely tied than over before.

The FEuropean reaction to our balance-of-payments difficulties has
been to accuse us of neglecting our responsibilities. This is the price
of leadership in monetary matters. But Furope can, by reacting po-
litically, do great harm to our investment and national sccurity
interests abroad—and ultimately to her own.

Western Europe has shirked its own responsibilities as n great
economic power, Europe’s enormous cnergies instead have been largely
devoted to solving the problems of small Kuropean farmers, at the
expense of American farmers, and to solving the economic problems
of certain African and Mediterranean countries, at the expense of the
other poor countries of the world. A piecemeal, bilateral, foreign eco-
nomic policy has been the best that Kurope could muster.

The Common Market’s drift toward special discriminatory arrange-
ments is but a single part of a disturbing overall pattern. Another
manifestation of this is Western Europe’s growing profitable eco-
nomic relationships with Eastern Europe and our own reluctance to
trade with the Ilast. While we have steadfastly held a security
umbrella over Western Europe, she has carried on a profitable business
with Eastern Europe.

How did we get into these predicaments? A good part of the answer
is that we did not evaluate the economic as well as the political interest
of the United States in making our foreign policy decisions. By fail-
ing to consider our own commercial interests carefully, we often failed
to pursue our true political interests.

On Wednesday, the Senate will vote on Senator Mansfield’s amend-
ment calling for the halving of our troop deployment in Europe.
Whether a Senator will vote for or against this specific proposal, he
must be troubled by the confusion and contradictions in our foreign
policies which has led us to this point. Congress has major responsibili-
ties in setting our Nation’s international commercial policies. It is now
time for the executive branch to show a greater appreciation of this
role, and to seek greater cooperation and coordination with the Con-
gress. I hope that this subcommittee’s hearings and review of our poli-
cies will start us on the road to a new era in American foreign

olicy—an era in which ecopolitics is acknowledged as a central issue
in tho closing years of this century.

Senator Ta{'madge?

Senator Taryanar. Mr. Chairman, I compliment you on the state-
ment that you have read. T concur wholly in everything that you said
and T compliment your further on starting the meeting on time. I
have spent more time waiting on committec meetings to start since
I have been in the Senate than virtually any other thing. I like
punctuality and I compliment you on it.
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The distinguished Secretary, who is our first witness, met with the
members of the Senate Finance Committee last week, and he was
extremely forthright and candid about many of the problems that face
the dollar at the present time, and T am sure he wil{ make a very out-
standing witness.

Senator Risicorw Thank you very much.

Senator Hansen,

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

Mr. Chairman, I want to commend you and Senator Long for mov-
ing us ahead in this examination of the critical issues affecting the
United States in the field of international trade. When we talk about
foreign trade it ultimately comes down to a question of jobs. I am
deeply concerned that American industries are being forced to move
abroad to take advantage of low labor costs. The result is that Ameri-
can jobs are being lost.

I noted in Friday’s Washington Post* that Henry Ford 11, who is
quite a free trader, admitted that American car manufacturers have
not. been able to slow imports despite the new compact cars. Ie said
that foreign cars may wind up with 20 percent of the U.S. market,
and that for every 1 percent increase in foreign sales, U.S, jobs de-
creased by 20,000. Tn other words, using his own figures, automobile
imports alone could cost us 400,000 jobs. I am sure Mr. Meany will
give us the job picture for the Nation as a whole.

The multinational firm has created a wholly new situation in the
international trade. The multinational firm not only has a vested
interest in keeping the U.S. market open for its exports from its
subsidiaries abroad but is even more concerned about protecting its
investments abroad. In fact, the multinational firm is the big protec-
tionist but the protection is not for American jobs but for their
foreign investments.

In addition to the job displacement problem it also appears to me
that the present rules of international competition are not equal and
that before we can speak of free trade we must be able to speak of
fair trade.

Countries in the European Common Market and Japan have played
by different rules of the game than has the United States. Tt is like
playing a football game with the other team fielding 13 players to
your 11,

Finally there comes a time when the political ambitions of any
country exceeds its economic resources. The U.S. aid, trade, foreign
investment, and military programs arcund the world exceed our
ability to pay for them, and the result is a chronic deficit in our inter-
national balance of payments.

The State Department, which has been responsible for the direction
of our postwar economic policy, appears to be living in the past, as
if we could continue to afford to be the world banker, policeman, and
Santa Claus.

The recent dollar crisis demonstrates the need for this country to
take stock of where it stands in world trade and iinance and where
it is heading if we don’t correct our balance-of-payments deficits.

*See p. 208.
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So, again, I wish to commend the chairman for initiating this broad
ranging hearing with a very impressive and balanced witness list.

Mr. Chairman, it T may, after Senator Bennett makes a statement,
should he choose to as I hope he will, I do have a statement I would
like to place in the record for Senator Fannin who was not able to be
here today.

Senator Risicorr. Thank you.

Senator Ben~err. I, too, am delighted that the committee has again
embarked on a series of hearings on the problems of our international
trade. We had such a series, a]f too brief, 2 or 3 years ago. We realize
that these hearings are informational only; there is no specific legis-
lation before us. Indeed we must wait to receive legislation from the
House under the pattern that exists because of the constitutional as-
signments of the two bodies on matters affecting tariff and other
tax income. .

I, too, believe we have come now to a full generation in time since
the immediate postwar programs were laid out at a time when we
had most of the world’s gold and most of its productive capacity.

1 have come to believe that the GATT pattern is completely out-
dated, and it is necessary for us and, we hope, our trading partners,
to try to develop a new pattern under which we can operate in a world
where we are not the sole large producer but in a wor%d in which there
are other producers and traders whose capacity begin to approach ours.

1, too, am delighted that this series of hearings will be held. I think
it can be very useful, and at this point, Mr. Chairman, I should like to
make the point that Senator Fannin, who is the ranking minority
member of this subcommittee, is at this moment in Japan trying to
acquaint himself with the problem from the point of view of that
very important trading nation, and you have a statement for him.

Senator Risrcorr, I think Senator Fulbright is here and let’s see
if he has a statement. Senator Fulbright, would you have a com-
ment as we open these hearings?

Senator Fursricirr. All I wish to say, Mr. Chairman, is that I think
they are certainly timely, and I shall await the administration’s and
other views as to it. I can think of nothing that is more serious for
tho country than the question which you will be examining. .

Senator Ribicorr. Thank you very much—Senator Hansen, with
Senator Fannin’s statement. )

Senator Hansen. Mr. Chairman, I will read Senator Fannin’s
statement. .

“Mr. Chairman, I believe that the issues to be discussed before this
subcommittee this week are fundamental to the future of our Nation
and the world. We are scheduled to hear from some of the top
people in the area of world trade and investments. It is obvious that
we in Government cannot continue to allow the erosion of the Ameri-
can position in world trade. American goods are losing out both to
competition ontside the United States and to imports within our
country. The continued loss of jobs in the United States creates so-
cial and political, as well as economie, problems. Without jobs welfare
problems are compounded ; social progress and economic development
comes to a halt. This certainly will create demands for strong protec-
tionism, and thus we could face severe political problems both at home
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and in international relations., A continuing erosion of American jobs
will bring a popular call for economic isolationism just as surely as
complications in Southeast Asia have brought a swing toward po-
litical isolationism.

Americans are in no mood to tolerate international entanglements
which are, or may be, detrimental to the best interests of the United
States. It is my hope that these hearings will provide us with the in-
sight we need to help chart a successful course in future world trade
and investments.

I regret that the opening of these hearings coincides, as Senator
Bennett has indicated, with the U.S.-Japan parliamentary program
which T was committed to attend. Tt is my hope, however, that my
work on this program in Japan will result in information that will
be of value to our work on world trade, and after I return from
Japan later this week I look forward to reading carefully the tes-
timony of the distinguished witnesses appearing today and tomorrow
before our subcommittee.

Thank you.”

Senator Risicorr. Thank you very much.

Let us include at this point in the record the press release of Chair-
man Long reporting the formation of this subcommittee and the tasks
with which it has been entrusted, as well as my own release announc-
ing these hearings.

(The releases referred to follow. Hearing continues on p. 18).
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FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE

March 31, 1971 UNITED STATES SENATE
2227 New Senate Office
Building

FINANCE COMMITTEE ESTABLISHES
SUBCOMMITTEE ON INTERNA TIONA L. TRADE

Following is the text of a statement by Honorable Russell B. Long,
Chairman of the Committee on Finance, United States Senate, announcing the
appointment of a special Subcommittee on International Trade:

"U, S, foreign trade is now more than an 80 billion dollar
business, It affects virtually every aspect of American life -~ production,
incomes and jobs; profits and prices, In a word, foreign trade affects
people, their Hvelihood and their families,

"We have witnessed the closing down of many American

plants and the transfer of many others to foreign lands where lower
wage rates abound, American dollars and credit -~ hard to obtain
here -~ have flowed freely to build magnificent factories overseas,
In the process, many Arherican jobs have been lost, Unemployment,
caused by foreign import competition, runs into the hundreds of thou-
sands, and our welfare rolls are being swelled by American workers
laid off because of import competition,

A s an indication of the degree to which foreign imports
have hurt American jobs, the 24~-million member AFL~CIO has
recently called for quota mechanisms covering 'any products in
which there is a loss of American jobs due to market disruption or
the activities of American multi~-national corporations.' This is
a major switch for an organization which heretofore was in the van-
guard of the free trade movement. It is undoubtedly a reflection
of the feelings of the many unions belonging to the AFL-CIO. To
these people -~ good American citizens -~ it ia no consolation that
shirts and shoes and automobiles may be a few cents cheaper be-
cause they are made abroad, These people have lost their jobs and
cannot afford to buy shirts and shoes and automobiles, even for the
low prices of foreign commodities. Unemployment compensation
and welfare checks ~~ all charged to the American taxpayer ~~ are
not much consolation for the workers, laid off because of imports.

"We have become a 'have not'nation as far as foreign
trade policy is concerned, As Europe and Japan built themselves
up into prosperous trading nations, with the help of governmental
aid and protection, the United States continues to place meaningless
slogans of !free trade' and 'protectionism’ ahead of jobs, As a
nation, we are ducking the economic realities of the 1970’a.



"Despite the fact that the world has changed swiftly and
dramatically since World War 1I, our trade negotiators, concerned
more with foreign 'good will' than American jobs, are still tooting
the horns of free trade and shouting that those who stress the impor-
tance of American jobs are not acting 'in the national interest,'

"In light of all the changes that have taken place since
our present trade policies were fixed at the end of World War II,
it is time for this nation to reconsider our approach to trade mat=
ters, Hopefully, we should fix a new direction for U. S, trade
policy, more attuned to the needs of the future, than to the goals
of the past,

"As a step in this direction, I have appointed for the
remainder of the 92nd Congress a new ad hoc Subcommittee on
International Trade in the Committee on Finance. The function of
this new Subcommittee will be to explore our trade policies, chronicle
their failings and their shortcomings, and attempt to learn why our
trade policies have not brought us the same economic successes as
those enjoyed by Japan and West Germany ~~ nations which have
made international trade the cornerstone of their whole economic
program, With the information this Subcommittee can develop,
the Committee on Finance, and indeed, the entire Congress, can
be prepared to more effectively respond to the great necd for an
enlightened trade policy.

“In my opinion, it is appropriate for a Congressional
Committee with legislative jurisdiction over the trade agreements
program to undertake this sort of exploration. For too long, U.S.
trade policy has been dominated by hired bureaucrats in the State
Department, Probably to a greater extent than in any other Fed-
eral program, the trade agreements program, and the policies
which frame it, have been isolated from the American people.
These nameless and faceless bureaucrats who wield important
influence on trade matters never have to answer to the voters for
their neglect 0 American employers and workers, or for needless
generosity to foreign countries on trade matters. This is wrong;
the voice of the people should be heard, and the American system
of checks and balances in the governmental process should be
brought into play,

"For too long, the Congress has been dependent on
the executive branch for leadership in setting trade policy, and
for too long this policy has developed in diplomatic meetings
motivated mainly by political policy considerations, wholly
divorced from economic realities,



""The work which could be performed by the new Sub~
committee on International Trade can provide Congress with an
independent source of information, unsullied by State Department
prejudices and free of bureaucratic inbreeding,

"I am pleased to announce that the Honorable Abraham
Ribicoff (D,, Conn,) will serve as Chairman of the Subcommittee.
Senator Ribicoff is particularly suited for this role. For many
years, he served with distinction and high honor as a Finance
Committee delegate to the Kennedy Round of tariff~cutting talks
at Geneva, Switzerland, pursuant to the Trade Expansgion Act of
1962, In addition to the tremendous head start that work provided
him, Senator Ribicoff has had first-hand experience with the sort
of inept, hypocritical bumbling of which the State Department is
capable when trade amendmenta are under consideration,

""No doubt, Senator Ribicoff recalls his amendment in
1966, dealing with the American Selling Price system of valuing
imports of synthetic rubber protective footwear, While one group
of Senate Department strategists were seeking to make peace
with him, another group was working behind his back trying to
line up support to kill the Ribicoff amendment, I am pleased to
report that when it was all over, Senator Ribicoff's position in
defense of the American rubber shoe industry prevailed.

"His defense of Congressional prerogatives was magni~
fied by his fight for S. Con, Res. 100 dealing with the negotiation
of agreements outside of the delegated authority provided by the
Congress to the Executive, He also fought hard against the
Canadian Automobile Agreement because the Agreement did not
provide an adequate quid pro quo to this nation, Senator Ribicoif
ig a fair man so much so that his friends can justly call him
'Honest Abe,' I am confident that his leadership of this Subcom-
mittee will add to his reputation for fairness and objectivity,

"In addition to Senator Ribicoff, other Senators serving
on the Subcommittee will be:

Senator Herman E, Talmadge (D., Ga.)
Senator Gaylord Nelson (D., Wis.)
Senator Paul J, Fannin (R., Ariz,)
Senator Clifford P, Hangen (R., Wyo,)
Senator Wallace F', Bennett (R., Utah) and

I will serve in an ex~officio capacity.

62-790 O - 71 - pt.1 -- 2
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Senator Talmadge was also a Finance Committee delegate to the
Geneva talks and has had broad experience in trade matters.

"It is my belief that this Subcommittee, working as a
team, and speaking with a single voice, will render invaluable
service in studying the trade question,

"The function of the Subcommittee will be exploratory,
not legislative. No legislation will be referred to it, nor does
the Committee on Finance expect it to recommend changes in the
statutes dealing with foreign trade, although Senators serving on
the Subcommittee will doubtless obtain much information which
will lead them to suggest legislative answers to problems that they
uncover,

"The Subcommittee's primary role will be to help
educate Senators and others on major foreign trade issues, con-
siderations and implications, The exploratory hearing process
will be its principal tool,

"In performing its work, 1 would hope that the new
Subcommittee will direct considerable attention to the features of
the General Agreement on Tariffs and Trade, particularly those
which contribute to many of the trade problems we face today.
Last year, the full Committee discussed the major trade problems
facing this country, and it decided that there were a number of
major issues which required intensive study, These included:

(1) The most-favored-nation (MFN) principle
and the exceptions thereto; the: effect of MFN
exceptions of intra-regional and extra-regional
trade where common markets and free trade
areas are concerned;

(2) The GATT provisions and interpretations on
export subsidies and border taxes, the rationale
underlying the differing treatment of 'direct' and
Yindirect' taxes insofar as border tax adjustments
are concerned, and the U, S, negotiating position
on border tax adjustments;

(3) The adequacy of GATT provisions dealing with
agriculture;

(4) The adequacy of the balance of payments
exceptions in Article XII of GATT;

(5) The GATT provisions on unfair trade practices,

fair international labor standards, and relief from
injurious imports;

BIST COPY AVAILABLE
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(6) The GATT provisions on ‘compensation' and
'retaliation, !

"In addition, I would hope that the Subcommittee's inquiry
will include an examination of nontariff barriers, and other matters, such as:

(1) The quantitive restrictions that remain in
effect in many countries such as Japan;

(2) The common agricultural policy of the EEC;

(3) The border tax~export rebate system of the
EEC, and the reasons why indirect tax rebates on
exports are not considered 'bounties or grants'
within the meaning of the countervailing duty statute
as interpreted by Supreme Court cases;

(4) Discriminatory government procurement policies;

(5) The probable effects of British entry into the
Common Market on U, S, trade and balance of
payments;

(6) The effect of foreign exchange-rate changes on
United States trade and tariff c. <cssions;

(7) An analysis of whether or not greater flexibility
in foreign exchange rates would serve in the interests
of United States and world trade;

(8) The nature and extent to which other countries
subsidize their exports, directly or indirectly;

(9) A comparative analysis of various proposals to
extend tariff preferences to the products of less de-
veloped countries with particular emphasis on the
effects on U, S, trade and investment patterns and
on U, S. labor;

(10) The various agency responsibilities within the
executive branch for handling all U, S, foreign trade
matters, and the means by which policy coordination
is achieved,

“Finally, I would hope that the Subcommittee will look
into the following matters of particular significance in international
trade:
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(1) The tariff and nontariff barriers among principal
trading nations in the industrialized countries, including
an analysis of the disparities in tariff treatment of
similar articles of commerce by different countries

and the reasons for the disparities;

(2) The nature and extent of the tariff concessions
granted in trade agreements and other international
agreements to which the United States is a party by
the principal trading nations in the industrialized
countries;

{3) The customs valuation procedures of foreign
countries and those of the United States with a view to
developing and suggesting uniform standards of
custom valuation which would operate fairly among
all classes of shippers in international trade, and the
economic effects which would follow if the United
States were to adopt such standards of valuation,
based on rates of duty which will become effective

on January 1, 1972; and

(4) The implications of multinational firms on the
patterns of world trade and investment and on United
States trade and labor,

"I am pleased that Senator Ribicoff has agreed to serve as

Chairman and coordinate the work of this new Subcommittee on Inter-

national Trade. With his fair and impartial leadership, I am confident

the work of the Subcommittee will proceed smoothly and that it will
earn for the Committee on Finance the same high honor as the Sub~
committee on Health Care earned in 1970 under the able leadership
of Honorable Clinton P, Anderson of New Mexico. I might add that
the success of the Subcommittee on Health Care contributed to the
decision to establish this Subcommittee on International Trade, and
the basic working arrangements of both of these Subcommittees are
identical,

"Asg in the case of our earlier Subcommittees, the new
Subcommittee on International Trade will be staffed by members of

the Finance Committee staff. Although our staff is small, it is highly

competent, and I know the Subcommittee will profit from the contri-~
bution the staff can make to its work,

"I urge the Chairman to promptly call a meeting of his
new Subcommittee to lay out the groundrules under which its work
will be performed, With this step behind it, the Subcommittee can
begin coordinating its hearing process with other work of the Com-~
mittee on Finance,"

PR# 6
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Senator Abe Ribicoff (D-Conn.)
Announces First Hearings of
Subcommittee on International Trade

Release AM Monday, May 10, 1971

WASHINGTON, D.C. -- May 10 -- Senator Abe Ribicoff
(D-Conn.), Chairman of the Subcommittee on International
Trade of the Senate Finance Committee, announced today he
will conduct hearings during the week of May 17 through May 21
on world trade and investment issues,

Lead~off witneés will be Treasury Secretary John B,
Connally, who will testify at 10 AM Monday, May 1% in Room
222]1 of the New Senate Office Building.

Senator Russell B, Long (D-La,), Chairman of the Finance
Committee, created the Subcommittee on International Trade in
March, appointing Senator Ribicoff as Chairman and as members
Senators Herman Talmadge (D-Ga.), Gaylord Nelson (D-Wis.),
Paul J. Fannin (R-Ariz.), and Clifford P. Hansen (R-Wyo.).
Senators Long and Wallace F. Bennett (R~Utah) are ex-officio
members of the Subcommittee.

The Chairman said the hearings will explore the signif-
icance of changes underway in the structure of the world
economy as they affect the U,S, economy and American foreign
policies.

Subjects to be examined aAnclude changing political gnd
economic relationships around the world, the emergence of an
enlarged European economic¢ bloc, the rapid ascendancy of Jagan
and Eastern Asia in the global ecohomy, the prospects for
increased East~West trade and the adequacies of national trade
policies and international rules and institutions for coping
with the changing conditions in the world economy.

The Chairman said the changing conditions of world trade
and production are related to the problems and economic
prospects of the developing natinns., The hearings, he said,

therefore will include preliminary consideration of the
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implications of tariff preferences for the products of less
developed nations,

The hearings will also cover the rapidly changing patcérns
'of world agriculture production and consumption, with special
attention to the so-called "Green Revolation" for both the
developing nations and the U.S.

In addition, the Subcommittee,will cxamine existing
impediments and distortions to world trade and the recent
tendency toward retaliatory trade policies,

Senator Ribicoff said that the witnesses who have been
invited to testify represent a broad range of views of
foreign trade policies and problems, The witnesses and the
days they will testify are:

May 17
John B, Connally, Secretary of the Treasury
Joseph Wright, Chairman, Zenith Corporation

Dr. N.R, Danielian, President, International
Economic Policy Association

May 18
Geoxrge Meany, President, AFL-CIO

Heindrick Houthakker, member, Council of
Economic Advisors

Ely R. Callaway, President, Burlington Industries
May 19
George Ball, former Under Secretary of State
Sam Pisar, international attorney, Paris
Senator Fred R, Harrxis (D-Okla.)
May 20
Clarence D, Palmby, Assistant Secretary for
International Affairs and Commodity Programs,
U.S. Department of Agriculture
D.11, Brooks, Chalrman, Goldkist, Inc.

Orville Freeman, President, Business International
Corporation, and former Secretary of Agriculture
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May 21

Fred J., Borch, Chairman, General Electric

Kenneth Davis, former Assistant Secretary of
Commerce for Domestic and International Business

Roger S, Ahlbrandt, President, Allegheny-Ludlum
Industries ®

The Chairman said the Subcommittee wishes to obtain a
broad range of views and welcomes the submission of written
statements for the record. These statements should be typed,
double spaced, and have a summary. Five copies should be
filed with Thomas Vail, Chief Counsel, Senate Committee on
Finance, Room 2227 New Senate Office éuilding, washington, D.C.,
20510 by June 15. These statements will be considered by
Subcommittee members.

Subsequent hearings by the Subcommittee will focus on
specific issues and éroblems facing the U.S, in internatiohal
trade, Persons interested in a particular trade problem can
participate in the Subcommittee's‘oversight review at later
hearings.

Senator Ribicoff also announced that the Subcommittee
at its first executive session agreed to request the
Executive Branch to undertake the studies which the full
committee had directed in the Trade Act of 1970, legislation
which was not enacted into law.

Attached are texts of Senator Ribicoff's letters to .
Peter Peterson, Assistant to the President for International

Affairs, and to Dr, Glenn Sutton of the Tariff Commission.
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April 21, 1971
Dear Mr. Peterson:

As you know, the Committee on Finance determined in its
deliberations over the Trade Act of 1970 that the Executive branch
and the Tarlff Commission should undertake a number of comprehensive
studies in the field of foreign trade. The studies requested of the
Executive are listed below!

(1) The most-favored-nation (MFN) principle
and the exceptions thereto; their effect of MFN
exceptions on intra-regional and extra-regional
trade where common markets and free trade areas
are concerned;

(2) The GATT provisions and interpretations
on export subsidies and border taxes, the rationale
underlying the differing treatment of "direct" and
"indirect" taxes insofar as border tax adjustments
are concerned, and the U.8. negotiating position on
border tax adjustments:

(3) The adequacy of GATT provisions dealing
with agriculture;

(4) The adequacy of the balance of payments
exceptions in Article XIXY of GATT:

(5) The GATT provisions on unfair trade
practices, fair international labor gtandards,
and relief from injurious imports;

(6) The GATT provisions on “compensation"
and "retaliation";

(7) The quantitive restrictions that remain
in effect in many countries such as Japan:

(8) The common agricultural policy of the EEC:

(9) The border tax-export rebate system of the
EEC, and the reasons why indirect tax rebates on
exports are not considered "bounties or grants”
within the meaning of the countervailing duty statute
as interpreted by Bupreme Court cases;

(10) Discriminatory government procurement policies:

(11) The probable effects of British entry into the
Common Market on U.S. trade and balance of payments;

(12) The effect of foreign exchange-rate changes
on United States trade and tariff concessions; and

(13) An analysie of whether or not greater flexibility
in foreign exchange rates would serve in the interests
of United States and world trades

(14) The nature and extent to which other countries
subsidize their exports, directly or indirectly:

(15) A comparative analysis of various proposals to
extend tariff preferences to the products of less
developed countries with particular emphasis on the
effects on U,S. trade and investment patterns and on
U.S. labor:
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(16) The various agency responsibilities
within the executive branch for handling all U, S.
foreign trade matters, and the means by which
policy coordination is achieved.

The Subcommittee on International Trade of the Finance Committee
met in executive session on April 20 and agreed to request ihe
Executive and the Tariff Commission to undertake these studies
as soon as possible. I am writing to the Chairman of the Tariff
Commission requesting the separate studies which the full Committee
requested from that organization.

Your office appears to be well equipped to coordinate the
Executive branch's effort in completing the studies requested by the
Finance Committee last year. The Subcommittee believes that the
results of these studies could lay the foundation for a trade policy
adequate to the needs of the 1970's. We would hope that you would
provide the Committee with in-progress reports and analyses on
these issues as they are completed, rather than waiting until all
the studies are compleizd,

April 21, 1971
Dear Mr. Commissioner: (Sutton)

As you may know, the Committee on Finance determined during its
deliberations of the Trade Act of 1970 that the Tariff Commission
should undertake a number of studies dealing with crucial issues
in the field of foreign trade. These studies are listed below:

(1) The tariff and nontariff barriers among
principal trading nations in the industrialized countries,
including an analysis of the disparities in tariff
treatment of similar articles of commerce by different
countries and the reasons for the disparities;

(2) The nature and extent of the tariff concessions
granted in trade agreements and other international
agreements to which the United States is a party by the
principal trading nations in the industrialized countries;

(3) The customs valuation procedures of foreign
countries and those of the United States with a view to
developing and suggesting uniform standards of custom
valuation which would operate fairly among all classes
of shippers in international trade, and the economic efifects
which would follow if the United States were to adopt such
standards of valuation, based on rates of duty which will
become effective on Januarxy 1, 1972; and

(4) The implications of multinational firms on the
patterns of world trade and investment and on United States
trade and labor.

The Subcommittee on International Trade of the Senate Finance
Committe: met in executive session on April 20 and agreed to request
the Tariff Commission to proceed to study these issues and raport to
the full Committee as it completes various phases of its work. We
would hope that the Commission could supply the full Committee with the
resulis of its findings on these issues on a timely basis together with
supplementary materials which may aid the Committee in its oversight
review of U, S. foreign trade polic&es.
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Senator Risicorr. Secretary Connally, we welcome you here today.
In your short time as Secretary, we on the Finance Committec have
been very much impressed with your candor. You have been most co-
operative with the committee, both in executive session and in public
:ezslon, and I think it is significant that you are the leadoff witness

oday.

_ It is the feeling of many of us that in the past the dominant role
in trade policy has been that of the State Department. There is a very
strong feeling shared by many of us that in charting trade policy the
State Department has often subordinated matters of trade and in-
vestment to the geopolitical factors without due consideration of the
economic factors invelved.

We also feel that the State Department is very weak in the fields of
foreign economics, and in international trade and investment. I have
found in the 8 years that I have been on the Finance Committee, that,
invariably, almost every other department of the Government that has
a role to play in international trade has consistently had to subordinate
its position to that of the State Department.

We believe that this is not always wise. There are definite roles to be
played by the other departments. We feel that the Treasury Depart-
ment should have more to say about the monetary and trade policies
of our Nation.

So we welcome you here today, Mr. Secretary.

STATEMENT OF HON. JOHN B. CONNALLY, SECRETARY OF THE
TREASURY, ACCOMPANIED BY PAUL A. VOLCKER, UNDER SEC-
RETARY FOR MONETARY AFFAIRS, AND JOHN R. PETTY, ASSIST-
ANT SECRETARY (INTERNATIONAL AFFAIRS)

Secretary ConnarLy. Thank you, Mr. Chairman.

Distinguished members of the committee, I am grateful for the op-
portunity to appear this morning and, Mr. Chairman, may I add my
own compliments to those of the others to you for holding these hear-
ings. I think indeed they are important, and I am sure they will pro-
duce much that will be of benefit to the Congress, to the administra-
tion, and to the country.

I am privileged to Ke the first witness before this Subcommittee on
International Trade and, if I may, I would like to read a relatively
brief statement and then respond, hopefully, to any questions that you
may have.

§;nator Riercorr. Will you, please? I would hope that the mem-
bers of the committee the first time around would confine themselves
to a question period of 10 minutes each so that in all fairness to all
the other members of the committee everyone will have an opportunity
to question the Secretary.

You may proceed.

Secretary CoNnarLLy. Before I begin, sir, with my formal statement,
may I present two gentlemen here who are at the table with me? I
think you know them both: Mr. Paul Volcker, the Under Secretary
of the Treasury for Monetary Affairs; on my right, Mr. John Petty,
the Assistant Secretary for International Affairs.
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Mr. Chairman, I welcome this opportunity to discuss with you and
w1tl,}_1 this subcommittee the broad aspects of our international economic
policy.

As you know better than I—you submitted to the Finance Com-
mittee a very thoughtful report concerning trade policies in the
1970’s—you indicated that we are at a watershed.* You said that in the
future we must have both a change in direction and a change in empha-
sis in pursuing our foreign economic policy objectives. And you also
stated that those changes in direction and emphasis had to be ac-
companied by a corresponding change in the means of pursuing our
objectives.

I agree strongly with all of these conclusions. And in this prepared
statement, I would like to take just a few minutes to underline that
agreement, and to capsule the type of actions necessary both at home
and abroad, if we are to succeed in this important effort.

The road to good international economic relations is not a one-wa;
street. No nation, regardless of power or prestige, can or should “call
all the shots” for the free-world community. Nor can we or others, in
building a world order, expect to rely for long on the goodwill or
largess of friends. We need to recognize that lasting cooperation
among nations depends not on friendship in the personal sense, but on
the solid base of national strength and national interest. By taking a
long and broad view of our interests, and building on the elements of
common needs and aspirations, we can expect strong allies in our en-
deavor to maintain a flourishing world economy.

To play our proper role in the new age to wﬂich you refer, there are
things that we must do at home. Just as important, there are steps that
must be taken by us and by our trading partners in building better
trading relationships abroad.

For many years, as you pointed out in your opening statement this
morning, we had the luxury of competing with economies still recov-
- ering from war. We prospered during this period. Now, circumstances
have changed in the world. We must change to meet these new cir-
cumstances. A generation of ease and affluence enjoyed by labor and
business alike, a period when our strength was so apparent that erosion
in our competitive position was almost unnoticed, is over.

As we enter the 1970’ the relative economic strength of our major
trading partners is abundantly clear. The European Economic Com-
munity is now the world’s largest trading bloc, with large and per-
sistent trade surpluses. The prospects are that its membership and
economic base will soon be further expanded. Japan has achieved a
truly remarkable rate of growth. It now records the second highest
Gross National Product and among the largest trade and balance-of-
payments surpluses in the free world.

The simple fact is that in many arcas others are out-producing us,
out-thinking us, out-working us, and out-trading us. Analysis of trends
in our balance of payments underlines this.

I do not refer just to the statistics for the first quater of 1971, to be
released today. Those results are bad, they are very bad. They depict
a deficit of over $5 billion on the official settlements basis for the 8
months alone. The liquidity deficit exceeded $3 billion.

*Appendix B, page 960.
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Clearly, that level of deficit is not sustainable. However, we should
clearly recognize that the major cause of these extraordinary dollar
outflows is transitory—interest rates here which are lower than those
in Western Europe. That imbalance will be largely corrected as econ-
omies move back 1into phase.

What disturbs me more than the first quarter deficit is the under-
lying trend in our trade and current account position. Our trade sur-
plus rose in the first quarter, but still ran below the rate for 1970 as
a whole. More importantly, it remains far below the levels of the
early sixties, and below the amount we need to achieve an equilibrium
in our balance of payments.

To keep pace in this world economy, our first task is to attend to our
own cconomy. We must restore the stable, non-inflationary growth that
was disrupted by the domestic financial policies of the late sixties.

We are well on the way down this difficult road. Our strategies for
further containing inflation, while raising output and reducing unem-
ployment, are working. In particular, we have begun to restore the
base for a stronger international position; last year, unit labor cost in
the United States rose only one-third as much as the average of our
major competitors. This is heartening evidence of fundamental
progress.

But the journey is far from over. We cannot afford to sit back and
count on poor performance abroad. Thus, the remaining challenge
before us at home is plain.

Our domestic economic strategy of balanced and sustainable recov-
ery will help rebuild our trade surplus—but only slowly. In addition,
we cannot hope to achieve a full measure of success unless markets are
open to us and unless we are able to compete fairly with our trading
partners abroad.

Indeed we must paint on a larger canvass than trade alone. We are
now at a decisive point in our cconomic affairs. The challenge in
foreign economic policy for the seventies involves three elements. First,
the necessary mutual sccurity arrangements for the free world must
be maintained in full concert with our allies, with a fair sharing of the
burden. Second, multilateral cooperation must be broadened in the
financial and development assistance areas. Third, the efforts to foster
increased competitiveness in our economy must be actively pursued in
the context of fair and liberal trading arrangements.

It is this last area that seriously concerns this committee today. 1
believe we have legitimate complaints about some of the practices of
other nations—now in a very strong position—that have the effect
of blunting our competitive effort. T'wenty years—even a decade ago—
these practices might have been understandable. T believe the strength
of other nations should now permit new initiatives to break down these
barriers.

Mr. Chairman, I do not want to be misunderstood. T am not plead-
ing with other nations to reduce barriers and open markets in return
for what the people of the United States have done for them in helping
to recover from the ravages of World War I1. My point is simply that
today we are in a different world—and there is a common interest in
achieving new and balanced trading relationships.
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Mr. Chairman, there is yet another area—in addition to efforts by
our Government and by governments abroad—in which a new ap-
proach is necessary. I refer to the private sector.

Bluntly stated, the statesmanlike leadership that the President of
the United States has evidenced in dealing with this Nation’s foreign
and domestic problems has not been correspondingly matched in the
private sector. This is a time for the private sector to do everything
possible to hold down the rise in labor costs, to avoid unnecessary in-
creases in interest rates, and to speed the return to price stability.

It is time for Americans to realize that stronger efforts have to be
made to raise productivity. We find it too casy to blame the Govern-
ment when, in fact, we are all part of the factors which govern the
course of our economy. Labor and business have a bigger stake, a larger
voice, and a stronger hand in this economy than Government does. It
is now time for them to use that strength constructively.

Our trading position shows that we will have to work harder just
to maintain our position. This Nation—its industry and its labor—
must help redress the decline in our competitive position and improve
our cconomic performance in foreign markets. Government should

“help when necessary and appropriate with credit support, by fair taxa-
tion, and by promoting our technological leadership. This is why the
administration has strengthened the Export-Import Bank activities.
This is why we will resubmit our proposal for a Domestic Interna-
tional Sales Corporation, changing the tax treatment of exports in a
way to awaken our companies to the opportunitics abroad. And this is
why I am distressed at the reduction in Federal expenditures on basic
research and development.

Now, I realize that there may be a tendency to think, or at least
hope, that our international financial problems can be taken care of
by some sort of monetary magic. Nothing could be further from the
truth. Money itself cannot produce, increase efficiency, or open mar-
kets abroad. Our monetary system functions well only as the econ-
omy as a whole functions well. A dollar is not just a piece of black
and green paper with George Washington on one side and a big ONE
on the other. That little piece of paper represents and reflects the
economic vitality—or lack of it—of this country.

When this adyministmtion calls upon businessmen, labor leaders,
and bankers to put their respective shoulders to the wheel and work
together for the cornmon good, we may run the risk of being described
as old-fashioned, for what I am calling for is a return to the princi-

les of hard work and responsibility—principles that are reflected
m high and rising levels of productivity. Productivity, in its broad-
est sense, is truly “the name of the game” in the hard competitive
world of international trade. I do not at all mind being called old-
fashioned when the standard of living of the American people—
their personal and economic security—is at stake.

At the same time, the private sector, from whom I am calling for
renewed effort, has every right to expect and certainly should receive
a more attentive interest and a more insistent effort in protecting our
economic and financial interests aronnd the world.

Senator Risrcorr. Thank you very much for an excellent statement,
Mr. Secretary.
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Mr. Secretary, the recent dollar crisis in Europe shows that the
existence of the Eurodollar market can be very dangerous to inter-
national stability. What proposals would you suggest to control the
Eurodollar market, which is estimated to be more than $50 billion ?
Wouldn’t it be better if we tried to come up with some ideas on how
to manage this money instead of waiting for other nations to make
proposals how to manage this $50 billion ?

Secretary ConnarLy. Well, obviously, Mr. Chairman, any ideas for
stabilizing the international monetary situation should be welcomed,
whether from this country or from countries around the world.

I think the time has come, however, when we should recognize that
it is not we alone who have the responsibility for always Initiating
conversations and discussions in this particular field.

Let me at this point simply say that whereas the recent events in
Europe have been labeled by some as a monetary crisis, I do not view
it as such. I think it is a monetary disturbance. Obviously, I regret
the implication that the dollar has weakened to the point where it
causes such a disturbance. I basically do not believe that the dollar
is weak. I do believe that the German mark could be undervalued ;
I do believe the Japanese yen may be undervalued. But it is signifi-
cant that when the Deutsche mark floated it only floated about 3
percent and the Dutch guilder only about 1 percent, so then there
has not been any tremendous fluctuation or evidence of a great deal
of undervaluation.

Now, as you well know, Mr. Chairman, when you start talkin
about the management of international currencies and internationa
monetary affairs, a great many people have different views on that.
I think we can start out with one basic premise, and that is not any-
thing we do or not anything that is done is going to satisfy every-
body because there are a great many people in the world, in the finan-
cial world, who believe we must maintain at almost any cost a fixed
parity exchange rate.

There are a great many other people equally sincere, equally knowl-
edgeable, who believe that the best thing that could possibly happen
to us, to the United States, is to let other currencies float against the
dollar. So I think we start out with one basic assumption, and that is
that we are going to have a widely divergent view on what is good
for us and what should be done, if anything.

Senator Riercorr. But you still have the basic problem of the $50
billion Eurodollar market being used against our best interests and,
being manipulated by banks in Germany, Switzerland, and Japan.
Isn’t this a concern? This money is being used to further different
policies than our own. Is there no way that we, as a Nation, can have
r}éxore to?say in the management of tgese $50 billion floating around

urope

Secretary ConnaLry. We cannot do it unilaterally; no, sir. There
is a mechanism, there has been a mechanism, as you well know, through
the International Monetary Fund where there was an agreement to
basically control the parity of exchange rates, and it was this very
parity that led to the breakdown because the West German Govern-
ment felt that they could no longer support the dollar at the parity
level that had been established. They were taking in too many of them.
This crisis originally occurred because of the disparity between inter-
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est rates here and interest rates abroad. At that time we did move to
very frankly, sop up some of those Eurodollars and take them out of
the market. We did it through a billion and a half borrowings through
the Export-Import Bank, and later through the issuance of a bil-
lion and a half Treasury securities, so we took $3 billion out of that
market.

But, frankly, it was not all just monetary problems, in my judg-
ment. The German Government had problems of their own.

I do not want to be critical of them. They have problems as
every nation does. They have a high rate of inflation there, they were
trying to stop it, they were trying to do it with very high interest
rates, which, inevitably, attracted dollars into Germany. They have an
extremely low rate of unemployment, they have a very thriving
economy, extremely prosperous. They have tremendous foreign asset
reserves, approximately $16 billion, and they kept talking about how
they were not sure that the parity was correct, and that there might
have to be some reevaluation. There were five or six institutes that
came out and thought probably some changes should be made. Well,
they signaled enough, telegraphed enough, to speculators to where, in
my judgment, much of the movement that later occurred was the
result of speculative money moving.

Senator Risrcorr. Now, the figures you have given us today are cer-
tainly disturbing. You say today that for the first quarter we have a
$5 billion official settlement balance-of-payments deficit, and $3 billion
liquidity deficit, and you make the statement that one of the ways to
solve our problem is a fairer share of the burden of defense.

The other day The Washington Post quoted you as saying that one
way to solve the balance-of-payments problems is to bring the 6th Fleet
home. Would that indicate that you would approve Senator Mansfield’s
proposal that we have vur troops in Europe reduced ?

Sceretary ConnarnLy. No, sir; it does not indicate that, and I think
this gives me an opportunity to say that The Washington Post, a very
excellent newspaper, took a remark that was out of the context of
ghat I said in meeting with the editorial board of The Washington

ost.

What I said to them was that T thought the time had come for us
not to try to talk solely in monetary terms in dealing with other na-
tions; that we also had to consider the mutual security arrangements
that existed around the world., and our contribution to that mutual
security, and that we also have to consider our fine investments, we
have to consider monetary affairs, surely. but that when we entered into
trade negotiations that we ought to consider the entire thing; that we
ought not to try to separate how to adjust monetary affairs and deal
with those alone. And T asked a rhetorical question, how much better
shape would we be in if we brought home the 6th Fleet or a great num-
ber of troops from Europe. I did not recommend we do it. I raised the
rhetorical question and, obviously. our military commitments abroad,
cost us a net of about $3.5 billion a year. They cost us in Europe alone
about $1,700 million. These costs are offset by approximately $800
million, but leaving a net of $900 million or approximately that, $900
million to $1 billion.

Well, this is 40 percent of our basic balance deficit, so it is important.
But the point T was trying to make, the point I want to make here,

\
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Mr. Chairman, is I am not for the Mansfield amendment. I think it is
the wrong approach to solve the problem. We do not even have to
address the basic question of whether or not we maintain troops in
Europe.

If it is important—and I think it is important—to maintain troops
there for our mutual security, what I am saying is that so long as
some of these countries are in much better economic condition than
we are they can pick up a larger shave of the costs. That is what I
am saying,.

Senator Rimsicorr. I agree with you.

Let, us take that one step further. The Germans have some $11 to
$12 billion in surplus as T note herein the excellent study prepared
by our staff. And I wish to compliment Bob Best of our staff for pre-
paring it. It shows that the percent of our gross national product spent
for defense in 1970 was 8.9. The Germans have spent 3.9. The percent
of our budget in 1970 for defense was 36.8 and the Germans’ was 24.5.

Under those circumstances, even if our troops should remain, why
shouldn’t the amount that contributes to our balance of payments
deficit be picked by Germany, where the bulk is being expended?
Germany is one of the most prosperous nations, and one of the coun-
tries causing our balance of payments problems.

Secretary Connarny. Well, Mr. Chairman, I will answer it this
way. Taking the figures which you have given, and the fact that last
year we spent 8.9 percent of our gross national product for defense,
and Germany spent approximately 3.5 or 8.8 percent of their GNP
for national defense, Japan spent 0.8, less than 1 percent for their
national defense———-

Senator Risicorr. That is correct.

Secretary ConnarLy.—and given the restrictive barriers, they now
have tariff barriers, and other administrative barriers, that they im-
pose against our products in international trade, I do not know how
anyone can assume that we can compete with them on this kind of
level for a protracted period of time. I think there basically has to be
some reorienting of priorities and some reorienting of interest so
far as this Nation is concerned.

Senator Risicorr. Well, T would like to pursue this, but I want
the time restriction on questioning applied to me, too. I have used up
my 10 minutes and I will pursue my own inquiries after the other
members have had an opportunity of questioning you, Mr. Secretary.

Senator Talmadge.

Senator Tarmance. Thank you, Mr. Chairman.

Mr. Secretary, I compliment you on your statement, particularly the
last response.

If T correctly interpret what you said, the West Kuropeans not
only let us defend them but they also out trade us while we outspend
them for military defense. Is that correct?

Secretary Connarvry. Yes, siry that is correct. T think, in fairness,
Senator, we ought to admit we got into this position in just being
coldly analytical about it. We are still on a course set twenty, twenty-
five years ago, and we are still pursuing it without really realizing
where we are headed. Back about that time, as I tried to point out
in my statment, we had all the economic vitafity. Many of the nations
that are now our most serious trading partners were in devastation



25

and ruin. We had all the resources in the free world. We did all our
best in self-interest and compassion to rehabilitate and rebuild those
nations, and we have done so to the point where they are now our
velI‘y very strong competitors.

‘fmve no argument, I have no disagreement with what was done.
I think the program that was followed by this nation was an excellent
one. I think it was wise, I think it was humanitarian, but I think the
time has come when we have to change our postures.

Senator Tarmapce. I agree fully. Now, you stated a moment ago
there are $50 million American dollars floating around in Europe.

Secretary ConnaLLy. Yes, sir.

Senator Tarmapce. If those dollars were presented to a central
bank in Europe they can then demand gold for those dollars, can
they not

Secretary ConNArLLY. Yes, sir.

Senator Taraapce. How much gold do we have at the present time?

Secretary CoNNALLY. Approximately ten and a half billion.

Senator Tarmapee. In other words, we have about five times as
many short-term dollar claims overseas as we have gold to pay them
oft ; is that correct ?

Secretary ConnarLy. That is approximately correct. .

Stated another way, Senator—and I do not want to here leave
the impression that we are a bankrupt Nation, and T know you
don’t—it is fair to say that our liabilities exceed our foreign asset
reserves by approximately 3 to 1. There is no question but what we
do not have sufficient gold reserves to meet all of the demands of
outstanding liabilities, assuming they were all presented at the same
time. But this does not concern me to the extent that some might
assume, simply because other nations know this, they know that they
have an obligation and a responsibility and a duty, and I do not
think we are going to be confronted with this hypothetical case at all.

Senator Taryance. Let us put it this way then: suppose the United
States were a national bank rather than a government. The Comp-
troller of the Currency would be required to close us down before
noon today, wouldn’t he ? :

Secretary Connarry. The policy of this Government has been, and
continues to be, and will be, that we do not anticipate such an event
occurring and we are not thinking in those terms at all.

Senator Tarmaper. But does not the Comptroller of the Currency
close down a bank when its short-term liabilities gets greater than
its short-term assets? )

Secretary Cox~arry. They can, sir; and I am not going to argue, sir;
- with your arithmetic. T am not going to argue with that at.all.

Senator Tararanar. One further thing, Mr. Secretary. Senator Ribi-
coft referred to a portion of your statement in which you said that
clearly the level of deficit is not sustainable. However, you said, we
shonld clearly recognize that the major cause of these extraordinary
dollars outflows is transitory. You said that interest rates here are
lower than those in Western Europe, thus creating an imbalance, and
that this imbalance will be largely corrected as economies move back
in a phase. 4 : :

How long has it been since we have had a favorable balance of pay-
ments on the part of the U.S. Government?
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Secretary ConnarLLy. Well, I was not thinking of a balance of pay-
ments at that point, Senator. I was thinking in terms primarily of
the interest rates disparity. We have had only 8 favorable years in
terms of official settlements in the last 11 years. Now, we generally have
a favorable trade account., We did last year, $2.3 billion on a balance-
of-payment basis. :

enator Tarmapce. We are at the moment. But let us develop a
little further this balance-of-payments point. My recollection is that
there has been 4 deficit in 19 of the past 21 years; is that correct?

Secretary ConnarLy. I believe that is correct, although we had an
official settlement surplus in 1966, 1968, and 1969, Senator.

Senator Tarmapee. Do you know what the accumulative deficit is
on those balance of payments in the last 21 years?

Secretary ConnaLLy. I have not totaled it up ; no, sir.

Senator Taumapce. We would not have $50 billion floating around
in Europe unless it was extremely huEe, would we?

Secretary ConnNaLry. No, it has been large, beyond any question.
I think it 1s only fair though to point out that at this state that this
$50 billion Eurodollars sum, and the fact that we have had a nega-
tive balance of payments over most of the 20 years does not
reflect that we have a very strong net assets position in the form of
investments abroad. We have approximately $70 billions of invest-
ments in Europe, too. Now, admittedly, those are not government in-
vestments. They are private U.S. investments, but this should be con-
sidered when we talk about the number of Eurodollars in Europe.

Senator Tarmapce. Sometimes, it is quite difficult to swap a factory
for dollars instantly, is it not, Mr. Secretary ?

Secretary CoNnnaLLy. Yes, it is.

Senator Tarmapce. In other words, it is a frozen instead of a liquid
asset.

Seécretary ConnaLLy. In that sense it is.

Senator ’}‘ALMADGE. The staff just handed me a treatise showing that
from 1950 through 1970 our balance of payments, on a liquidity basis,
showed an accumulative deficit of $48 billion, 171 million; is that sub-
stantially correct?

Secretary Connarry. I do not have any argument with that figure;
no, sir.

Senator TALMADGE. Chan%es in gold during that period amounted
to minus $13 billion, 492 million. That is the balance of payments.

You made reference to the trade factor a moment ago, Mr. Secre-
tary. You are aware, of course, of the fact, that 112 nations treat their
exgorts and imports on a different basis from what we do?

ecretary CoNnNALLY. Yes, sir.

Senator Tarmapce. Ours is FOB, and theirs is CIF.

Secretary ConnNArLLY. Yes, sir. ,

Senator Tarmapce. That does not include the freight and insur-
ance factors on the items. You are aware of the fact that those
factors run about 10 percent of the commodities, is that not correct ?

Secretary ConnaLLy. Yes, sir.

Senator TarLmapce. Then, using that as a basis, the trade factor is
not at all as favorable as the statistics of our Government would lead
us to believe. In 1970, on a commercial balance or CIF basis we had
an unfavorable trade balance of $3.2 billion. In 1969 our unfavorable
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trade balance was $4.4 billion. In 1968 our unfavorable trade balance
wag $5.1 billion. In 1967 our unfavorable trade balance was $1.4 bil-
lion. In 1966 our unfavorable trade balance was $1.5 billion. That is
accuimulative unfavorable trade balance during the last 5 years on a
CIF basis of around $15 billion ; is that not correct ¢

Secretary Connarvy. That is correct, sir.

Senator TaLmapar. Isn’t it high time we started doing something
about it?

Secretary Connarry. That is the whole point, Senator, I think of
these hearings. It certainly is the thrust of my testimony this morning,
that our balance of payment—and we have been reporting on ours
on this basis for a long, long time-——whether you use FOB or CIF
figures, our balance-of-payments picture is not good, and I think it is
time we have to try to do something about it.

Senator TarLmapee. My information is that the GATT rules them-
selves authorize quotas, tariffs, or whatever a nation wants to impose
when they have an unfavorable trade balance or a deficit on their bal-
ance of payments; is that not correct ?

Secretary Connarry. I believe that is correct under article XII,
I believe it 1s, of the GATT rules.

Senator TArmapee. Why haven’t we taken action to do that?

Secretary ConnNarLy. Simply because—well, T am not sure. I do
not know the answer to your question now. I would assume that the
administrations of the last several years have not done so for a number
of reasons, not the least of which is that we have not wanted to set
off a trade war. We have not wanted to put ourselves in position of
being parochial and isolationist. We do not want to try to withdraw
into a shell. We realize that international trade is an essential element
of the progress of this Nation, and I think we have given weight to all
of those factors. I think we have been too lenient in some of our deal-
ings, I think we have been too lenient in letting others do things that
we ourselves have not done.

Senator TaLmapge. Getting to the trade war aspect of it, Mr. Secre-
tary, isn’t it a fact that Japan, which has a favorable balance of trade
with us of a billion and a half dollars a year, has import quotas on
some 98 different commodities, and is, in fact, the most restrictive
trade nation on the face of the earth today ?

Secretary Connarry. I would not question that. No question but
what they do have many commodities under quota restriction, and
in addition to those they have a highly complex set of administrative
requirements of the nontariff barrier type that the American business-
man is confronted with. There is not any question about that.

Senator Tarmapae. Isn’t it a fact also that there are various Euro-
pean countries which talk about a trade war while they themselves
place quotas on the importation of many cheap Japanese products?

Secretary ConnarLy. Yes, they do. The Europeans are much
tougher on Japanese than we are. g

Senator TaLmapee. Isn’t it a fact they take 5 percent of the Japanese
textile imports and the United States takes 50 percent ?

Secretary CoNnNaLLY. Senator, those figures, I cannot confirm from
my memory. I certainly would not question your figures. '

Senditor TaLmapek. I think that is approximately correct.
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Mr. Secretary, T want to compliment you on your testimony. Our
country is overcommitted militarily. We are overcommitted cconom-
ically. " We have been overcommitted for a long time now, about 20
years, and it is high time that we reappraised our policies of trying
to act, as one of my colleagues commented & moment ago, as Santa
Claus and banker and policeman for the rest of the world. We can-
not keep it up without being bankrupt.

Senator Risicorr. Senator Hansen,

Senator HanseN. Thank you, Mr. Chairman.

It I may, first of all, let me ask unanimous consent that there may
be included in the record at this point a letter that I addressed to

cach member of the Senate, to which was attached a speech made by
our chairman, Senator Long of Louisiana, on the floor of the Senate,
May 11. T ask unanimous consent that it be included in the record

at this point.
Senator Risicorr. Without objection; and also the excellent staff

memorandum will go in the record.
(Senator Hansen’s letter with attachment referved to follows. The

pamphlet referred to by Senate Ribicoft appears as appen(h\ B, p. 885.
Hearing continues on page 40.)

May 14, 1971.
Hon. GEORGE D. AIKEN,
U.8. Senate, Washington, D.C.

DEAR SENATOR AIKEN : On Tuesday of this week, Senator Long, Chairman of the
Committee on Finance, presented a most remarkable revelation to the Senate.
Senator Long revealed that after the President had directed the Secretary of
Commerce to let the American people know what our true international compeéti-
tive position is by publishing honest trade statistics, an interagency committee
had vetoed the plan.

The omission of insurance and freight underst’tte the true value of our imports
and their impact on the domestic economy. The inclusion of foreign aid sales and
Food for Peace aid in our exports inflate their true dollar value. The combined
effect is a $6 billion overstatement of our reported trade balances.

The Chairman’s thesis is that if we ave to have a trade policy responsive to
the needs of America, we must know the true condition of our present trade
balance.

The United States has sustalned deficits in its balance of payments in 19 out
of the past 21 years, which total, cumulatively, $48 billion. Our trade policies have
not reflected the changed international competitiveness of the United States since
World War II. The current monetary crisis in Europe is a consequence of these
policies which have perpetuated our deficits,

Because of the timeliness of Senator Long's statement and the need for a more

responsive trade policy for the future, I commend Senator Long’s speech to your
attention, and urge-you to spend five minutes reading it.
Sincerely, .
CLIFFORD P. HANSEN.
Enclosure.

[From the Congressional Record, May 11, 1971)

By Mr. LoNg: S. 1815. A bill to require that I)ul)lications of statistics re-
ldting to the value of articles imported into the United States include the charges,
costs, and expenses incurred in bringing such articles to the United States, and
for other purposes. Referred to the Committee on Finance. i

OFFICIALLY MISLEADING FOREIGN TRADE STATISTICS

Mr. Lonag. Mr. President, several years ago, my late beloved colleague Everett
McKinley Dirksen and I brought out the fact that our foreign trade statistics are
fraudulent and misleading. In 1966, the Committee on Finance held a hearing on
the subject, and the facts developed at this hearing substantiated our contention.
Ever since the death of Senator Dirksen, I have been trying to get the Commerce
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Department to publish more accurate irade statistics to show our true inter-
national competitive position. At numerous hearings, I have brought this subject
up to the Secretaries of Commerce and Treasury and to other officials.

These top officials understood the problem and agreed that the present statistics
are misleading. However, the entrenched, faceless bureaucrats in the Kedera)
Government who maintain their status throughout every administration, Re-
publican or Democrat, have fought the presentation of accurate trade statistics
in every way they could.

Finally, after much agonizing and dillydallying the Commerce Department
agreed to publish, on a quarterly basis, statistics which would break out those
exports financed under our giveaway foreign aid programs from private com-
mercial exports, and to add a factor to our imports showing the cost of insurance
and freight. However, as time passed, it was clear that this quarterly publication
was completely inadequate. In the meantime, the Government’s monthly trade
statistics were published proclaiming our foreign trade position to be in rosy
surplus. The truth is that we have had actual defects in our foreign trade posi-
tion ever since 1968 as table I shown below indicates, which I ask unanimous con-
sent to have printed in the RECORD.

There being no objection, the table was ordered to be printed in the RECORD, as
follows:

TABLE 1. -U.S. TRADE BALANCE, 1960-70

{In billions of dollars]

AID and  Total exporls
Public Law 480, less AID and

Total Total Government- Public Law Total
exports, imports, Trade financed 480, financed imports, Merchandise
.0,b. .0.b. balance exports exports c.1.f.l trade balance
(A) (B) (C=A-B) (D) (E=A—-D) (F) (G=E~F)
42,7 40.0 +2.7 1.9 40.8 44.0 -3.2
37.3 36. 1 +1,2 2.0 35.3 39.7 —4.4
34.1 33.2 +.9 2.2 31.8 36.5 -4,7
3.0 26.9 4.1 2.5 28.5 29.6 —-11
29.5 25.€ 4-3.9 2.5 27.0 28.2 ~1.2
26.8 21.4 +-5.4 2.5 24.3 23.5 4.8
25.8 18.7 +7.1 2.7 23.1 20.6 +2.5
22.5 17.§ ¢, 3. 2.6 19.9 18.9 +1.0
21.0 16.9.. . Hh.by iy 1%.3"\ P 187 18.2 +.5
20.2 14.8 +5.4 ‘T.9 LIRS 17K 16.3 +4-2.0
19.6 15.1 -+4.5 1.7 17.9 16.6 +1.3

t,(?" imports are assumed to be 10 percent higher in value than f.0.b. imports in accordance with Tariff Commission
study.

Source: U.S. Department of Commerce.

Mr. LoNg. After many members of the Finance Committee and the Ways and
Means Committee made it abundantly clear to the Secretary of Commerce that
the two responsible committees of Congress were unsatisfied with the misleading
trade statistics propagated on the American public by the Commerce Department,
the Secretary of Commerce took the matter up with the President of the United
States. This is stated in the Secretary’s memorandum of December 17 which
I shall later ask to be included in my remarks,

According to the Secretary's memorandum, the President directed the Sec-
retary to implement the proposal. I repeat, the President of the United States
directed the Secretary of Commerce to publish accurate import statisties. The
memorandum states:

1 dis’cussed this proposal with the President, and he directed me to imple-
ment it.”

Mr. President, a most extraordinary thing has occurred. Those nameless and
faceless bureaucrats in the Federal Government have told the President to go fly
a kite ; he is wrong.

I shall ask to place in the record a most extraordinary report from Mr. Shultz
to Secretary Stans which states that—

“A great majority of participants in the Interagency Committee on Foreign
Trade Statistics expressed the view that it would be inadvisable for both statisti-
cal and conceptual reasons to calculate and publish prominently such a series
on a regular basis.”
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In other words, Mr. President, these bureaucrats are afraid of showing the
American people the-true facts with respect to our foreign trade position. It is
incredible to me that the President of the United States cannot get foreign trade
statistics published the way he and the Congress wants them published.

The Shultz letter is full of incorrect, irrelevant, and misleading statements.
For example, he states that— .

“With regard to the calculation of imports cif a significant part of these
charges is paid to U.S. firms and therefore does not represent an international
payment.”

He apparently is not aware of the fact that US-ﬂag vessels carry only
about 6 percent of U.S. foreign trade, Is that a significant part? The fact is we
simply do not know what the costs of domestic versus foreign insurance and
freight charges are because we do not have the data to make the analysis.

Then he says:

“C.i.f. charges cannot be legitimately conqideled part of the import side of the
trade balance.”

This is wrong., The effort of imports on domestic economy, on American jobs,
is not their value at the foreign factory or foreign port, but their landed value
in the United States.

He is obviously confusing balance of payments with balance of trade. I do
not particularly care if they want to break out services in balance-of-payments
accounting. I think they will find their service statistics are woefully inadequate
anyway. But for balance-of-trade analysis and the impact of imports on the
American economy, production, and jobs we should have c.if. statistics.

The letter then says that the British and French calculate their balance of
payments to show freight and insurance separately. But their import figures
are c.i.f. I checked the April International Monetary Fund statistics and found
they continue to calculate their imports c.i.f. In fact the IMP tabulates all its
import statistics e.i.f. I ask unanimous consent to have table 2 printed in the
record.

There being no objection, the table was ordered to be printed in the record, as
follows:
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TABLE 2.—WORLD TRADE: VALUE IN MILLIONS OF DOLLARS
(Exports (f.0.b.)t Imports (c.i.t.)1}

1963 1964 1965 1966 1967 1968 1969 1970 1964 1965 1966 1967 1968 1969 1970

World total.._._.__...._.. 136,100 152,700 165,400 181, 300 190,600 212,900 243 500 278 003 160, 900 175 207 192,400 201,700 224,700 255,500 288,000

Industrial countries 95,330 107, 40 118,430 130, 770 137,740 155,800 179 600 208, OOO 110, 59D 120, 540 134,020 141,200 159,970 184,000 211,000

United States...... 23,387 26,65 27,530 30,430 31,622 34,636 33,006 43,227 20,285 23,186 27,745 28,745 35319 38,315 42,482

United Kingdom __ 12,220 12,785 13,722 14,676 14,379 15346 17,515 19,363 15949 16,103 16,651 17,698 18,959 19,356 21,643

industrial Europe 47,490 53,760 60,230 65,900 70,260 79,690 93 740 109,240 58,860 64,370 69,930 72 130 80,220 96,500 114,500

Austyia 1,326 1,446 1,600 1,684 1,809 1,989 2,412 2,857 1,683 2,100 2,328 2,309 2,496 2,82 3,549

Belgium-Luxemby 4,840 5,601 6,394 6,832 7,032 8164 10,032 15,600 5930 6,502 7,182 7,176 8333 9,9 11,900

.- ,908 2,121 2,32 2,454 2,539 2,633 3,018 3,400 2,61 2,823 3,003 3,154 ,236 3,812 4,490

e ,085 8,995 10,05 10,890 11,381 12,682 14,992 17,888 10,070 10,343  1],843 12, 13, 17,31 19,139

-}ermany._ 14,621 16,22 12,901 20,145 21,748 24,853 29,770 34,194 14,618 17,482 18,036 17.365 20, 5 24,953 29,817

,054 5,958 \ , 038 X 10,187 11,728 13,186 s 7,31 ,589 9,827 10,2 12, 450 14,933

| , 961 $, 807 6, 392 6,751 7,286 , 341 ,963 11,765 , 0 7,460 8,016 8,336 9, 291 10, 989 13, 391

,073 1,281 1, 1,564 , 138 1,938 , 20 2,4 1,984 2,210 . 404 L 74 2 706 2,94 . 969

,203 3,675 3,97 4,266 4,528 4,937 5,6 6,7 , 856 4,317 4,582 4,701 3,182 5, 905 , 011

, 417 2,647 2, 961 3,275 3, 5! 3,968 4,6 5,135 3,610 3,697 3,944 4,129 4,513 5, 28! . 851

, 779 8,067 8,49 9,988 11,033 13,158 14,390 16,86l 7,554 873 10,170 10, 12,482 14,25 14, 526

J , 453 6,674 8,452 9,777 10, 442 12, 973 16, 02 19,3 7,994 8,175 9 530 11,672 12, 97 15,03 18,889

Other developed areas. . . 9,540 10,730 11,120 12,310 13, 230 l3 800 15,940 18,000 15110 17,360 ls, 420 18,980 19, 700 22,500 26, 000

Other Europe 4,410 5,130 5,620 6, 350 6, 800 , 100 8,300 9, 800 8,480 9,850 11,160 11,160 11,530 13,650 16, 000

1,149 1,291 1,42 1,505 1,534 1,637 1,985 2,307 1,505 1,645 1,726 1,698 1,598 1,203 2,637

230 309 321 406 495 468 554 ... 885 1,134 1,223 1,186 1,393 1,54 ...,

94 111 12 140 97 82 108 146 131 137 159 162 38 12 157

550 623 61 684 690 798 891 1,035 974 1,041 1,043 1,087 1,175 1,41 1,570

15 19 24 30 27 34 38 40 96 93 109 112 23 14 180

418 516 516 620 701 732 823 946 178 924 1,023 1,059 1,039 1, 23: 1,556

736 955 967 1,254 1,384 1,590 1,900 2,344 2,245 3,004 3,574 3,456 3,498 4,23, 4,717

368 411 464 490 523 496 587 i 537 572 718 685 764 AT ...

Yugoslavia. ... . 790 893 1,092 1,223 1,262 1,264 1,471 1,679 1,323 1,288 1,576 1,707 1,797 2,135 2,872

Austmlia, New Zealand, South

AfriCa.. e 5,130 5, 600 5,500 5,960 6,420 6,690 7,630 ......... 6,630 7,510 7,260 7,820 8,170
Australia 2,788 3,038 2,978 3,158 3,478 3,56 4,221 4,7 3,313 3,765 3,636 3,913 4,382
New Zealand. 910 1,074 1,007 1,076 993 1,010 1,211 961 1,043 1 955 895

, 095
South Alrica. .. 2,35 2,699 2,526 2,948 2,891

1,432 1,490 1,518 1,726 1,954 2,158 2,200 ...

g



TABLE 2.—WORLD TRADE: VALUE IN MILLIONS OF DOLLARS--Continued

{Exports (f.o.b.)t Imports (c.if)1]

1967

1963 1964 1965 1966 1968 1969 1970 1965 1965 1966 1957 1968 1969 1970
Less-developed areas 31,200 34,000 35900 38300 39,600 43,300 48,000 .. ... . 35200 37,400 39,900 41,500 45,000 49,000 ... .
Latin America 9,180 9,860 10, 380 11, 040 ll 030 11,570 12,400 . 8,580 8 840 9,720 10 130 11, 180 12 100

1,410 1,493 1,593 l 46 1,368 1,612 ] 077 l ll9 1,124 I 096
93 110 126 14, 153 182 126 138 151
1,430 1,595 1,741 1,65 1,881 2,31 1, 263 1,096 1,436 1,667
624 685 877 91 941 607 604 757 27
546 5§37 510 51 $58 454 674 497
114 112 136 14 17 178 178 191
179 126 137 1 164 100 185 201
159 180 186 20 208 168 164 191
178 189 189 20 213 201 220 224
167 187 232 204 227 229 207 241
4 37 35 34 36 34 38 36
9 127 143 15 179 122 149 165
1,03 1,120 1,199 1,13 1,254 1,560 1,605 1,746
11 144 138 14 157 160 182 204
7 79 89 9 208 235 251
5 57 49 4 8 95 59 71
66 666 753 80 865 745 817 833
Uruguay ... 1 17 191 186 179 150 164 170
Venezuela. . . 2,62 2,70 2,748 2713 8 2,857 CLas o1l 1,464
Other Western Hemisphere....._. 1,650 1,650 1,680 l 790 1,880 1,930 g 2 470 2,540 2,720
Barbados 41 35 37 40 42 43 64 68 76 n
Guadeloupe 38 35 38 35 32 38 79 85 93 100
Guyana_.__ 102 9 97 112 113 108 87 104 118 129
Jamaica. 202 21 214 228 224 219 289 289 327 348
Martiniqu 36 2 38 45 43 40 79 91 93 106
Netherland; 658 63 603 592 608 599 758 721 4\ 776
Suninam 46 43 59 92 107 113 81 95 90 103
Trinidad 374 408 403 429 440 472 426 a7 454 A7
her. ... 150 150 190 220 270 300 440 490 570 660

1 The world total excludes the Soviet area countries and Cuba. Available current trade totals for these

countries are shown on page following Austria country pages.
Note: The data are identical to those given on the count|

bled into January-Dacember years. However, dala are also gwen here for countnes for which there

pages, converted to U.S. dollars and assem-

The comparability of trade data over a period of years is necessanly affected by changes in political or

customs area boundaries. Except as noted the data refer to theare as they were at the period reported.

are no country pages. Descriptions of the date

LS.
dollars are in the country notes, Tetals include estimales for hsled countries forwh:ch data are nat

available,

for countries repoiting imports £.0,b. or exports at place of dispatch, the data in this table are adjusted
toinclude freight and insurance. For details see the 1966/67 supplemenl to IFS.

Source: International Monetary Fund, International Financial Statutes, April 1971, p. 36.
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Mr. Loxe. On the export side, Mr. Shultz says that we should not show our
foreign aid financed giveaway exports separately from private transactions be-
cause “the proposal ignores the favorable impact on the balance of payments
which occurs when the dollar balances are repaid.” He is obviously not familiar
with our aid programs. When we sell wheat to India in exchange for Indian
rupees, how does that earn us dollars? From a balance of payments point of
view, we might just as well dump the wheat in the ocean. In fact, it might be
cheaper since it would save us shipping expenses.

Most of our aid is long term—40-year loans at low interest. A large part of the
Public Law 480 agriculture sales are for nonconvertible foreign currencies, which
no one expects to ever see paid in to the U.S. 'reasury. To put these transactions
in the same basket as straight cash or short-termr credit transactions is to com-
pletely mislead the American people as to the true state of American
competitiveness.

Mr. President, this episode raises another question: Why does the Secretary
of Commerce have to go on his knees to Mr. Shultz to get some statistics pub-
lished, which, by statute, under section 484 (e) of the Tarift Act, are under the
legal jurisdiction of the Secretary of the Treasury, the Secretary of Commerce,
and the Chairman of the Tariff Commission. After having received the approval
of the President, why does an interagency commitiee have the authority to thwart
the President’s will on a matter he has already approved. I applaud Secretary
Stans for his efforts to correct his Department’s misleading statistics and for
getting the President's support. It is unfortunate that an interagency commit-
tee can thwart the President’s will.

T'o assist the Secretary and the President I intend to do what is in my power
to make sure that the foreign trade stalistics presented to the American people
paint an accurate picture of where we stand in foreign trade. To this end, Mr.
President, I am introducing a bill which had been approved last year by the Ii-
nance Committee as part of the Trade Act of 1970, which would by statute direct
the publication of the statistics which the President's bureaucracy refuses to
publish, even after the President has instructed and directed that they be
published.

1 ask unanimous consent to have printed in the Rrecorp the correspondence
between Mr. Shultz and Mr., Stans on this subject, which tells an incredible
tale of how the nameless and faceless bureaucrats are able to thwart the will
of the President of the United States, and also a news report from the Journal
of Commerce describing the affair.

(There being no objection, the material was ordered to be printed in the
Rrcorn, as follows:)

OFFICE OF MANAGEMENT AND BUDGET,
Washinglon, D.C., December 30, 1970.

MEMBERS OF INTERAGENCY COMMITTEE ON FOREIGN TRADE STATISTICS—
NOTICE OF MEETING

Time: Monday, January 11, 1971, 2:30 p.m.
Place : Room 10104, New Executive Office Building.
Subjects to be considered :

1. Proposal by Department of Commerce on the reporting of Merchandise Ex-
port and Import Data presented in attached memorandum, December 17, 1970,
from the Secretary of Commerce to the Director, Office of Management and
Budget.

Reference to related data currently published:

11999 (Census September, 1970, Special Announcements section, p. III, data
on c.i.f. values of imports, and federally assisted exports. .

Survey of Current Business, Table 4 of quarterly balance of payments articles
published in issue dated last month of each quarter.

2. Plans of Census Bureau to update factors used to estimate low-value ship-
ments for which Shippers' Export Declarations are not required.

PaurL F. KRUEGER,
Chairman, Interagency Conunittee on Foreign Trade Statistics.
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THE SECRETARY OF COMMERCE,
Washington, D.C., December 17, 1970.
Memorandum for: The Honorable George . Shultz, Director, Office of Manage-
ment and Budget.
Subject : Reporting Merchandise Export and Import Data.

In response to a request from the Senate Finance Commnittee, I am hereby pro-
posing that the Department of Commerce report monthly and annual mer-
chandise export and import totals on a new basis, as well as continuing the
present basis of reporting. The new series to be reported are total “commercial”
exports and total “CIF” {mports.

I td:icussed this proposal with the President, and he directed me to imple-
ment it.

We plan to derive the monthly “commerecial” export total by deducting from
the present total export value: (1) actual military-grant-aid shipments, (2) the
estimated value of exports financed under I’ublic Law 480 and (3) the estimated
value of exports financed by the Agency for International Development under
the Foreign Assistance Act. These two estimated values would be provided by
the Department of Agriculture and the Agency for International Development,
respectively.

At present, AID compiles data semi-annually on exports financed under the
Foreign Assistance Act and makes them available only after a considerable time
lag. Agriculture prepares quarterly figures on exports financed under the I.L. 480
program, with a lag of about three months. As the compiling agencies, AID and
Agriculture should be requested to make the up-to-date monthly estimates that
will be necessary to adjust exports to the new basis, These estimates will be
needed by the Foreign Trade Division of the Burcau of the Census no later than
three weeks after the end of each month, In addition to these estimates, both
agencies should be requested to develop more current actual data on these
shipments,

In making this adjustment, we have not deducted exports financed by Ixport-
Import Bank loans, because these exports are almost always sold in regular com-
mercial transactions and because the loans are usually short-term. In brief,
despite financing aid, these exports are in every sense of the word “commercial.”

The current monthly c.l.f. import totals would be calculated by applying to
the regular total import value the estimated c.i.f. factor for the most recent
calendar year covered by the annual sample survey of c.if. import values. (The
latest sample survey of c.i.f. import values covered transactions for 1968, C.i1.
values for the sample items were found to be 6.89 higher than the values for
the same items as reflected in the regular Census import statistics. A sample
study of the 1969 import transactions is now underway and should be com-
pleted within the next few months.)

Corresponding data for both imports and exports are being prepared on an
annual basis for prior years back to 1947. For exports this will involve deduct-
ing actual shipments recorded under Lend-Lease, UNRRA, the Department ot
Army Civilian Supply, Incentive Materials, and International Refugee Organiza-
tion Programs and military-grant-aid, as well as the estimated value of exports
financed under P.I. 480 and by the Agency for International Development and
its predecessor agencies.

I'or imports, the estimated annual c.i.f. totals will be calculated by adjusting
the regular import total as follows

(1) The 1968 and 1969 total import values will be multiptied by 1.0063, the
c.i.f. factor estimated from the 1968 import transactions,

(2) The 1967 import total will be multiplied by 1.089, the c.i.f. factor estimated
from 1967 trdnsactions.

(3) The import totals for 1947 through 1966 will be multiplied by 1.083, the
c.i.f. factor estimated from 1966 transactions, (1966 was the first year for which
a sample survey was made of c.i.f.-import values.)

Obviously, there are shortcomings in this way of developing ‘‘commercial”
export and ci.f, import data. Aside from the acute tlming problem, however, it
would seem that the costs and difficulties involved in attempting to obtain precise
data would far outweigh any improvement in their usefulness.

Our proposed procedure and timing for the new trade data are as follows:

1. The Assistant Secretary of Commerce for Economic Affairs will issue a
monthly release containing total merchandise exports on the present basis and
on the new basis, showing the trade balance on each basis and giving equal
prominence to the trade balance on each basis.

Hahnisvayaln 1 o
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2. The data on the new basis will be prepared by the Foreign Trade Division
of the Bureau of the Census, as are the data on the present basis.

3. The issuance of the data on the new basis will begin at the end of January
1971, when data for December 1970 and for the entire year 1970 are first
available.

4. The Bureau of the Census will continue to issue detailed monthly data on
exports and imports but will not calculate a trade balance.

MAvuRicE H. STANS,
Secretary of Commerce.

Hon. MAURICE H. STANS,
Secretary of Commerce,
Washington, D.C.

DEAr MR, SECRETARY . We have given careful consideration to your memoran-
dum proposing the publication of a new trade balance. The proposal, presented
to our Interagency Committee on Foreign Trade Statistics, was that a monthly
balance be calculated by subtracting imports c.i.f. from non-Government assisted
exports. A great majority of participants expressed the view that it would be
inadvisable for both statistical and conceptual reasons to calculate and publish
prominently such a series on a regular basis. My staff supports this view, and I
concur in their judgment.

With regard to the calculation of imports c.i.f.,, a significant part of these
charges is paid to U.S. firms and therefore does not represent an international
payment. Furthermore, insurance and freight are properly classified under serv-
ices, not trade. Hence, c.i.f. charges cannot be legitimately considered part of
the import side of the trade balance. In this connection, it should be noted that
last November the British, and only weeks ago the French announced the dis-
continuance of the balance figures they have been publishing based on c.i.f.
valued imports, Their published commodity balances will now be based on f.o.b.
values, with freight and insurance being refiected in the services portion of the
balance of payments accounts. )

Insofar as exports are concerned, the proposal to subtract those which are
federally assisted implies that if this assistance had not been available our total
exports would be correspondingly less. While there would be some reduction in
exports, this implication is incorrect. The proposal also ignores the favorable
impact on the balance of payments which occurs when the dollar balances are
repaid. In our view, the trade balance should pressure the net transfer of real
goods irrespective of the sources of financing.

Annual estimates of imports c.i.f. are published by the Census Bureau for
major commodity groups and for major exporting countries. 'Those data are use-
ful in analysing landed priges of foreign goods and after taking account of tariffs,
the import component of the supply of good to domestic markets. The techniques
involving these annual compilations cannot, however, legitimately be used to pre-
pare similay J:lglll es monthly..

While we c¢annot agree with the proposal to publish monthly this additional
set of export and import figures, and the balance derived from this comparison,
we do see ways in which you could improve the presentation of trade statistics
that fit into your approach, and we would encourage you to proceed along these
lines.

Like you, we recognize limitations in the monthly trade balance data now pub-
lished by the Department of Commerce. We understand that work is now being
done in the Department on the preparation of a new monthly balance, following
balance of payments concepts, with a view to publication later this year. The
definition underlying this balance is generally recognized as the best for balance
of payments analyses and trade policy considerations, and is accepted for these
purposes in international forums. When this new balance becomes available, it
would be desirable to consider substituting it for the monthly balance now pub-
lished based on Census data.

Your efforts in this direction would be strengthened by improvement and ex-
pansion in data collection in order to provide better information both for the
work referred to above and for other analytical uses. For example, consideration
should be given to improving the quality of valuation data now being collected.
l\)Iore ff;-e]quent information on transportation and insurance costs associated also

e usefu

Finally, it would probably contribute to better public understunding of the

international trade situation if you would undertake a more comprehensive com-
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pilation of foreign trade data which would include some information of the type
contained in your proposal. I would think that a presentation could be developed,
which, with analysis and interpretation, would be more effective and useful than
either the routine monthly publication envisaged in your proposal, or the present
publication of quarterly data on Federally assisted exports and annual data on
ci.f. valued imports. In addition to periodic publication in articles, you and your
staff could use such data in speeches and other public statements.

Members of my staff will be glad to assist in the development of these alter-
native approaches.

Nincerely,
GEORGE P. SHULTZ,
Director.

NixoN Vores NEw WAY To RePoRT TRADE BALANCE
(By Richard Lawrence)

WasHiNgTON, April 25.—President Nixon reportedly has approved a new way
of reporting the U.S. trade balance—it would show the country as scoring deficits
rather than surpluses—but top aides are balking.

They are said to fear that the new procedure would only serve protectionist
canses.

The issue is basically whether the U.S. should report its monthly foreign trade
position the way most other nations report their by counting imports on a c.if.
(cost insurance freight) bases.

The U.S. tabulates its imports in a way much closer to an f.o.b. basis, where
only the value of {he product in the country of export is counted. Freight and
insurance charges are excluded.

The difference is that U.S. imports probably total 6 per cent more using c.i.f.
statistics. Tast year, for example, the U.S. would have just missed a trade deficit,
had the c.i.f. standard been used.

Instead, the Commerce Department reported that last year the U.S. reaped
a $2.7 billion surplus.

For more than four years, the Senate Finance Committee and particularly its
chairman, Sen. Russell Long, D-La., has been urging the executive branch to re-
port the c.i.f. import totals, for a better comparison with the trade balances of
other major nations.

The committee is not asking that the present import tabulating system be
serapped. It only wants the c.i.f. data to be also reported monthly by the Com-
merce Department..

It further suggests that the department separate foreign shipments from the
U.K. export total. That way, it says, a more “realistic picture of our true com-
petitive position” may be had.

By deducting foreign aid exports, while reporting imports on a c.i.f. basis, the
U.S. trade balance these days would be deep in deficit.

The Commerce Department, for a long time reluctant to carry out the com-
mittee’s urgings, now is willing to do so. Meanwhile, it has been printing c.i.f.
estimates and foreign aid exports in an obscure quarterly statistical publica-
tion. as a gesture to the senators.

The department’s change of attitude appears to stem from the committee's
continuing demand for the monthly data and the department’s own growing
concern about rising imports.

In a recent letter to Committee Chairman Long, Commerce Secretary Maurice
Stans said he had raised the issue with President Nixon and that the President
had agreed to the committee’s request.

NO ACTION TAKEN

But no action has since been taken, and none seems imminent. The reason,
insiders say, is that Budget Director George Shultz is resisting a procedure that
would put the already shaky U.S. trade position in a worse light.

The Budget Office is involved since collecting the additional c.i.f. data probably
would mean additional customs expenses.

The Senate Finance Committee, however, is likely to take matters into its own
hands, if the administration keeps refusing to act. Last year, it appended to
the trade bill a requirement that the Commerce Department report c.i.f. imports
and separate foreign aid exports,

LEL LAY [l
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The trade bill died, but the committee may tie the requirement onto another
measure this year. The full Senate can be expected to approve, and there scems
to be a good chance that the Ilouse would then go along to force the administra-
tion to report what many say is the “real” American trade balance.

Mr. Long. I also ask unanimous consent to include in the REcorp a state-
ment I made on this subject on September 17, 1970, together with materials
submitted at that time. This should put into perspective in one place in the
Recorp a full explanation of the fraudulent and misleading trade statistics
which have been sold to the U.S. Public,

(There being no objection, the materinal was ordered to be printed in the

RECORD, as follows:)
OFFICIAL MISSTATEMENTS ABOUT OUR REAL FOREIGN TRADE POSITION

Mr. LoNe. Mr. President, the International Monetary Fund has recently is-
sued a report warning against the consequences of prolonged U.X. balance-of-
payments deficits. We have been running deficits in our balance of payments in
every year since 1950 with the exceptions of 1937 and 1967.

Tor the first half of 1970 the balance-of-payments deficit, under the traditional
basis of measurement, was running at an annual rate of $6 billion. On another
basis of measurement—the so-called official settlement method—the balance-of-
payments deficit for the tirst half of this year was running at an annual rate of
$9 billion.

One of the major problems we face in searching for solutions to our balance-
of-payments problem is misleading information on our balance of trade.

The Department of Commerce has recently issued monthly trade statisties
which have been widely reported by the press as showing “a booming surplus”
of exports over imports, “running at an annual rate of more than $5 billion”
for June aud July. It has been suggested that this so-called surplus indicates
that the country would be better off without the major trade legislation await-
ing House action that would impose mandatory import quotas on textiles and
shges, and facilitate import limitations on other products.

To cite 2 months’ statistics as evidence of a basic reversal in our trade posi-
tion is grasping at straws. It is a classic example of how misleading facts create
erroneous conclusions. :

The Department of Commerce statistics give a false impression that this
country enjoys a highly favorable balancc of trade when, in fact, if our trade
balance were accurately tabulated, it wonld show an unfavorable balance of
trade.

For too long the public has been misled into believing that we have a “favor-
able balance of trade.” The proponents of our ‘“one way free trade philosophy”
have argued that our trade negotiations have been an unmitigated success since
they have resulted in a “favorable balance of trade.” Iven our negotiators have
put themselves at a disadvantage by usirg our misleading statistics and pro-
viding their negotiating counterparts with the ammunition to destroy our ne-
gotiating position. All the foreign negotiator has to do is read back the state-
ments of our negotiators about how favorable our trade picture is, and how if
we do anything here to protect our industries, they—the foreigners—will re-
taliate, and our negotiating position is destroyed. If you read back to a man his
own words it is hard for him to repudiate the thought behind them.

So here are our own negotiators using misleading trade statistics, misleading
Congress, misleading the American public, misleading the world, and defeating
their own objectives in representing American interests,

Al] foreign countries have to do is read back to them their own false state-
ments which they make. Those false statements are picked up and published in
the New York Times, which is probably the only American newspaper that diplo-
mats in foreign governments usually read, and they cannot understand why the
United States is trying to save some domestic interests. when our national policy
requires it.

In past years—during the first half of the sixties—our misleading statisties
indicated that our balance of trade was in surplus by $5 to $7 billion. In
more recent years, since 1967, this so-called surplus has dwindled to a rate of
about $1 billion. So, even under the most rosy method of calculation, the balance
of trade has deteriorated sharply over the last 4 or 5 years.

But, Mr. President, this is not the whole story. Those official figures belie the
fact that our balance of trade was never as favorable as the official figures
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;NOllld suggest, and that we have a large net deficit on commercial exports and
mports.

Under the traditional methods of calculating our trade balance, our exports
include foreign aid giveaways which do not earn a penny of foreign exchange
‘Tor the United States. When we give wheat or corn away to India, for example,
the farmer receives his money from the U.S, Government, not from the Indian
‘Government. The American taxpayer pays for the wheat, not the Indian Govern-
ment. As far as our balance of trade is concerned, we just as well might be
dumping it into the ocean, In fact, we would save money, because we would save
the ocean freight.

On the import side of the equation we do not'include the cost of insurance and
freight in computing imports, even though most other countries in the world,
the United Nations, and the International Monetary Fund calculate imports
on a c.if. basis. The Tariff Commission has done some calculations showing
that if you computed our imports, on the same basis that most other countries
compute their imports, it would increase our import value by 10 percent.

S0, Mr. President, if we deduct the foreign giveaways from oue exports and
calculate our imports the same way that most foreign countries do, instead of
having a $1.4 billion balance-of-trade surplus—last year—in 1069, we would have
about $4.4 billion balance-of-trade deficit. In other words, the statistics over-
state our position by more than $5 billion.

Let us look at what has happened in 1970. Our exports are reported to total
$24.9 billion for the period January thirough July. If we subtract the foreign
aid giveaways, the net figure would be about $23.4 billion. Our imports, f.o.b.,
were running at $22.9 billion and, if we add the c.i.f. factor of 10 percent, this
would increase to $25.2 billion, leaving us with a net unfavorable balance of
trade of $2 billion. So, what Is widely reported in the press as “a booming
surplus” actually turns out to be a blooming deficit.

Let us look at the July data which is being widely circulated as evidence that
we do not need the major trade legislation just about to pass the House. The
Department of Commerce statistics show exports of $3,683 million and imports
of $8,242 million for a net “surplus” of $441 million. Some analysts multiply this
by 12 and say we are running a surplus of over $5 billion.

Now let us see what happens if we revise these misleading figures. Take out
the foreign aid giveaways and our exports drop some $200 million to $3,483
‘million; add the c.if. factor and our import bill for July increases by some $324
‘million to some $3,666 million, leaving us with a net deficit of $83 million for
July. If we then multiplied that by 12 we could say our balance of trade is run-
ning in deficit by $996 million. Not a $5 billion annualized surplus, Mr. President,
‘a $996 million annualized deficit for that month on the basis of calculation ; and
that is the best month so far this year.

I am not going to elaborate on the fact that what has been hailed as a big ex-
port surplus in June or July, occurred at a time of domestic recession, growing
unemployment, and huge balance-of-payments deficits. If we need a domestie
recession to create a phony trade surplus is that any cause for rejoicing about
our competitive position? It is suffice to say that the trade statistics currently
published are a misleading indicator of the competitive position of this country
in world markets and they should be changed to more accurately reflect our true
competitive position.

Mvr. Lona. I pointed out, Mr, President, that this country is faced with an unfor.
tunate situation, where bad figures lead to bad conclusions. The books are de-
liberately kept in an erroneous fashion, in my judgment, to justify an erroneous
policy that is benefiting somebody, but it is not benefiting this Government,

Mr. LoNg. Mr. President, let me sum up my remarks. This Nation has been
pursuing trade policies which are indefensible. We maintain an open-door policy
for foreign imports, while other countries work hand and glove with their in-
dustries, protecting them, and insuring their competitiveness.

The bureaucrats who created this indefensible policy, and have a vested in-
terest in its perpetuation, do not identify themselves, They hide behind faceless
and nameless editorial writers who heap scorn on Members of Congress who try
to save American jobs for American workers. These editorial writers pour out
insults and use fraudulent statistics published by the Commerce Department to
support their nonsensical positions. Their case cannot stand the light of day.
Yet one is unable to tell who they are or what their purpose might be.

Mr. President, in the past 10 years our balance of payments has been in deficit,
measured on a liquidity basis, by $27 billion, as table 8 demonstrates, which I
ask unanimous consent to have printed in the RECORD.
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There being no objection, the table was ordered to be printed in the RECORD,
as follows:

TABLE 3.—U.S. BALANCE OF PAYMENTS, 1961-70
[in billions of doliars)

1961-65 '
average 1966 1967 1968 1969 1970
Merchandise trade balance_.._._ .. ... ... ... 5.4 3.9 3.9 0.6 0.6 2.2
XPOTES . < o oeem e et aaas 23.0 29.4 30.7 33.6 36.5 42,0
IMPOrtS. .o o ~17.6 —-25.5 -26.8 —33.0 358 ~39.9
Investment income halance..............._.. . ... 3.5 4.1 4.5 4.8 4.4 14.3
Receipts from U.S. investments abroad.__.. ... 4.9 6.3 6.9 7.7 8.8 19.6
Pagmants on foreign investments in United
tates._ .. ... R -1.3 —~2.1 —2.4 -2.9 -4.5 1-53
Balance on other sirvices. ... —2.5 -2.7 -3.2 -2.9 -3.1 1-3.1
Balance on goods aii'! services 6.5 5.3 5.3 2.5 1.9 13.9
Unilateral transfers, excluding Government grants_, -.8 -9 ~-12 -11 -1.2 1-1.3
Balance on current accouint, excluding Government .
L 5.7 4.4 4.0 1.4 .8 12.6
U.S. Government economic grants and credits3. -3.7 -3.9 —4.2 —4.2 -3.7 13,4
Balance on private direct investment._ . -2.2 ~3.6 -2.9 -2.9 —-2.2 1-3.8
Balance on securities transactions_. .. -.8 .4 —-.3 3.1 1.6 1.3
Balance on various other long-term ca
HONS 3. 0 i s =5 . .6 . .2 .9 7 13
Balance on cufrent and long-term capital accounts4.  —1.4 -2.0 -3.1 -1.7 —~2.8 13,3
Balance on various other capital transactions: Short- ¢
term, other than liquid liabilities; long-term bank
liabilities to foreign official agencies; nonmarket-
“able U.S. Government liabllities; unscheduled debt |
payments on U.S. Government credits; and Gov- - °
ernmant sajes of foreign obligations to foreigners._.._.__._. 1.2 .6 2.3 -1.3 11
Errors and omissions_ . _................_._...._. -.9 -5 -1 ~.5 ~2.8 1-2.0
Allocation of special drawing rights .9
Balahce on liquidity basis_..__........ ... ... 4 .2 -3.8
Less certain nontiquid liabilities to foreign official
agencies.. ... O . 1 8 1.3 2.3 ~1.0 .3
Plus liquid liabilities to private foreigners and inter-
national organizations....................... 7 2.4 .15 3.8 8.7 —6.2
Bal on official settl ts basis..._._.._...... -1.8 .3 -3.4 1.6 2.7 ~9.8
1 1st 3 quarters of 1970 at a seasonaily adjusted annual rate.
2 Net of scheduled repayments, o
3 Excluding changes in long-term bank liabilitios to foreign official agencies and in ketable U.S. Government

liabilities. .
4 One varsion of the so-called basic balance,

Note: Details will not necessarily add to totals due to rounding.
Source: Treasury Department,

Mr, Lona. Mr. President, no nation however strong, can continue policies which
place it in such heavy debt to foreign nations. The American people have been
told that central banks and commercial banks in Hurope are refusing to accept
any more dollars or will accept them only at a discount. This could force a dollar
devaluation with dire consequences for the international monetary system. If we
do not correct the balance-of-payments deficits on our terms, they will correct it
for us on their terms.

How can we correct our balance of payments and remove the albatross which
hangs over the head of the international monetary system? We cannot do this
by merely increasing exports. We must also take action to stem the tide of rising
imports.

There are many ways of correcting a bad situation, but we simply cannot ne-
gotiate away our balance-of-payments deficits, or let “benign neglect” solve the
problem, Our deficits are other countries’ surpluses. They do not want us to solve
our deflcits in a way which will hurt them.

The Germans do not want us to solve our deficits by removing any American
troops from Germany. The French and Italians do not want us to solve it by
reducing our imports of wine and shoes. Nor do any countries wish to help us by
reducing their protectionist policies which discourage U.S. exports to their mar-
kets. The Japanese and the Europeans have many more restrictions on imports
from us than we do on imports from their countries.

Central bankers from these countries want us to raise interest rates so they
can pick up more of the banking business, Well, that is a very unsatisfactory way
to solve our international deficit situation, because it puts our domestic economy
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through the wringer and causes many economic and social problems for the
American people.

We in the Congress are also somewhat schizophrenic on this issue. Members
from New England want to solve the balance-of-payments problem by reducing
footwear imports without concern for imports of other sensitive products. Mem-
bers in textile States want to cut down textile imports. Oil States’ representatives
wish to eut down oil imports. There is no unified, econsistent policy to deal with
this problem. :

But we must deal with it because the United States has adopted many policies
around the world which cost us money ; without a healthy trade surplus, we will

not be able to pay for those policies, Otherwise some of those policies must be
discontinued.

Multinational firms who argue against trade restrictions to protect their in-
vestments abroad and to insure a ready market for their exports to this country
may soon find those investments nationalized and paid for by foreign govern-
ments with American dollars earned as a result of our deficits,

It is time for American people to know the truth about our international bal-
ance-of-trade and balance-of-payments positions and the consequences that will
occur if we do not solve them on our terms.

The President wants to level with the American people on our sorry balance-
of-trade situation, but his bureaucracy has prevented it.

The bureaucrats to whom I have made reference have cast their President in
the image of a helpless giant, unable to even convey the truth to the public as
much as he would like to do it.

An honest presentation of the facts to reflect the truth in an understandable
manner is fundamental to a reshaping of outdated and misguided policies of trade
and aid. If I have enough influence, the truth will be honestly presented.

Senator Hansex. Mr. Secretary, let me compliment you for your
forthrightness, your candor, and your considerable fund of knowledge
in an area that is of extreme importance to this country, and indeed,
to the world at this time.

Do you think economic relations with Furope, particularly the
Common Market, are based on fair trade conditions?

Secretary ConNaLLY. Senator, it is almost impossible to answer that
question. I suppose I would have to say no because there are elements
of unfairness in it. But let me point out now that with all of the diffi-
culties we are having, if you will analyze our trade with the uropean
community, it is one of the areas where we almost uniformly have a
trade surplus with those countries. But, this is not to say we do not
run into some unfair practices; and particularly, in recent times
where, frankly, they have made some preferential trading agreements
with Morocco, Tunisia, Israel, Spain, Turkey, and Greece—particu-
larly with respect to citrus—and they are entering Into two-way nego-
tiations with their former African territories and with those new
nations that, in my judgment, are not fair. They violated GATT agree-
ment, and they are going to operate to our detriment. ) )

Senator Hansew, I went to Tulsa with Senator Bellmon just this
weekend, and he tells me that despite some efforts that had made some
previous months ago to work out an arrangement to export some
Tivestock to Japan, as quickly as we got the things set up, the Japanese
imposed a duty on livestock 1imported, cows imported, into that country
of $180 per head, as I understand it. ] i

Reflecting upon that, do you think our trade relations with Japan
are based on reciprocal fair trade conditions?

Secretary ConnarLy. No,sir: I donot. ; )

Senator Hansex. Do you think it is consistent with a_free tmde‘
philosophy to have adequate and enforceable laws against unfair
foreign competition ?
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Secretary ConnaLLy. Yes, sir.

Senator Hansen. Your department is responsible for handling our
antidumping and countervailing duty laws, There has been much
progress made in the last 2 years to improve the administration of our
dumping laws by your department. But our countervailing duty law
appears to be almost a dead letter. Could you look into this matter and
report back to the committee and point out what steps you think are
necessary to streamline our countervailing duty statute and to process
the cases initiated more rapidly ?

Secretary Connvarry. Senator, I will be glad to do so. If you will
permit me now, I would like to point out to you these are two areas
that require an enormous amount of information, and when this ad-
ministration started 2 years ago, really getting into these two fields,
antidumping and countervailing duties, they had 10 people in the
whole Department working on it. Now we have 30, the wonderful sum
of 30 people working on these tremendous problems,

The truth of the matter is they started on antidumping activities
and made great progress and developed into the point where at least
we can get some decisions within a period of a year from the time of
the first complaint. We have shortened it by 100 percent, from 2 years
down to 1 year, and this is not at all satisfactory at present, but we
are still making headway.

We just now have a study underway in the Department looking to-
wards really getting into the countervailing duty statutes, and our
responsibilties under those statutes. But frankly, we have not had the
manpower to do it.

Senator Hansex. Well, I compliment you for changing the direc-
tion that our Government has been pursuing in this regard and I cer-
tainly will do what I can to support you, if you need any more help
down there and I have no doubt at all that you will need to enlarge
your staff before you can get a handle on it.

Secretary Connxarny. I will accept your compliment for the Depart-
ment, Senator. I have had nothing to do with it. Assistant Secretary
Rossides is primarily responsible for the splendid progress made in
these two areas, and his people.

Senator Hansen. Has the Treasury Department given any thought
to the kind of code of fair competition which might be usefnl for in-
corporating into a new international agreement, trade and investment?

Secretary ConnarLy. Yes, we have, Senator Hansen. We have a

reat deal of staff work going on at the present time on 1t regarding
investment. This has been for a number of months. I am personally
just now getting into this whole area. _

But T do know that much remains to be done. We are going to try
to live up to our responsibilities, and hopefully have some suggestions
that will result in an overall look at the U.S. position. )

Senator Hansen. What do you think the British entry into the
Common Market will mean for the U.S. balance of payments in the
1970’s and beyond that time? S

Secretary Connarry. Senator Hansen, I think it is guesswork to a
large extent. I think, first, I must point out that this Nation has ;11\\'ays
encouraged the formation of the Iiuropean Common Market. We have
encouraged: the entry of Great Britain into that market. I do no‘r,.have
any doubts but what it is going to create some problems. They are not
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insurmountable problems, providing we have people in the various,
respective areas tlfmt will work at it with goodwill.

bviously, the first problem that is going to be posed that will
cause us some difficulty is going to be in the agricultural field because
the Common Market restrictions on agricuTtural commodities are
much more unfair and much more specific in my judgment, than those
imposed by Britain, and Britain will have to adopt these Common
Market restrictions and rules. So that is the first or one of the first
places that the shoe is going to pinch for us.

There is one other factor that is important, and that is simply that
the FEuropean Common Market, particularly with the addition of
Britain, is going to be the largest trading bloc in the world. What will
develop only time will tell. T do not know. There is a great deal of
conversation about a common currency there. That might well be a
very good thing. But I think we have to assume, and we all hope as
well as assume, that Britain’s entry into that market will result in the
entire market taking a more outward look, very frankly, with respect
to international trade and their relations with nations around the
world, more so even than exist today. So to that extent, and if that
be true, then their entry into the market is going to be a very healthy
and a very helpful thing. , "

Senator Hansen. Mr. Secretary, competitive problems in the United
States are not restricted to one or two industries. As has been brought
out already, over 100 industries are asking Congress.for quotas
against foreign competition.

Do you feel this reflects a fundamental change in our international
competitive position, the fact that over 100 industries would be asking
for quotas?

Secretary ConnarLy. I do not know that it reflects a change as much
as it reflects an awareness that we are not competitive for one reason or
another, and I frankly think now in many areas we are not as
productive.

We have to face up to the fact that some of our problem are not the
result of just restrictive measures engaged in by other nations—be-
cause we have a large number of quotas of our own, when you get
down to just comparing them numbers for numbers—but the signifi-
cant thing is that the American people are becoming more aware of
what is happening.

You made the statement this morning with respect to automobile
production. I saw in the paper this morning, that this will be one of
the truly big years, but most of the increase is not being taken up by
domestic manufacturers, but rather by foreign makers. '

So there is no question but what we are under more and more pres-
sure from more and more countries around the world, and this is very
understandable. .

As every nation around the world becomes more industrialized, they
are going to put more pressure on us. This is one of the reasons, if you
will forgive me at this point, if you analyze the balance of the pay-
ments item by item, you will find that in almost every category we
have a negative balance of trade; in almost every category, until you
get to the arcas of high technology where you have manufactured
items of high technology ; this is in the area of aircraft; this in the the
case of computers and things of this sort where the research and devel-
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opment we have put into the American free enterprise system, turns
out products that are new and have been inventive. It is in this area
that we have maintained any kind of a favorable trade balance because
in the high technology oriented manufactured items we have a surplus
on a trade balance of abont $9 billion a year.

Every other category goes down, and this is one of the reasons
why I am personally so very strong for the SST. I do not want to
inject another discordant note, if it be such, in this hearing, but this
country has to realize that it is extremely difficult to compete with
many nations around the world when you start comparing the wage
scale. In the United States, the standard of living—I am not just
talking about labor—when you take the standard of living in the
United States, and you compare that with the production of items
overseas, where they pay 70 cents an hour for labor, you can see the
extreme difficulty. In order to do it we have to be more innovative,
we have to keep our facilities more modern. Basically the reason be-
hind the administration’s change with respect to depreciation only this
year is to try to encourage American industry to modernize, because
we are not modern in the sense that other nations are, '

Let, us take the steel industry for a moment. In the last 15 years,
the United States has gone from approximately 100 million tons a
year to 113 million tons a year. We have gone up to about 13 million
tons. v

During that same 15-year period Japan has gone from 5 millions
a year to 93 million tons a year.

They have by far the most efficient steelmaking industry in the
world today, and we are going to be in trouble if we do not modernize
our plants.

So it is not all just a question of restrictive actions taken by other
countries. It is, in addition, a lack of productivity increase in America.

Senator Hansen. Thank you, Mr. Chairman.

Senator Risrcorr, Senator Bennett.

Senator Benngrr. Thank you, Mr. Chairman.

I would like to pick up with that last statement that you made. I
think too often people assume that we can solve this problem from
one point of view by imposing quotas, restrictions, by shutting out
Imports or by subsidies or by other devices to force out exports, and
that this the Government can do.

I was delighted to see in your statement on page 7 the paragraph
which says that it is time for Americans to realize that stronger
efforts have to be made to raise productivity.

Secretary Connarry. That is right.

Senator Benwerr. I think that lies at the heart of the whole prob-
lem. Our goods must be made more competitive and this is not easy
because, as you have pointed out, by quoting the difference in wage
rates, we are a high-cost item in a Jow-cost world.

Secretary ConnaLLy, Right.

Senator Bennerr. In addition to that, we have the largest market,
largest single market, in the world, so our friends abroad look to this
market not only because it is big but because the price levels are high,
and they can make more profit if they can get into this market, and
having been in business, I realize that if you want to get into a market
you do not have to undercut your competitor by very much.
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They do not have to sell their products at the same relative ratio,
they do not have to set their prices at the same relative ratios, as their
lower costs.

They set them just enough under our costs. So that we have not only
become Santa Claus, we have become a fairy godmother to all of these
people because we give them access to a market which not only pro-
duces volume for them but produces tremendously high profifs and,
thus, these plowed back into their production capacity have helped
them build to the point that they now face.

We talked about balance of payments or balance of trade. The word
“balance” suggests this is the difference between exports and imports
and, therefore, since we are out of balance there are two ways we car
move in an attempt to restore it.

One is to increase exports, and the other is to decrease imports, and
in your statement you suggested that the administration will resubmit
the proposal for DISC as a means of increasing exports, and yet the
question has been raised with me: Why should we give an export tax
benefit to multinational firms who would benefit from DISC without
doing anything to discourage imports with a border tax?

Would you like to comment on that?

Secretary Connarny. Well, Senator, I think you have to deal with
those prob?;ms in the context that this Nation’s GNP is substantially
equal to the rest of the free world put together, and that we are the
big boy on the block, so to speak. It seems that we have, and probably
zho]u}d have over the years, conducted ourselves in a little bit different

ashion.

We have to toe the line when other countries can occasionally fudge
a little bit, and without anybody calling their hand, necessarily.

The whole world watches us, so the thinking behind the DISC pro-
posal was that you do not give any taxes away or rebate taxes to in-
dustry, but that you’d defer taxes if a company will build a facility in
the United States to make products to ship overseas into the export
market. We think under those arrangements there will be no com-
plaints filed against us.

We think that is entirely consistent with the GATT rules, and we do
not think that we will be charged with any kind of violation.

That is the thinking behind the DISC proposal, that we try to do
something to make it more attractive for our manufacturing com-
panies to manufacture their products here, and then send them into
the world markets to provide the jobs for American workmen instead
of taking their money and making their investments overseas to sup-
ply those markets.

I frankly have been at a loss as to why this particular proposal
generated opposition from labor. I have not had a chance to talk
to them about it, but I just do not understand why they would op-
pose this type of a proposal.

Senator Ben~NErT. I do not, either. It would seem to me that Amer-
ican labor would regard this as a very important step in preserving
jobs in this country which otherwise have been going -abroad.

The GATT seems to permit countries with value added taxes to
rebate such taxes on exports and impose them at the border ‘on im-
ports under the theory that valued added taxes are always shifted
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forward to the consumer while corporate income taxes are absorbed
by the producer.

You are a businessman. Do you feel that the GATT provisions-are
sound with respect to these, to this attitude and, particularly, with
respect to border tax adjustment?

Secretary Connanry. No, sir; I do not think they are basically
sound. I think there again we were in a posture where we did not, I
assume, feel that the taxes—the rate of the indirect taxes were fairly
low as I recall at the time of the negotiations, approximately 2 to 4
percent—were a great factor. And we were still a very strong Nation.

We saw none of these problems, apparently, and we let them drive
a wedge of distinction between the imposition of an indirect tax and
a direct tax such as an income tax.

Well, now, ultimately there is no difference. Ultimately any com-
pany, however they are taxed, has to pass on

Senator Bexnerr. That is right.

Secretary CoNNALLY (continuing). That tax as a cost of the item
manufactured to the consumer.

But they distinguished it on the basis that an indirect tax like the
value-added tax was in a different position, that it was passed on to
the consumer and it could, therefore, be rebated without violation
of any of the international agreements—the GATT agreement—but
you could not do it on income taxes.

Now, it just so happens we rely predominently on the income tax.
We do not have the value-added tax. The European countries rely
heavily on indirect taxes.

So the time has come for us to either demand the same treatment
for direct taxes, or to play their game and insist that their value-added
tax be treated the same as our direct taxes or that in any future tax
measures, that we at least consider the possibility of adopting the
value-added tax.

Senator BENNETT. Don’t you think, looking at the thing philosophi-
cally, don’t you think we would all be better off if we renegotiated
the basis of our international trade rather than coutinue to patch our
own tax system to match the limitations in GATT?

Secretary CoxnNarny. I think the circumstances have changed to
the point, Senator Bennctt, where there is now such a completely dif-
ferent set of circumstances that surrounds the various trading part-
ners in the world that any patching operation is not going to hold
for any substantial period of time. '

T think there has to be an overall look taken at it.

Senator Bex~Nerr. Our trading partners are very clever and they
would find ways to get through the patches, I am sure.

Mr. Chairman, I have had my share of time.

Thank you, Mr. Secretary.

Senator Risrcorr. Senator Fulbright.

Senator Furerieur. Thank you. Mr. Chairman.

My, Secretary, I was very much struck by your cloquent defense of
the private enterprise system, productivity and efficiency, but I do
not. know how you apply that to the SST because, if T understand, the
SST is a federally subsidized activity. If they were going to do this
on their own I would agree with you.
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But how does that indicate any devotion to private enterprise and
productivity and efficiency ? '

Secretary Conyarry. Well, Senator, I did not mean to imply by
my statement that we lived in a society where there are no exceptions,
because there are, and that happens to be one of them.

My interest in the SST stems primarily from the fact that a great
deal of our favorable trade balances today come from the sale of
aircraft. , :

We have been preeminent in the manufacture of aircraft.

Senator Furerierir. But on a private basis. The Boeing 707 was
not financed by the Government directly.

Secretary Connarry. Well, Senator, much of the research and
development, much of the experimental work going into almost every
single commercial aircraft we have had, has been done by the military
over the years.

Senator Furerierrr. Well, at Boeing they can profit by the F-111
if they want to use that. They can apply it to the SST, and I imagine
it will be equally successful.

Secretary Coxxarny. I do not think they are quite comparable
planes, I hope. : _

Senator Furerieirr. Well, they might very well prove to be. But
also your interest in the Lockheed loan, and IPenn Central, which was
recently granted, confused me about this idea of private enterprise
and efliciency.

It seems to me that is directly contrary to that whole concept.

Secretary Connarry. It is somewhat : you are right.

Senator FuLsricirr. Very much. It looks to me like a high degree
of socialism you are injecting into our system to bail out bad manage-
ment, which seems to me highly contrary to my concept of efficiency
and productivity. ;

Seeretary Coxxarnny. Senator, if vou want to-——which T do not—
get inte a philosophical

Senator Furerigrrr. You raised this question.

Secretary ConvarLy. Yes, sir; I understand. :

(Laughter.) :

But I am not.

Senator FurericrT. You were advancing this.

Secretary Connarny. I am not going to defend everything this Na-
tion has done, the various administrations, or the Congress, to preserve
precise integrity of a free enterprise system.

I think we have departed in a number of cases.

Senator Fursrienr. Well, T am glad you admit that. That scems
to me to be true.

I do want to agree with you the TBuropeans and the Japanese will
not call their loans because they cannot afford to. It would bring us
all down into comnion disaster.

What bothers e, though, is the persistence of the present policies
will gradually erode our whole economic strength.

They cannot call it because they, themselves, would be caught in
it, as 1n any case where a bank goes under in a small community the
whole community collapses, so I do not anticipate their calling the
loans because they cannot afford it.
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But if we do not reverse these basic policies there will be a gradual
attrition of our strength, as has already been demonstrated.

Let me ask you, do you not believe that the real fundamental culprit
has been the excessive expenditure on military affairs in the last 25
years?

If you had to pick one single cause for the distortions and difficul-
ties ﬂ)l,at now afflict us, wouldn’t it be excessive military expenditures?

Secretary ConNarLy. No, I would not single it out as the

Senator FursricuaT. Can you think of one that is greater, that has
contributed more to the dislocations of our normal

Secretary ConnarLy. Tourism contributes almost as much to a nega-
tive balance of trade as our net military expenditures each year, and
if you add

enator Furerigrr. Now if you are going to take tourism you bal-
ance off their tourism to ours.

Sceretary Connarny. We have a net loss in tourism, about two and
a half billion dollars a year.

Senator Furerienir. I am talking about our overall military ex-
penditures, their contribution to the inflation and distortion of our
domestic economy, their contribution to our being unproductive or
for being noncompetitive vis-a-vis the Japanese, for example, or the
Germans. I do not want to repeat all these figures that have been
given. They are very impressive, but I really submit that the per-
sistence of our military expenditures, both domestic and overseas,
has created a situation that has distorted our really important eco-
nomic competitive situation.

These other figures, they have already given you about the amount
of their total contribution to defense, they are very impressive, and
I would not recall them, but it seems to be there is a very great coin-
cidence between those factors and what is actually happening to our
economy.

I do not understand why you, yourself, said a moment ago, I
thought—TI agreed with it—that we are following policies that were
started 25 years ago, and the implication was that it is time for a
change.

And yet I notice the support of your present effort, of the admin-
istration, to defeat the Mansfield effort to reduce our military involve-
ment abroad and you bring in all the people present at the creation
these same policies, and you arc relying upon all the same people who
created these policies.

Now, granted there may have been some excuse for the policy 25
years ago, the implication of what you said is that it is time to change,
and yet when we in the Congress seek a change you go all out to
prevent it, as in the Mansfield amendment.

The Mansfield aniendment is simply a symbol—it is one effort—to
restrict the extraordinarily widespread military expenditures.

We have some 386 major bases spread around the world and a total
of nearly 2,000 of all sizes. There is not time here to go into that; we
will do so on the floor and elsewhere, but I submit this is an extraor-
dinarily extravagant expenditure that we simply cannot support, and
T'regret very much that the administration goes all out to prevent the
Cohgress from taking one little step in the direction of reversing that

policy.
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You, yourself, said the policy is an old worn-out policy that ought
to be changed.

Secretary Covyarry. Well, I was not referring specifically to the
point you are making, Senator. I think we are going to have to change
some of our policies, but my answer would be, on that, and my point
on the Mansfield amendment simply was, this is not the way I would
do it. You have got a question of policy. Is the policy correct?

Well, now, this country has to have some understanding with its
allies around the world with vespect to our mutual security.

Now, it has that. The point that I think is more appropriate is who is
going to pay for it. This is the point where I think we can ask more of
our allies and our friends around the world.

The mere fact that we have troops in Europe does not mean we
have to pay for all the costs of them.

Scnator Fursricur. Every Secretary of the Treasury since I can
remember has gone over to Germany and pleaded with them to pay
more of the costs and have gotten a little here and there, and they
even persuaded the Germans to invest in our securities, and this is
counted as a contribution, but we have to pay that back at some time.

TEvery Secretary has had this problem. They have never done much,
and I think jt is time the Congress does something. This is not the
first instance.

b I tried my best last year to get them to phase out the Spanish bases,
ut, no.

I cannot think of a single military base out of some 2,000 that has
voluntarily. by us, been closed. The only ones that have been closed
are where the host country made us do 1t, as in Libya and Morocco;
but we have never closed one voluntarily, The Congress feels strongly
about these same problems you are talking about. We have felt them
for a long time.

The Mansfield amendment is not a new amendment. We have had
two long hearings on the subject. That has been under consideration
for more than 4 years, and yet the administration, faced with these
evidences of the deterioration of our economic situation, refuses to
o along. There is always a reason not to close a particular base, or to
even reduce it, and I do not know, and I ask you if you can say one
important or even significant base that we volutntarily closed. )

Secretary ConnarLy. I do not think I can think of one even here in
the United States, Senator.

(Laughter.) i

Senator Foreriarrr. But you say an enormous bureaucracy with
the capacity to sell the Pentagon, as so recently well demonstrated,
can do this. )

They have the power to stimulate the public sentiment to prevent it.

I must say this organized propaganda, which is so well illustrated
in the recent gathering of the clan at the White House, 1s a demon-
stration of why the Congress is unable to do anything to bring the
economy back in some reasonable relation to our needs.

T do think, as a new Secretary of the Treasury, we need your help
on this. We probablyv cannot do it if you join In this old crowd you
mentioned a while ago; this old guard. You are a new man. I do not
understand why you lineup with this old crowd to continue a policy
which you intimated yourself is obsolete.
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Secretary ConnarLy. Occasionally, Senator, the old crowd can be
right, and I think they are right.

Senator FULBRIGIIT. Everything you have said this morning proves
they are not. Time has run out on them.

ecretary ConnaLiy. Well, I think in a general sense that is true.
But I think we ought not to forget a couple of things:

We may have to keep troops there for a ]ong, long time. If we do,
then I think our prosperous friends ought to help us pay for it.

Senator Furerigut. I do, too. But they won’t do it. This is one way
to get them to do it

Secretary Connarry. There are others ways to do it, Senator.

Senator FursrieHT. Every predecessor has tried and none of them
have succeeded.

Secretary Connarry. Well, the problem is that we all like to be good
fellows. We all like to give things away instead of take things from.

Senator Fursricrir. That is right. It 1s time we got over it.

Secretary ConnaLLy. So we just need a greater realization of the
problems that we face in this Nation which, I think, would give all of
us the backbone to extract from our friends a little fairer treatment.
That is all we are talking about here.

Senator FuLBRIGIIT. Can you think of anything at the moment that
would be more persuasive on the Germans and French and the others to
do tglan to accept the Mansfield amendment: can you think of a better
one?

Secretary Connarry. Senator, I do not think you have to aceept it.
I think they have already gotten the message.

Senator FuLerrarrr. Well, you know, I really suspect they have, too.

Two changes, two things. Brezhnev’s response, and also the ad-
mission of Great Britain, T think, are dividends from the bringing up
of the Mansfield amendment. T know the administration does not admit
that, but I think it could well be.

Sceretary ConnarLy. But, Senator——

Senator FuLsrrarr. Nevertheless, its passage would be a real signal
to them to get busy to do somethlnrr

Seer etmv C(NNALLY There is one other pomt that I think should be
made at this poin” in the discussion, and that is simply if we brought
all of these men home from around the world we would still not solve
a great many of our balance of payments problems.

Senator Fuorerient. T am not saying all, only a part of them.

Secretary Connarry. T understand. T am not trying to put words in
your mouth. but merely trying to make the point that is not going to
solve it. T do not think we ought to leave the impression that it is going
to solve it if we bring all or some part of the people home. If you take
all of the items of trade around this Nation—and I tried to break them
down into four categories—the “agriculture and assogiated commodi-
ties” category is essentially a break- -even, and we have the most effi-
cient amlou]tm al system, with a growth of 6 percent each year. There
is nothing like it in the world.

Second. if you take the category of “minerals and raw materials”
that is a loser every year.

Senator Fureriert. We are a have- not Nation in those items.
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The only one that has saved us are the manufactured items of high-
technology orientation, and there we had a favorable balance of trade
of $9 billion.

So that this is totally unrelated to the military: totally unrelated
to foreign direct investments. This is just in the trade items.

So that we have to recognize where our problems are. I grant you
that the cost of the military, as T pointed out a moment ago, the cost
of the military overseas hurts our basic liquidity balances and our
official settlements, and I think it is basically unfair when Japan is
in the shape that she is in, and yet last year we paid her $669 million
for military outlays.

Senator FuLsricuT. That is right.

Secretary ConnaLLy. And she spends 0.8 percent of her gross na-
tional product for her own defense. These are basically unfair things.

This does not mean that we ought to retract.

Senator Furericut. I do not know why it does not. It seems to me,
to my simple mind, that is the very thing it means, and the war in
Vietnam is the same way.

T mean this has become a horrible drain on us.

Sccretary Connarry. I do not believe, Senator, I can convince you
of Vietnam, and I am not going to try.

Senator Fursrierr. I am trying to convinee you [laughter] as the
new member here with control or influence upon our economics.
Surely the businessmen of this country are turning against these
expenditures.

Secretary ConNALLY. Senator, no question but what the President
has said we are going to withdraw these troops; we are going to get
out of Vietnam. I believe everybody believes that.

The question now is when he is going to do it. There is an argument
about it. and I know his timetable does not suit everybody else, but
it is his timetable.

In any event, I do not think we ought to leave the impression that
as soon as we get all the men out of Vietnam that our trade problems
are going to be settled, because they are not.

Senator Fursricut. I agree with that. My time is up.

Senator Risicorr. Senator Long, Mr. Chairman.

Senator Lona. Mr. Secretary, when you came before this committee
for confirmation, you said it clearly—so that no one could misunder-
stand it—that you are a low-interest rate man.

Secretary ConNALLY. Yes, sir.

Senator Lona. Now, one of the proposed solutions to the present
international monetary crisis—and I am sure that it is the one a.gregd
upon by most of the European bankers—is that this country raise 1its
interest rates. ) )

T certainly think it would be a tragedy if that policy were adopted
to try to meet this problem. I, for one, would rather bring some troops
back from Europe, for example, than I would to make the American
people pay two or three points more for the interest on a mortgage
for a house in the long-term market.
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I know that you are going to do your best as the good Lord gives
you the light to see it, to try to keep interest rates at the lowest level
possible.

What can we expect in that regard ?

Secretary Connarry. Well, Senator, you know as much about it as
1 do. The Secretary of the Treasury does not set interest rates in
this country. Certainly in reply to your first statement, I assure you
that interest rates are not going to be raised in the United States
simply to narrow the gap between interest rates here and over there,
to benefit our friends overseas.

We are not going to do that. That much is sure, it is not going to
be done for that reason.

1f interest rates go up it will be for some other reason, and I have
already expressed my view about that.

Chase Manhattan Bank raised the prime rate from 514 to 5%
percent. I said in my prepared statement this morning I thought it
was time for businessmen to exercise restraint on their pricing, and
banks to exercise restraint on their interest rates. I think the reason-
able interest rates are absolutely essential to continued economic re-
covery and expansion in this American society. I think the most
damaging blow we can receive right now would be an increase in
interest rates.

Senator Lone. So far as I am concerned, Mr. Secretary, I would
prefer that the Germans and the French, the Belgians, the Italians,
do just whatever they want to do with their currency over there. Let
it float, or peg it, or move it up or down; whatever they want to, rather
than raise the interest rates on the people of this country who want
to buy a little home or go and buy an automobile, or finance their
childrens education or any business of that sort.

If you will try to pursue that kind of philosophy, trying to do what
is good for the rank-and-file people of this country rather than for the
European bankers, that is the way you should proceed.

There are several ways this could be solved. But I would hate to
take it out of the hides of the working people of this country. I take it
you agree with that point of view ?

Secretary ConnaLLy. I certainly do.

Senator Loxne. I gave you an article, which I hope you read, about
the balance of trade.* ,

It seems to me if you look at all facets for the last years we have not
had a favorable balance of trade for some time.

We have been losing money rather than making money, whercas
the people who are in charge of statistics of this country would like
to publish trade figures that tell only part of the story.

If you tell the whole story then it is clear that balance of trade is not
favorable.

For example, they include in their overall balance of trade all that
wheat we gave away to India under Public Law 480 programs. Here 1
notice something put out by Life Magazine showing this wheat being
distributed in India, and it says the food is not given to the villagers but
it is payment for their labor on public works projects such as roads,
irrigation canals, and community wells, '

*See pp. 28-40 of this hearing.
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But in any event, however, those people have to pay for it over there
in India or what they do with it, so far as I can determine, theére is
no expectation that that hard money is ever going to come back here in
the United States. If they pay it back it will be paid back to India; is
that right or is that wrong?

_Secretary ConNarLy. Senator, let Assistant Secretary John Petty
give you an answer to that. ITe can do it better than I can.

Mr. Perry. The current export of wheat and other commoditices
under the Public Law 480 program——

Senator Lona. Yes.

Mr. Perry (continuing). Isnow largely payable in dollars over 20 or
40 years.

But your description of the fact of how the program worked pre-
viously is substantially correct.

Senator Lona. Well, now, the money sits over there in India. As 1
recall, when I first came across this situation, when Mr. Dillon was
Secretary, he just wanted it written off the books and to drop what we
- had over there in India. As a matter of fact, do we anticipate any of
this will ever be paid back to the U.S. Treasury ?

Mvr. Perry. This is a very difficult question, the rupee receipts, prob-
ably not, maybe so. At the present time T say it just exactly that way
because Secretary Rogers and the Government a few months ago com-
pleted a special study of this program. A recommendation should be
forthcoming in the next few months focusing on the question of what
to do with the Indian rupees presently on deposit in the name of the
U.S. Government in New Delhi. The rupees in total amount to ap-
proximately 10 percent of India’s money supply. This is obviously a
very difficult question.

The Public Law 480 program has achieved the purpose of helping
India avoid starvation. Perhaps it should have been handled on a
grant basis. However, since so much of it has been handled on a local
currency loan basis, we have this difficult problem now of the accumu-
lation of rupees.

Senator Loxa. T used to sit on the Foreign Relations Committee and
I tried to put some of this giveaway program on a loan basis rather
than on a grant basis, and the only thing that T saw any hope of doing
with these loans in the foreign aid field was that we might be able to
loan it a second time and get double mileage rather than have to give
twice as much away. It never occurred to me that this Public Law 480
money or this foreign aid money would ever come back to the U.S.
Treasury.

Do you expect to see that come back here?

Mr. Perry. Yes, sir. We get substantial receipts right now. We re-
ceived about $1.5 billion a year from past foreign assistance programs.

Second, under

Senator Lona. Where is that coming from?

Senator Fursrieirr. Not Piiblic Law 480.

Mr. Prrry. That is coming from various countries around the world,
including some dollar repayment of Public Law 480. -

I do not have the breakdown of what portion of that $1.5 billion is
Public Law 480. If you will recall the Food for Peace Act in 1966,
Congress instructed the administration to change the terms from 40-
year local currency sales towards 20-year dollar repayment. With. the
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notable exception of India and, T think, some other countries (which
have now shifted to dollar repayment over 40 years) that has substan-
tially been accomplished. The terms have hardencd. We are getting
receipts.

Se}lator Loxa. If we are going to get something back out of this, it
is my impression that insofar as we will get something back out of this
deal it will just be a pump priming operation of maybe $1.5 billion in
order to pump $15 billion out there in order to get the pump going
again. In other words, with their debt service burden, we will have to
pump twice as much in so they can pay us back on past loans. If we do
get anything back I do not anticipate that it will be any more than
that which was given away on new deals in the following vear, and T
do not think anybody else does, but we can sce.

T would appreciate it if you would give me a breakdown of where-
in you expect to get something back out of this, and if we are going to
get something back, I think we ought to put it on a realistic basis and
not put it down here that we can only get back this $400 million that
we gave away to India when realistically, we do not except to get back
more than $1 million out of that $400 million, if anything. That is
point No. 1.

(Material supplied by the Department follows:)

DATA ON REPAYMENTS
I, GOVERNMENT CREDIT REPAYMENTS
[Calendar years, millions of dollars]

1969 1970
Foreign Assistance Act
01 TS o o e e 117.8 158.8
Foreign currencies 105.2 100.3
Public Law 480:
DOHANS . . o o e e e 84.4 126.7
Foreign currencies 52.2 64.
Expott-lmpo:’!: Dollars 698.4 1,103.6
Property credit:
pDoI)I'ars“.__.,, e 57.0 83.6
Foreign currencies 1.7 .6
British loan: Dollars. 63.3 64.6
Other: Dollars 14.8 16.0
T0t8he e e e 1,194.8 1,719.1

11, PUBLIC LAW 480 SALES PROGRAM RECEIPTS AVAILABLE IN DOLLARS
[tn millions of dollars]

Fiscal year—
1971
1969 1970 1st hale
A. Dol!artrallsaclio;ls: L
1, Interest and principal on dollar loans. ... ......._.._.. . 51 7 61
2. Interest apd principal on focal currency loans repayable in dollars. 19 13 6
© 3. Down paytents. ..l iiiiiieieeaoa- 7 10 7
A Totaloe oo e oo 7 100 74
B. Local currenc! ‘transactions: R )

' 1. Intere)s'tand Brincipal ot local currency loans. . . T 67 74 29
2. Deposits for U.S. use from local currency sales . 150 169 76
3oTotal e e o 203 105

- 4. Sales of local currency for dollars. e iann 187 229 102

C. Dollar re?ums(A-A plus B-4) s o264 329 176

Note: Factors not taken explicitly into account in this table but which are reflected in ihe level of balances are exchange
rate adjustments and transfers between U.S. use funds and funds allocated for country use,
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1Hl. DOLLAR RETURNS FROM INDIA PUBLIC LAW 480 PROGRAM

Fiscal years (miltions of dollars)—

1969 1970 1971 1st haif
A, Doltar transactions: Interest on dollar loans 1. _...._... 0.5 2.6 24,0
B. Local currency transactions:

1. Interest and principal on local currency loans. .. 52.2 60.6 31.2

2. Deposits of currency for U.S, use from local
currency sales..__ ... ... ... ..o..... 7.0 9.7 2.3
3. Total el 59,2 70.3 33.5
4. Sales of local currency for dollars3____________. 47.3 48.1 26.2
C. Dollar return (A14+B4)..._ . ... 47.8 50.7 30.2

MEMORANDUM ITEMS

A. 1. Local currency sales. ... . .......ooooooiiiio.. 95.5 76.6 30.0
2. Dollar credit sales. ... ... ool 71.6 114.9 127.5
3. Tota) i 167.1 191.5 4157.5
December 31,
June 30,1968 June 30,1969 June 30, 1970 1970

B. P.L. 480 local currency balances®.._.._....._...... 331.3 245.6 251.1 255.5

1 The 1st dollar credit was signed in 1967. This and subsequent dollar credits all have 10-year grace periods with respec t
eyl il

3 Mainly to U.S. agencies for use in India. Also includes conversions into foreign currencies for market development,
cultural exchange, etc.

4 Signed May 7, 1971,

& Factors not taken explicitly into account in this tabte but which are roflected in the level of balances are exchange
ate adjustments and transfers between U.S. use funds and funds allocated for country use,

The CramrMAN. Point No. 2, this is abcut the only advanced country
on earth that wants to try to keep its trade figures on an f.0.b. basis.

The International Monetary Fund, quite correctly, keeps its inter-
national trade balances on a c.i.f. basis, and when somebody sells, let
us say, an automobile that is worth $1,700 in a foreign nation, and on
which there is going to be about $400 of freight, in their ship, with
their labor, to bring it over here, and they sell it at dockside for $2,100,
our people show on the books as though we are paying $1,700
when we are paying $2,100—$1,700 for the automobile, $400 more for
the freight and insurance, for a total of $2,100.

Ninety-four percent of our cargo moves in foreign bottoms, and if
you put the ocean freight into it, and most everybody else, including
the International Monetary Fund, keeps figures on that basis, then
for the last 5 years we have not had a profit, we have had a loss.

I gave you the statement of my position on it, Mr. Secretary. I
hope you will find time to read it. Do you still believe that on any
realistic basis we have had a favorable balance of trade for the last
5 years?

ySecretary ConnarLy. Well, on the basis on which our statistics are
kept we have, Senator Long. But on the basis you are talking about, on
a c.i.f. basis, we have not.

I think it is a question of how these statistics are kept. We have
always kept ours this way. The IMF reports statistics on the basis
upon which countries submit them, which is largely c.i.f. )

Many countries, 112 countries around the world, I believe, do it other-
wise simply because they do not have the specific information avail-
able to do anything else—which is right or which is wrong, I am not

prepared to say today.
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In any event we do not keep all the figures, as you well know.

Senator Lone. The only conceivable excuse that I can think of for
trying to say whether you had a favorable or unfavorable balance of
gra(.le on an f.0.b. basis would be if you collect your tariffs on the f.0.b.

asis.

On that basis, since you collect your tariff on the basis of what the
product is worth in the foreign country, not what it is worth here,
you can say it is easier to get your figures together that way.

Secretary ConnarrLy. That is correct.

Senator Lone. But how can you say we are only paying $1,700 for
that automobile when we are paying $2,100, $1,700 for the automobile
and $400 for insurance and freight ?

How can anyone realistically say all we paid for that automobile
was $1,700.

Secretary ConnaLLy. Senator, I am not going to argue with you
that insurance and freight are not a factor in cost, particularly when
I believe about 94 percent of the freight that we pay is the result of
goods hauled in foreign bottoms.

T think we haul about 6 percent, and 94 percent of all our goods in
ocean traffic are paid out somewhere else.

Senator Lona. Well, Mr. Secretary, I have told you this privately,
but I think I ought to say for the record the only reason that I can
think of for not giving this committee and this Congress and the
American people forthrightly the honest trade figures of this coun-
try, which would reflect that we have been in a loss position for the
last 5 years, is to try to continue policies that this Nation can no
longer afford; to try to pretend—since we have a favorable balance
of the trade—we must do more of the same. But we are not making
money, we are losing money, which means we have got to change our
way of doing business even in the trade part of it, and I would just
like to see if we cannot reach some agreements on that point.

Secretary ConNaLLY. Senator, there is no attempt, I think, on the
part of the Government to withhold information from this commit-
tee or the Congress.

As T recall, last year the figures were all reported both ways and,
as I say, if I am correct, there is a quarterly report from the De-
partment of Commerce that includes the figures on the precise basis
on which you are talking.

Senator Lona. What I want to stop, if I have any influence, and
I think others feel the same way about it, is this: People represent-
ing foreign countries walk into my office and show me that quarterly
good news announcement published in the New York Times—which
1s the only newspaper read overseas, anyhow—and they proceed to
say:

“Why must you people be so provincial as to try to restrict im-
ports or to try to push more of your exports into our country when
vou have a ‘favorable’ balance of trade.” That requires me to sit down
with these people and show them that if you take everything into
consideration we are not making money, we are going broke in the
trade field just as fast as we can. ,

You told me, and I think you would be willing to concede for the
record those people are sophisticated. Those f.o.b. figures represent
not a fair representation of the picture.

EEDENITVRI S (VAN K



56

It seems to me we ought to tell the world that and tell those peo-
ple, when we sit down and negotiate with them what our real trade
position is so that we are not confronted with the good news announce-
ments saying that we made $4 billion when we lost $4 billion. If we
can get the figures on the right basis then I think we can start talk-
ing about how do we correct this bad situation.

_ But as long as we say we are making a fortune when we are los-
ing money, I think we will remain in bad shape.

It reminds me of the man losing ten cents on every sale. Some-
one says to him “How do you manage staying in business doing that ?”

ITe said, *“Because I have such a volume of business.” (Laughter.)

T am through.

Secretary Conwnarry. Well, Senator, obviously we, no responsible
person in the (Government is going to take a position other than that
the figures ought to be secured, ought to be considered and ought to be
published on a fair basis, on a basis that reflects the events as they ac-
iua]}ly occur and that reflect the precise situation with respect to our

rade.

There is no point in kidding ourselves or anybody else. I could not
agree with you more.

Senator Loxa. I want to work with you, Mr. Secretary, to come up
with a program that would advance this Nation’s interest, and then put
it into effect.

But I do not think we are going to get there by deceiving ourselves
about what the real facts are. T think we have to get the facts straight.
If we cannot agree on what our facts are, T do not think we will ever
agree on-what the answer is.

T hope we can agree on something as simple as this that we will
publish honest statistics, accurately reflecting whether we are making
or losing money in the trade field. If we can do that, then we can sce
what needs to be done on a policy basis.

Thank you.

Secretary Convarry. Thank you.

Senator Ripicorr. Mr. Secretary, T gather from your testimony and
colloquy with Senator Fulbright that you are very unhappy over the
fact that the United States assumed such a large burden for the defense
of Japan and Western Europe, and you do not like the idea of with-
drawing 150,000 troops by December 81 of this year, but that the
European countries certainly ought to assume more of the balance-
of-payments costs. ' )

Now, would you be interested in this sort of a proposal : To give the
President until December 31, 1972, the power to negotiate with the
NATO countries for their assumption of our balance-of-payments
costs to maintain 150,000 or half of our troops in Europe?

If they assume that differential we keep them there.

But if by December 31, 1972, which is a year and a half from now,
our NATO allies cannot come to such an agreement with the Presi-
dent of the United States, then beginning January 1, 1973, we start
gradually returning 150,000. , o .

Secretary Connarry. No, sir; 1 would not agree that we ought;xto
approach it from that standpoint. I really do'not think, Mr. Chairman,
under these circumstances, that we ought to confuse the issue.
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I think in one sense the men that we have in Europe, the 800,000
men, are these not just for the defense of western part of Europe but
they are there for our own defense, as well. S

It is significant that in spite of the tremendous costs that we have in
maintaining those troops over there, the European nations, them-
selves, as a part of their NATO agreement, do have approximately 2
million men under arms. Itcosts them about $16 billion a year. :

So I think it is self-defeating in a sense, Senator, to mix the two.

We obviously have some very great problems that are coming into
sharp focus now simply because of the monetary drain on this Nation.
Heretofore we have done a lot of things in the conduct of our. foreign
affairs and domestic affairs, perhaps simply because we could afford
to do it, and we raised no substantial question. -

The Conigress raised no substantial question.

We have given away tens of billions of dollars to try to rehabilitate,
to try to educate, to try to save the lives around the world by one
means or another, both from famine and disease and that was, I think,
nothing but a great compliment to the people of this country, and 1
do not think we ought to now be in the least ashamed-—I have seen a
number of stories written about the fact that our pride has suffered
enormously because of the floating mark today. :

Well, T do not think the mark is—and I may have left the wrong
impression a moment ago—I do not think the mark is so undervalued
when it only goes up 3 percent.

I still think the dollar is a very strong currency. I think it is going
to remain strong; and I think the mere fact there has to be some peri-
odic adjustment in the relationship between it and other currencies
around the world, does not in any sense give cause for shame to Ameri-
cans for what we have done.

I think we have every right to be proud of what we have done. I
think we have every reason to ask that otlier nations help us more than
they have in the past.

I really do not think that the Congress ought to say to the President
of the United States; whoever is in the Congress, whoever is in the
Presidency, “We are going to give you so much time to withdraw
troops around the world.”

T just do not think it is the wise thing to do. I do not think it is a good
thing to do. '

We have problems of mutual security involved that are very funda-
mental and basic, and T think we ought to use every pressure that we
have to try to get fair treatment on a trade basis.

But I just do not think we ought to do it on the basis of threatening
to remove troops from Europe in order to move it about.

Senator Risicorr. This 1s only one phase of the problem, one of
the running arguments, we are having now between the Congress and
the Executive with respect to the sharing of power in making foreign
policy. Let us take another facet of the same thing. The purpose of our
NATO-related expenditures is to put a defensive umbrella around
Western Europe, and we spend all this money to defend Western
Furope.

Now, in 1969 the free world that we are protecting with this money
had a trade volume with Eastern Europe of $16.6 billion. During the
same period, largely because of our self-imposed restrictions, our trade
amounted to $440 million—against $16.6 billion.
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You mentioned the fact that where we are strong in trade was in
high'technology items. The one thing that Eastern Europe wants are
these American high technology products. Does it make sense for us
to spend so much to defend Western Europe against the East, when
they do so much business with Eastern Europe and we restrict our own
trade with the East? . )

Shouldn’t we be doing more business with Eastern Europe?

Secretary ConnarLy. Well, Senator, I think that will be the normal
result of the policy of this Administration. It has moved to expand
the trade. It has done so with China, as you know, in recent times, and
I think in the future you will see a greatly expanded trade with East-
ern European countries. ]

T am not particularly knowledgeable in the field, very frankly. I am
not really prepared to discuss that with you, and T probably should
not even mention it at all.

Scnator Risrcorr. But, as a matter of policy, you would have no
objection for the United States to develop its East-West trade?

Secretary Connarry. No, of course not.

Senator Riesrcorr. Senator Talmadge, have you any more questions ?

Senator Taraaper. Mr. Secretary, looking down the road, what
industries in the United States do you think will be competitive in the
foreign markets during the 1970’s and 1980’ ?

Secretary Connarny. Well, Senator, I would hope all of them
would be, but T am not sure. I think one of the reasons why T am in-
terested in being here today is, and the reason I was complimentary,
but not as a matter of form, to the Chairman and to the members of
this committee to hold this hearing, is to try to awaken the American
people to the fact that we have a problem.

When T think about the industries, the only one I think T can be
sure of is agriculture, and it affects only about 5 percent of the people
who are directly engaged in it. It obviously affects about 43 percent of
tl(lie jobs in the country, but it is the most cfficient in the world by long
odds.

There are other arcas, the high technology field where we obviously
have supremacy. But in many of the basic industries we have lost much
of that lead. very frankly.

Senator Tararance. T take it you do not buy this argument of some
that if you cannot compete with the wage level of Hong Kong, maybe
15 cents an hour, that industry ought to be liquidated, do you ?

Secretary ConnNaLLy. Senator, that is an economic theory of com-

arative advantage. In the first place, the reason I do not understand
1t is that T am not an economist. But if T were an economist T would
not want to understand it, because T do not believe it is going to work.

Senator Tarmapet. You know of no nation that practices that?

Secretary CoN~aArLy. I know of no nation that practices it, and
when we start talking about pure economic theory and disregard the
political actions of nations, we are kidding ourselves, and that is one
reason why we cannot solve all our problems in foreign aid and our
international monetary problems by military policies because, at some
point, pure monetary decisions become very great political decisions.

Monetary decisions are not made in a political vacuum.

Senator Tarmapgr. That is entirely correct, and I agree with you.
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One of the things that concerns me greatly is our trade with Japan,
for instance. We are selling almost exclusively to Japan raw mate-
rials that are not labor-intensive, but we are buying electronics and
textiles and things of that kind that produce jobs for the Japanese.

We do not produce a great many jobs when we send lumber to
Japan. :

\%)Ve do not produce a great many jobs when we send coal to Japan,
and we buy radios or televisions from Japan. We are not creating }obs.

T think that is one of the reasons for our high unemployment level
at the present time.

I do not know how airplanes got into this thing, but they help. Don’t
we control 85 percent of the world’s export market in commercial
planes?

Secretary ConnaLLy. Yes, sir; we do.

Senator Tarmance. What are our earnings on the export of planes
at the present time, do you recall offhand ¢

Secretary Connarvy. I think that U.S. aerospace exports, of which
commercial planes are a substantial part, are between three and a half
and five billion dollars.

Senator Tarmapge. My recollection is that our favorable balance
of payments on commercial planes in the past five years were some-
thing on the order of $10.7 billion is that correct ?

Secretary ConnaLLy. I would not argue with that at all.

Senator Tarsapce. If we lose that export market we will not only
displace these American workers but we will be importing those
planes, won’t we, to serve the needs of this country ?

Secretary ConnNarLLy. Yes, sir,

%enator TaLmaper. If we stay in the transportation business, we
will.

Secretary ConNaLLy. Yes, sir.

Senator TarLmapce. Mankind has been seeking a faster means of
transportation since he tamed the horse, hasn’t he?

Secretary ConnNarLy. Yes, sir.

1Sen?ator Taraapce. There was opposition to the railroad, wasn’t
there?

Secretary ConnarLLy. Yes, sir.

Senator Taraapae. Opposition to the steamship, wasn’t there?

Secretary CoNNALLY. Yes, sir.

Senator Taraapce. Opposition to the airplane, wasn’t there ?

Secretary ConnaLvy. Considerable.

Senator T'aramapee. Opposition to the jet airplane, wasn’t there?

Secretary CoNNaLLY. Yes, sir.

Senator Tarmapce. But we have never turned our back on tech-
nology before, have we?

Secretary ConnNaLLY. No, sir. We probably should have at times,
but we never have, and we won’t again. [Laughter.]

Senator Tarmapce. Now, Mr. Secretary, your department has the
primary responsibility for defending the dollar and yet when it comes
to dealing with aid and trade and investment abroad, the prime re-
ponsibility is in other departments. Do you feel comfortable having
the responsibility for an overall problem but lacking the power to
make the individual policies necessary to resolve the problem?
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Secretary Coxnarry. Well, Senator, you have to say no one depart-
ment, no one person in the Government outside of the President, him-
self, in the Exeentive Branch ef Government, brings into focus all of
the factors.

As you well know, sure, it is difficult to get all the departments to
think alike and act alike, and it is sometimes difficult to coordinate
difference, different views, within the Administration, and ultimately
a lot of these things have to go to the White IHouse and to the Presi-
dent, himself.

Now, as a theoretical matter, certainly if we had the authority. as
you suggest, to solve a great many of these problems that we have re-
sponsibility for it would be easier, but we probably would create other
problems.

So I do not want to be put into the posture of trying to say that
a great many of our problems result from the fact that we do not
have sole responsibility, because we have to follow, and gladly follow,
the President’'s views and policies on these matters anyway, and
whether we had all of the authority or just some of it, we are going
to follow his advice and his policies.

TWe have access to him. .

We will have some arguments, I am sure, with other departments.
I anticipate that we will. We always have, and T do not think that is
going to change.

Senator Taryapce. Our balance of trade with Canada has deterio-
rated by $1 billion since 1965, the year in which we approved the
Canadian auto agreement. I am very happy I did not approve that
Canadian auto agreement.

In 1965 we had a trade surplus with Canada of $642 million. By
1970 we had a deficit of $1,645 million. After the so-called free trade
auto agreement, we still find the Canadian duty on new autos made
in this country 17.5 percent, and they have an embargo on used Ameri-
can car imports while all Canadian-made cars come into this country
duty free. When are we going to get some reciprocity with Canada on
this agreement?

Secretary Connarvy. I would hope, yesterday.

Senator Tarmapce. I concur.

Secretary Connarpy. This is a classic example of the fact—of what
we have been talking about this morning—that we have been too
easy.

At the time this agreement was entered into, it was agreed, because
of the circumstances that then existed, that they would have a transi-
tion period in which to extend the coverage of the Agreement to all
exports of U.S.-produced autos. While major U.S. auto manufacturers
do import their products into Canada duty free, the Canadians have
not, seen fit to end the transition period and extend this right to all
individuals and firms.

Senator Risrcorr. If the Senator will yield, this was one of the
great problems we had in this committee that causes so much of our
problems,

Here was an executive agreement entered into by the President and
the State Department. It came to Congress to handle as a fait accom-
pli, and if I recall, we in the finance committee were almost unani-
mously against that and fought it on the floor. I think this is one of
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the things we should try to obviate in the future and one of the reasons
for this hearing. We should realize there is a congressional duty in
these trade agrzements and trade matters, and the time has come for
us to reject from the executive branch these executive agreements,
these fait accomplis, and ask the Congress to take it or leave it.

The same with GATT. The GATT agreements have never been ap-
proved by the Congress, either. It was given a fait accompli, and the
Canadian auto agreement was a matter in the same category, and
we would hope, Mr. Secretary, that you would take a continued
strong role in trade matters and realize that unless there is a mesh-
ing between the Congress and the Executive we are in for a series
of executive-legislative clashes in the entire trade and monetary fields.

Senator Taramapae. I can give you another example, if the Chair-
man will yield at that point.

Immediately subsequent to that, when we were negotiating the so-
called Kennedy round in Geneva, and they were about to make agree-
ments over and beyond the Trade Act that Congress had authorized,
vou and I cosponsored a resolution, Senate Resolution 100, directing
our negotiators not to go beyond the terms of that Trade Act, and it
passed the finance committee without a single dissenting vote, and
passed the Senate, I think, with one speech made against it.

Our negotiators promptly go over there and give away the American
selling price right in the teeth of that resolution.

T have no further questions, Mr. Secretary.

Thank vou very much, Mr. Chairman.

Senator Rimicorr. Senator Hansen.

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

If I may, I would like to ask a further question or two that go back
to our troop commitments in the NATO situation and the advisability
of our withdrawing from over there.

I share the concern of a lot of people that we are continuing to
shoulder, I think, a greater share of the economic burden, and, I feel,
more than we should be asked to undertake. But I hope that we won't
get confused at this juncture in thinking that it makes sense to solve
an economic problem by taking what T believe would be a very dis-
astrous step if we were to pass the Mansfield resolution.

Coming from the part of the United States that you represent, and
having known a number of horse traders, T would ask you does it make
sensc in dealing with the Soviets to hand them part of our trading
stock, as I think we would be doing, if we were to say unilaterally we
will cut back our troop commitments to the NATO nations by 150,000

Secretary Conwarry. No, absolutely not, Senator Hansen. It does
not make sense to me at all.

As a matter of fact, Mr. Brezhnev recently indicated they would be
willing to talk about troop reductions.

We %mve SALT talks going on with respect to disarmament, and
the only way you are ever going to get any kind of a troop reduction
or disarmament agreement, in my judgment, is to remain militarily
strong. ‘

Senator Haxsen. Do you believe

Secretary CoNNALLY. You cannot lead from weakness in negotia-
tions with the Communist world, or basically with anybody else.
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Senator HanseN (continuing). You believe that it is important to
deal and to negotiate from a position of strength, then, do you?

Secretary ConnaLLy. No question about it.

Senator Hansen. Well, I happen to share your feeling.

Secretary CoNnaLLy. It is a very basic human reaction. It is true
as tbetween individuals as much as it is between groups, as it is among
nations.

Senator Hansen. It seems to me it is important to keep in mind that
while we are engaged in the conflict in Southeast Asia, and we all
deplore the suffering and the loss of a single life over there, we have
had over 50,000 lives lost, I still think that we have got to keep in
mind that we do have a cease-fire now in the Middle East.

It was stopped, I suggest, largely because of the presence of Ameri-
can military might in that part of the world, that we were able to
bring about a cease-fire, and I think it would be a tragic error if we
were to assume that it made sense now to bring about the fragmenta-
tion, as I think would result, if we were to withdraw 150,000 troops.

I think that the NATO countries would not, have reason to believe
that we keep our commitments. I think they would have reason to try
individually to negotiate understandings with the Soviets, and it just
seems to me that we could very well undo all the good that has been
done from the end of World War II when we embarked on this UN
philosophy that we were going to work together, and I would ask you
1f you share that same feeling.

Secretary ConnaLLy. I agree 100 percent with that, Senator Hansen.

Senator Hansen. You know, Mr. Secretary, you spoke about the
areas in which we excelled, and I think you said they were generally
in areas of our technological excellence.

T have before me two articles from the Time Magazine dated May
10, which I would like to ask unanimous consent might be included in
the record at this point.

Senator Risrcorr. Without objection.

(The article referred to follows. Hearing continues on page 73.)

{From the Time Magazine, May 10, 1971]
JAPAN, INC.: WINNING THE MOST IMPORTANT BATTLE

In 1953, a young businessman named Akio Morita made his first trip outside
Japan to investigate export prospects for his struggling little electronics com-
pany. He was dismayed to find that in the sophisticated markets of the U.S.
and Hurope, the words Made in Japan were a mocking phrase for shoddiness.
But in The Netherlands, he recalls, “I saw an agricultural country with many
windmills and many bicyeles, and yet it was producing goods of excellent gual-
ity izznd had worldwide sales power. I thought that maybe we Japanese could
do too.”

"Indeed, they could. A month ago, Morita took off on his 94th or 95th trans-
pacific trip (he has lost exact count). This time he came as the self-assured ex-
port chief and primary owner of Sony Corp., the firm that as much as any other
has made Japanese goods synonymous with high quality as well as low price.
In Chicago, he told security analysts that Sony last year rang up sales of $414
million, more than half from exports to 147 countries of radios, tape recorders,
TV sets and other products. In London, he went over sales projections for the
color TV sets that Sony began marketing in Britaln last month; the company
expects to sell 50,000 the first year at $480 each, v. $600 for the lowest-priced
British-made sets. On the Continent, Morita checked on construction plans for
a multimillion-dollar Sony distribution and service center to be located, fittingly,
in The Netherlands.

The trip was not all triumphal procession, however. In the U.S., Morita ran
into a storm of i1l will, stirred up by a Government finding that “Japanese
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manufacturers” have been dumping 1V sets—selling them in the U.S. at prices
below those charged in Japan. For the time being, Morita says, Sony must post
a 9% deposit with Washington on every TV sget that it imports. Morita con-
cedes that some Japanese TV makers practice dumping, but he Insists that his
company is not among them and contends that U.S. Treasury officials admitted
as much to him., “Although we are innocent,” he says, ‘“we are being forced to
act as if we were guilty.”

THE POWER AND THE DANGER

Morita’s trip thus symbolized both the power and the peril of Japan’s rising
position in the modern industrial world. Starting from a postwar pile of rub-
ble in a nation almost devoid of raw materials, Japan’s businessmen have built
an economic superpower. Today it is flooding markets from Manila to Milwaukee
with shoes, ships and steel, cameras, cable, cloth and cars, transformers, TV
sets, tape recorders and, of course, the ubiquitous transistor radios. To many
admiring but fretful Westerners, Japan has become a corporate state, and is
even referred to as “Japan, Inc.”

The Japanese economy is the third most productive in the world, exceeded
only by those of the U.S. and the Soviet Union. The gross national product has
multiplied from $26 billion in 1956 to more than $200 billion today. Japan pro-
duces one-sixth of the world’s steel and half of its ships. The Japanese treasury,
almost bare 18 years ago, now bulges with more than $5 billion worth of re-
serves. The country’s exports have almost doubled in four years to more than
$19 billion last year, and have risen 20% or more in each of the past three years.

THE HUMAN SEA

Every day, thousands of neatly dressed, briefcase-toting Japanese businessmen,
technicians, engineers and salesmen swarm over the globe—inspecting, surveying,
planning, advising, bargaining, buying and selling, One group is now in Hanoi,
working on an agreement to help the North Vietnamese set up a shipping firm,
textile plant and garment factory. In Zambia, geologists are surveying copper
fields. On Vancouver Island, lumber men are demonstrating a new technique for
cutting timber that used to be considered waste. Other groups are supervising
productionr of Honda motorbikes in Brussels, studying sites for a hotel in Alaska
and building a steel mill in South Africa, where the Japanese are considered
honorary whites. In any market that arouses their interest, the Japanese use
jinkai senfitsu (human-sea tactles), inundating the area with trade delegations
and survey groups. Local businessmen sometimes feel that they are being over-
whelmed by sheer force of numbers.

Fearful and resentful, European nations have built a daunting array of barriers
against Japanese goods: Italy alone has 46 import quotas directed specifically
against them, Asian leaders also complain. Antonio Villegas, mayor of Manila,
recently inveighed against the “insidious Nipponization of the Philippines”—
then excused himself to greet a visiting delegation of Japanese advertising men.
Says K. 8. Yossundara, an official of the Bank of Thailand: “The average Thai
wakes up to the call of a Japanese alarm clock and probably brushes his teeth with
Japanese dental cream. His car or motorcycle is Japanese, and so are his shirt
and trousers, Even the movie he watches on a Japanese TV set may well be
Japanese.”

. I'he deluge of Japanese imports is arousing an angry protectionist reaction in
the U.8.—Tokyo’s wartime conqueror turned No. 1 trading partner (see Symposi-
um, page 90). Fully 30% of Japan’s exports go to the U.S. As recently as 1964, Ja-
pan bought more than it sold in U.8. trade. Since then, the popularity of Sony
TV’s, Nikon cameras, Panasonic radios. Toyota and Datsun cars, and Honda and
Yamaha motorbikes has turned the picture upside down. Materials-short J apan is
. 4 big and growing consumer of American coal, lumber and even soybeans, but in
each of the past three years its sales to the U.S. have exceeded its purchases by
. more than §1 billion, The American shoe, textile, electronies and other industries
have not only lost sales and profits to the Japanese but jobs as well. A member of
the Nixon Cabinet voices the alarmist view held in some high Government circles :
“The Japanese are still fighting the war, only now instead of a shooting war it is
4n economie war. Their immediate intention is to try to dominate the Pacific and
then perhaps the world.”

‘T'he business backlash stings Japan in many ways. The U.S. is negotiating
tighter quotas on Japanese steel and has just agreed on a quota for stainless-steel
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Hatware. Many businessmen want the Government to go much further. Last year
protectionists raced through the House a bill authorizing quotas on any foreign
product that won as much as 15% of a U.S. market. The chief target: Japan. The
bill died in a Serate adjournment rush, but the import debate has resurfaced this
year in a way that could poison U.S.-Japanese political relations.

CLOSED-DOOR POLICY

The most incendiary battle centers on imports of Japanese textiles. Last year
they accounted for only 139 of total U.S, textile sales, but they have been heavily
concentrated in certain segments of the market. Japanese sweaters and woolen
fabrics increasingly infiltrate the U.S, market, and imports of man-made fibers
from the Far East soared 756% in the first two months of this year; probably a
third came from Japan. ]

President Nixon in 1968 promised protection to the politically powerful South-
ern textile industry. Two months ago, the Japan Textile Federation offered to
limit shipments to the U.S. for three years starting July 1; they would rise only
5% the first year and 6% in each of the next two years. Those limits were not
stiff enough to satisfy U.S. trade hawks, and Nixon turned the offer down. The
President then further tangled the textile situation by mixing it up with inter-
national politics. He decided to submit to the Senate a treaty returning Okinawa
to Japan, rather than handing it back by administrative action as he had led
Tokyo to expect. If the Southern textile bloe can sew up 84 Senate votes, it ecan
defeat the treaty. Okinawa is such an emotional issue in Japan that a defeat
could topple Prime Minister Sato’s government.

As the political snag over textiles shows, the dangers of a U.S.-Japanese trade
split go far beyond economics. Japan has been the greatest force for postwar
stability and progress in Asia, largely because its industrialists have channeled
the vigor of the Japanese people into peaceful pursuit of markets, If that Japa-
nese trait is denied commercial expression, it could explode in frustration. Avert-
ing a U.S.-Japanese blowup will require a much deeper understanding of the
nature of the friction than either side has shown so far. Many Japanese leaders
play down the American resentment as being largely a consequence of the 1970
U.S. recession, and they figure that it will fade as business continues to revive.
Even Sony’s Morita, who knows the American mind well enough to have out-
guessed some U.S. marketing men as to what products would sell well, takes that
line, “I have heen a salesman for 20 years,” he says, “and I know that whatever
a salesman’s customers do not want to buy, he starts blaming someone else.”

In fact, the U.S. reaction reflects more than pain in the pocketbook. American
executives are enraged by what they regard as Japan’'s refusal to observe the
rules of the game of world trade. Many American businessmen contend, with
some justification, that the Jaapnese dump not only TV sets but also steel, tex-
tiles, float glass and radio tuners. U.S. industrialists also complain bitterly (and
enviously) about the special help their Japanese rivals get from the Tokyo gov-
ernment: official blessings for cartels formed to win big foreign orders, lavish
and extensive government-financed studies of which overseas markets might be
easiest to crack, low-interest loans to exporters from the government-dominated
banking system, and the lowest corporate taxes in the industrial world.

Most of all, American are incensed by the way that Japan, while invading
foreign markets, has closed its domestic economy to many foreign goods and
most foreign capital investment. Supposedly, that situation is changing. In 1969,
Tokyo maintained quotas or other barriers against 120 categories of imports.
Last January, the number was cut to 80, and this months it is supposed to go to
60 ; the Japanese have pledged to reduce it to 40 by September. They also promise
to ‘open nearly all their “pureblood” industries to either 509 or 1009, foreign
ownership by Aug. 1.

CLOGS, NOT CARS

Even after the next stage of liberalization, foreigners will not be able to send
in many products—including unlimited quantities of oranges and some airplanes
and machinery—or to invest in the manufacturing of large computers, certain
electronic items and petrochemicals. The Japanese government rejects manv
investment applications, stalls on others, attaches unacceptable conditions to still
others. Ford and Chrysler have been delayed for vears in ‘attempts to buy into
the hbooming Japanese auto industry. and General Motors has won permission
for only a limited investment; 85% ownership of a joint venture with Isuzu
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Mutors, a truck maker, Says James Adachi, president of the American Chamber
of Commerce in Japan: ‘“We can set up a factory to make geta (Japanese wooden
clogs], or open a supermarket, so long as it is smaller than 500 square meters.”

INSCRUTABLE ECONOMICS

The real cause of the present strain is that the U.S. is confronting something
totally new in the world: a mighty industrial economy that has been shaped by
Oriental history and psychology. If Japan does not follow the gentlemanly
trade rules, it is not because of simple greed but because it does not adhere to
Western principles on much of anything., To outsiders the Japanese economy
seems inscrutable in ways alternately amusing and shocking.

Industry is cartelized to a point that would make John D. Rockefeller en-
vious. Companies carry a burden of bank debts that would drive a U.S. ex-
ecutive to drink—or his company to the brink. Above all, every part of the
Japanese economy is directed toward a national goal, and almost everybody feels
a sense of participation in achieving it. Bureaucrats. bankers, business execu-
tives, workers—all labor hard to make Japan a world power through economics.

The economy is an expression of a society that values order, security, harmony
and industry. Japan has become the world exemplar of what in the West is called
the Protestant ethic. The reasons behind Japan’s work ethie lie not in its Buddhist
and Shinto religions but in its history and geography. The fountainous nation
has always been a tough place to scratch out a living. The peasant who did not
Iabor hard simply starved, partly because medieval lords took as much as 809,
of his rice crop in taxes, Necessity was transmuted into virtue; the busy man
is a good man. To this day, it is considered respectful to greet superiors by saying,
»0-isogashii desho [You must be in an honorably busy state of affairs].”

Single-minded dedication to a goal is easier to achieve in Japan than in
the West because Japan is the largest homogeneous society on earth; there are
only tiny racial or even linguistic minorities among its 104 inillion people.
Harmony and order are also essential because the Japanese have always been
jammed together on small patches of arable land. The physical proximity of
the Japanese breeds tension, which can be discharged by hard work, but there
is literally no room for aggressively individualistic behavior. There is a vi-
olent undercurrent that sometimes leads to street demonstrations or parliamen-
tary brawls, and the Japanese struggle to contain it. Akira Suzuki, a leading
scholar, regards the renowned ambiguity of his country’s language as a mani-
festation of the need that Japanese feel to try to get along with one another.
“If we spoke more clearly to each other,” he says, “we might end up clash-
ing in fistfights all day long.”

This characteristic finds an echo in business conduct. Western execcutives are
often perplexed and sometimes misled by the extreme reluctance of the cour-
teous Japanese to answer any suggestion with a flat no. Japanese are equally
shovked by Western bluniness. Yoshio Terazawa, executive vice president of
U.S. operations for Nomura Securities, a giant brokerage house, recalls the dis-
may of a colleague who watched an American lawyer spend hours haggling
over the fine print of a contract. In Japan, such matters would be settled by
gentlemen’s agreement.

Another element in Japan’s economic psychology is its long history of cul-
fural isolation. When the nation was finally opened to the West a century
ago, the Japanese felt a morbid fear that they were behind the rest of the
world and a compulsive drive to catch up. In that drive, the World War II de-
feat and the U.S8, occupation turned into a major plus. Occupation authorities
purged the old, politically oriented heads of Japanese businesses, replacing them
with well-trained technicians who had learned many lessons during the war.
(Today’s superb Japanese camera lenses, for examplo, are the end result of war-
time research into range finders.) ‘

ADVANTAGES OF BEING IN I'[OC'K

Forbidden by the American-imposed constitution to buy modern weaponry,
Japan has becn able to concentrate investment on automated industry. The de-
struction of its factories by wartime bombing left it free to rebuild with the
latest technology. To do that quickly, the new industrialists bought patents
and licenses from everywhere. Says Shigeo Nagano, chairman of Nippon Steel,
which today produces more tonnage than any other company in the world:
“So long as we had to start from nothing, we wanted the most modern plant,
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We selected the cream of the world’s technology. We learned from America,
Germany. Austria and the Soviet Union, and adapted their methods in our own
way.” In particular, the Japanese developed a strategy of looking for “tech-
nological gaps”—advances that were not being fully exploited in the West. The
oxygen steelmaking process, for example, was develuped in Austria, but Nagano
and his colleagues were quicker to appreciate its quality and cost-saving fea-
tures than their Western rivals were. More than 809 of Japan’s steel is now
made in oxygen furnaces, the highest proportion in the world.

TFaccd with a severe postwar capital famine, all industry had to borrow heav-
ily from government-regulated banks. Even today, Japanese companies gener-
ally get more than 809, of their financing from loans and less than 209% from
sale of stock—about the opposite of the ratio in the U.S. Nagano estimates that
Nippon Steel’s debt is equal to what four or five American steel companies would
owe. To a Western executive that might seem to leave the economy extremely
vulnerable to a Penn Central-type collapse. Japanese find that being in hock
has its advantages: corporate Pooh-Bahs do not have to worry about paying high
dividends or showing plump profits to keep stockholders happy.

To a large extent the Japanese worker has financed this system. His phenome-
nal savings rate, a product of the desire for security, has fed funds to the indus-
trial machine. Last year the Japanese saved 19.49% of their incomes; in the
U.8., a 7% savings rate is considered startlingly high. Observes Morita: “Sav-
ing is a hobby of the Japanese people.”

TIIE CHARM OF TIIE COMPANY UNION

In order to help industry produce inexpensively and expand quickly, workers
long had to accept low wages. In return, they received an implied guarantee
of lifetime jobs in the companies that they joined fresh out of school. That se-
curity has bred one of the world’s most contented work forces. Japanese workers
rarely strike, and absenteeism is almost unknown. Unions lately have become
more vocal. Wages climbed an average 189, last year—but, incredibly, pro-
ductivity rose 14%. Japan’s average wages, now 94¢ an hour, passed Italy’s
in 1969 and France’s last year.

One reason that productivity is soaring is that unions have not resisted new
technology. If a man’s skill becomes obsolete, his company retrains him for
something else, with no loss in pay. Employers thus gave great freedom to shift
workers from one job to another and can invest huge sums to train them without
worrying that they will jump to competing firms. As a result, workers tend to
identify with the company rather than with a particular skill, a fact that is
reflected in union organization, Says Morita, smiling: “Our labor situation is
better than yours, because in the U.S. your unions are independent. In Japan, all
our unions are company unions.”

For both worker and executive, the company is the center of life. Workers
often display a quaint family spirit, referring to “my’” company, and my is writ-
ten with the same Japanese character that represents femily. They often
cheer each other when changing shifts, like baseball players applauding a team-
mate who has just hit a home run. It is rare for a major executive to leave on
a business trip without getting a rousing sendoff from the entire office staff
at the airport. At Matsushita Blectric, Nissan Motors and other firms, the day
begins with everybody assembling to sing the company song. At Toyota the day
opens with five minutes of supervised calisthenics. There is a vast range of
fringe henefits : discount meals at plant cafeterias, cut-rate vacations at company
resorts, cheap rental in company apartment houses (roughly 10.80 a month for
a two-room flat in one Nippon Kokan building in Yokohama).

The head of a Japanese company is bowed and scraped to by gaggles of com-
pany-smocked office girls, drivers and flunkies. The company-paid geisha party
for executives is still common, though some newer firms are getting away from
it. Almost always, the businessman’s wife must accept a new form of concubine;
the company. In a recent survey, 689 of the Japanese managers polled said
that business was more important to them than their families. :

BANZAYI FOR S8WAPPING

The executive spends much time talking with officials of other companies, be-
cause the tradition of cooperative effort has resulted in a clobby Japanese-industry
organization. The prewar zeibatsu cartels of Mitsui, Mitsubishi and Sumitomo
were broken up under the U.S. occupation and supposedly have come together
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again only loosely., But presidents of the 27 Mitsubishi companies meet one
Friday every month ; it is an open secret that they plan common strategy at “the
¥riday Club.” The 17 Mitsul presidents meet one Thursday every month, and
the 17 Sumitomo presidents one Monday a month. The big borrowers from the
Fuji Bank have a council known as Fuyo Kai, which includes the heads of
Hatachi (electrical machinery), Nissan Motors (autos) and Nippon Kokan
(steel), The clubs divide up markets like so much sukiyaki. When Communist
China recently decreed that it would not trade with Japanese firms that do
business with South Korea or Taiwan, the clubs quickly reached an understand-
ing: Mitsui and Mitsubishi decided to concentrate on South Korea and Taiwan,
while Sumitomo took China.

Japanese shipyards can overwhelm foreign competitors partly because their
engineers regularly swap technological ideas—so completely that no one remem-
bers and no one cares which company originated a certain important welding
process. Says Masashi Isano, 71, chairman of Kawasaki Heavy Industries: By
closely emulating each other, our engineers constantly improve themselves and
the industry as a whole. All I have to say to that is banzai!”

THOSE HELPFUL BUREAUCRATS

Nowhere in the non-Communist world do business and government coexist
s0 closely. Prime Minister Eisaku Sato heads the Trade Conference, which sets
national export goals and coordinates business efforts to achieve them. Most of
the government’s influence is cxercised by the all-important Ministry of Inter-
national Trade and Industry (MITI), which issues gyosci shido, or administrative
guidance. For instance, MITI may “advise” « Japancse company to buy a
domestic computer rather than one from IBM. A few years ago, many Japanese
peirochemical concerns planned to build big plants. MITI experts advised that
the foreseeable foreign and domestic demand would justify only six such plants
and that construction would have to be spread over three years. The
petrochemical-industry trade association quickly decided which six companies
should build them—and when.

Japan’s competitive strength derives from much more than the government’s
hothouse care. The nation is developing a new generation of inventive, conpeti-
tive executives quite able to capture foreign markets on their own. Their ex-
emplar and lead is Sony’s Morita.

Unlike older Japanese firms, Sony sells through its own marketing network
rather than through the trading companies that contact overseas buyers for
most Japanese manufacturers. Its basic financing is not through bank loans
but the sale of stock, 819 of which has been bought by foreigners. Morita,
personally and through a family investment company, is the largest shareholder,
with 10.3% worth $130 million.

Slender, white-haired Morita. now 50, is a mixture of Japanese and Western
patterns. Amid the woofers, tweeters, exponential horns and other electronic
gadgetry crammed into the den of his Tokyo home stands an authentic American
nickelodeon that he plars delightedly with nickels brought back from the U.S.
As Morita told Trme's Tokyo Bureau Crief Bdwin Reingold: “Americans like
to come to Japan and take home Japanese antiques. I go to America and bring
home vour antiques.” Morita spends about a third of his time on the road,
jeiting so often to the U.S, and Euvope that he jokes, “It’s a long commute.”
At home or abroad, he regularly arrives at Sony’s offices by 8:30 a.m. and works
for twelve hours or more. In off hours in foreign cities, he likes to stroll ahout
checking on store displays of Sony and competing products and jotting obser-
vations in a notebook. “Business is my hobby,” he says.

PRODUCTS OF THEIR OWN

Son of a manufacturer of soy sauce and sake, Morita started out as an engineer.
As a wartime navy lioutenant he was assigned to help an engineer named Masaru
Ibuka develop a heat-secking bomb. After the defeat, Ibuka opened a communi-
cations-equimnent business in a Tokyo shed, and Morita joined him. The two
begged and borrowed $500 to start Tokyo Telecommunications Co., later Sony.
Ibuka, who was Mr. Inside, developed the products and became president : Morita,
Mr, Outside, speeialized in marketing and hecame executive vice president.

Sonv succeeded hecause its chiefs were among the first Japanese businessmen
who aid not cony Western products hut nsed Western technology to develop
new products of their own. Ibuka read :ahout transistors and, in 1952. went
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to the U.8. to look at them, He became convinced that they could be used to
make a radio. Morita visited the U.S. the next year and returned certain that
the radios would sell fast in the U.S, Ile was amazed by the number of American
radio stations and concluded that “everybody in the family will want to listen
to his own program on his own radio.”” The radios were an instant success abroad.

SONY ON THE MOON

A long string of Sony products followed: the first small transistorized 1TV,
the world's smallest AM radio, even the video-tape cassette recorders used by
U.S. astronauts on Apollo moon flights. Their development is a tribute to Ibuka’s
inventiveness and Sony’s highly flexible operating methods. The company, says
Morita, is not constricted by a formal research and development budget; it
simply pours as much money as seems necessary into a promising idea. Sony's
top managers also frequently tear up the organization table, assigning people
from throughout the company to work on what looks like the next hot new
product.

A key part of Morita’s marketing strategy has been to target carefully specific
products toward individual foreign markets. In the British color-TV market, for
example, he has chosen to compete on price instead of screen size. The least ex-
pensive British-made set is a 19-inch model, and only 109 of the TV households
have color. By importing a 13-inch set, Morita figured that he could save enough
on production and shipping costs to get the price down to $480 and bring color
TV into the reach of many more British families.

Morita is acutely aware—as many Japanese leaders still are not—of the in-
tense foreign anger provoked by Japan’s closed-door policy at home and invasion
of markets abroad. Although he expects U.S. protectionism to fade eventually
as business improves, he fears that Japanese-American relations termporarily will
get worse. That is one of the more optimistic views among the experts; many
foresee a long period of mounting resentment, tension and perhaps outright hos-
tility leading to swiftly rising trade barriers and exchange controls.

‘What can be done to prevent such a trade war? Certainly the solution does
not lie in appeasing protectionist sentiment. Apart from the economic and politi-
cal implications of business isolationism, the interests of the consumer should
rule, and Morita and his fellow Japanese are giving consumers quality products
at reasonable prices. The solution should rather be an equalization of the rules
of competition.

As a first step, Japan must quickly take down the bamboo screen that blocks
high-technology imports and foreign investment. Many Japanese industrialists
tirelessly content that their economy is an ‘“‘adolescent” that needs protection
against the big, rich, ‘‘mature” competitors of North America and Europe, but
that argument clearly is not valid today, Japanese manufacturers also have an
unnatural price advantage in world competition because their currency, the yen,
is undervalued. Tokyo economists reluctantly concede that the yen must be re-
valued upward; there is likely to be a 5% revaluation within a year.

On the U.S. side, the prime requisite is to develop a coherent trade policy
aimed at expanding the flow of world commerce and investment and protecting
only those domestic industries that are necessary for the nation’s economic
or military security. As a painful corollary, the U.S. may have to permit some
nonessential industries to be overwhelmed by foreign competition. Washington
at present has no overall policy, but tries to tackle trade problems one by one
as they pop up. A sensible step would be to accept the Japan Textile Federation’s
unilateral offer to restrict cloth shipments to the U.S. It is absurd for the U.S.
and Japan to squabble fiercely over textiles, because that industry is not vital
to the economy of either nation. Simultaneously, the U.8. could crack down
harder on dumping in several industries, perhaps by flatly embargoing shipments,
though it would be much wiser to do that on a company-by-company basis rather
than by blanket rulings as in the TV case.

President Nixon’s ability to develop a comprehensive policy is severely limited
because he lacks legislative authority to negotiate new TU.3. trade concessions
in return for a lowering of foreign barriers. That authority expired in 1967;
the Administration should demand that Congress renew it. Armed with such
power, Nixon could call for a new world trade conference similar to the success-
ful Kennedy Round of 1964-67, this time aimed at elimination of nontariff
barriers to trade and investment. This conference would be an ideal forum in
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which to press the Japanese to remove their remaining restrictions. In return
the U.S, should try to persttade Buropean nations to wipe out their restrictions
on Japanese goods.

TIE WEST'S TURN TO COPY

A mutual lowering of barriers will temporarily make Jupanese competition
more intense but also more equitable. Sooner or later Japan will have to temper
its export drive because its economy is already operating under some severe
strains. For one thing, the country is running out of labor. A decade ugo, there
were two job openings for cach high school graduate: this spring there are 7.7.
Japan has alxo bought export growth largely at the price of skimping on itnernal
investment in housing, roads and pollution control. The country’s industrial pol-
lution is perhaps the world’s worst. Says Nippon Steel’s Nagano: “We need
more roads, harbors, bridges, housing, People are living two families to a six-
mat (9 ft. by 12 ft.) room. In advanced Western countries, industrial production
and the production of social capital have been balanced, but we have been so
busy exporting that we have not balanced these things.”

Instead of fighting the Japanese, U.S. businessmen can join with them in
some mutual projects to make money and, incidentally, help out the have-nots of
the world. Harold Scott, director of the U.S. Bureau of International Cominerce,
believes that as Japan’s labor shortage worsens, its industrialists will gradually
shift their stress from exports to American-style overseas investment. U.S.
companies could speed the process by proposing joint ventures with Japanese
firms in third-country markets. Scott envisions, for example, a combination of
U.S. and Japanese timber companies to develop the huge lumber resources of
the Upper Amazon.

U.S. businessmen could also learn a few lessons from the Japanese system.
Its labor practices, for example, are both humane and efficient. Some of them
might be tried in the U.S.—not lifetime one-company employment, of course, but
perhaps some training practices. Japanese industrialists train many of their
workers in several skills rather than insisting on greater specialization as their
Western counterparts do. A Japanese engineer is encouraged and even expected
to learn something about accounting, finance and personnel work. This seems
to help produce better-rounded, more mobile and more highly motivated workers
than are found in many Western factories and offices.

A society as heterogeneous and individualistic as the U.S. probably cannot
rally most of its people behind a national economic goal in the Japanese sensc.
But Japan has shown that business and government do not have to consider
each other as adversaries, as they often do in the U.S. Though the U.S. certainly
should not cartelize its industry Japanese-style, Japan’s success might stimulate
some thinking in Washington as to whether the antitrust laws should be liberal-
ized to promote the nation’s competitiveness in world markets.

NEEDED: MORE JAPANS

In any program of trade cooperation with Japan, the U.S. can count on sup-
port from some of the biggest Japanese businessmen, Moriia has been calling
for Japan to open its industry more rapidly to U.S. investment, though he gives
the idea a characteristic Japanese twist of self-interest. “If we allow more U.S.
investment, we will not need a security treaty,” says Morita. “Of course the
Americans will protect us then. Everybody protects his property.”

Morita also proposes international harmonization of product standards, safety
regulations, antipollution laws and food standards in order to equalize costs and
guard against the possibility that differing national rules will be used to keep
out foreign goods. Beyond that, he has begun to believe that the world’s
industrial leaders have been to narrow in their trade thinking. “There are three
big industrial areas: the U.S., Japan and Europe,” he says. “Now we have manu-
facturers trying to sell each other the same things. It doesn’t make sense. I'wo-
thirds of the world’s people are still living under low standards, and because of
that they do not yet constitute a viable market. Just as the U.S. helped Japan
rise from nothing, we should all join to try to make more Japans in other parts
of the world.” That is a sound if ambitious program, and an example of the kind
of thinking that may well solve U.S.-Japanese trade difficulties. The issue—and
the real Japanese challenge—is nothing less than whether the two mightiest
trading nations in the world can learn to live in commercial peace.
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A Time Symposlum——Free Trade v, the New Protectionism
TALK AT THE TOP

The participants in TIME'S seminar:

THORNTON F. BRADSHAW, president of Atlantic Richfield Co. (oil).

ELY R. CALLAWAY, JR., president of Burlington Industries, Inc. (textiles).

RUSSELL DeYOUNG, chairman of Goodyear Tire and Rubber Co.

PETER M. FLANIGAN, assistant to President Nixon, with speclal responsi-
bilities for trade and liaison with the business community.

ROBERT 8. INGERSOLL, chairman of Borg-Warner Corp. (industrial and
automotive machinery). ’

DONALD M. KENDALL, chairman of PepsiCo, Inc. (soft drinks and food)
and head of the Emergency Committee for American Trade, a free-trade group.

RALPH LAZARUS, chairman of Federated Department Stores, Inc.

C. PETER McCOLOUGH, president of Xerox Corp.

DONALD F. McCULLOUGH, chairman of Collins & Aikman Corp. and imme-
diate past president of the American Textile Manufacturers Institute.

GARLAN MORSE, president of GTE Sylvania, Inc, (lanips, electronics, TV
and radio sets).

C. WILLIAM VERITY JR., president of Arinco Steel.
¥ \\;ALTER B. WRISTON, chairman of the First National City Bank of New

ork City.

At the highest levels, U.S, Government and business leaders are reappraising
the nation’s foreign trade policy. The challenge of Japan is the major reason
for this rethinking, but it is not the only one. A feeling has been growing that
many nations are taking commercial advantage of the U.S, As a result, the move-
rnaent toward freer trade—which the U.S. hag championed ever since World War
II--is in danger of stalling. The pendulum appears to be swinging toward pro-
tectionism.

To assess the situation in trade, and to analyze some policy steps that the U.S.
could take. TIME invited twelve top business decision-makers to an all-day meet-
ing with editors of the magazine. The guests included eleven corporate chiéfs,
representing a spectrum of divergent interests and opinions, and an assistant to
President Nixon (see boz ). Excerpts from the discussion :

IS PROTECTIONISM RISING IN THE U.S.?

Donald Kendall: I don’t think anybody could possibly say that there has not
bheen a more toward protectionism. There are more than 100 industries asking
for protection. Another indication is what has happened in the labor movement,
Labor has historically been on the side of freer trade, but the unions, except for
the United Auto Workers and the aireraft unions, have pretty much switched to
active protectionism.

Peter Flanigan: The U.A. W, stand is probably more a memorial to Walter
Reuther than an expression of the sentiment of the members. Clearly, there is a
great degree of protectionism in Congress. Agriculture has put up a strong barrier
against protectionism in the past, but there is substantial erosion even there.
Should there be an effort to expand meat imports substantially, I think you will
find as big a split starting in agriculture as occurred in the unions.

Donald McCullough : I would hope we could go through this symposium without
drawing lines: protectionism v. free trade, the black hats v. the white hats. In
this year 1971, the issues regarding international trade as much too complex to
make such sharp distinctions.

Rly Callaway: Rather than call it U.S. protectionism, I would call it a be-
ginning toward an enlightend and reasonable economic nationalism .The rest of
the world has practiced economic nationalism, but we have not.

Thornton Bradshaw: Each one of us is, I suppose, a free trader except with
regard to his own industry. .

Ralph Lazarus: I am not sure that the public is aware of protectionism as such
or free trade as such. Certain businesses are hurt because of inequities or be-
cause of more efficient competition from foreign countries. But if consumers were
locked out from low-priced Japanese apparel, if the supply became limited .and
they had to pay higher prices, you would begin to influence them the other way.
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WHAT ACCOUNTS FOR PROTECTIONIST POWERY

C. Peter McColough: Along the freeways in Los Angeles, in the space of 15
minutes. you,.see six Japanese companies with large signs. You see Toyotas
everywhere on the road, and everybody’s second television set i3 a Sony. At the
same time, the public is aware of the restrictions that are placed upon us in
trying to make investments in order to bring our products to certain other
countries.

Walter Wriston: Twenty years ago, it was appropriate for the U.S. to enter
a race with a weight on its back as a handicap. Our productive capacity was such
that we did not have to worry too much. Now we are aware of the fact that other
countries have not honored their commercial treaties. We are aware of the dis-
crimination of the Common Market against American exports in some 28 cases.

D. McCullough: We are playing under entirely different ground rules, the
Marquess of Queensbury rules v. street fighting, Our foreign competition uses
street-fighting rules.

_HOW BIG AND BAD ARE THE NONTARIFF BARRIERS?

Garlan Morse: I don’t think the nontariff barriers—import quotas, diserimina-
tory taxes and the like—are understood by the public or by industry or even by
Government. But these barriers are so important that just to renegotiate the
tarift scales back and forth to bring some equilibrium does not solve the problein.

Wriston: Administrative practices are a major difficulty. You ship fruit over
to the Common Market, and they have one inspector on the pier. With that delay,
the fruit spoils before the ship can be unloaded. They say that they are not dis-
criminating against us—it just happens that the other fellow’s brother graduated
from college that day and he went to the ceremony with his sister.

D. McCullough: We in the textile industry cannot ship much into Italy. The
customs inspector goes out to lunch, and he never comes back.

Flanigan: We shouldn’t ignore the nontariff barriers that the U.S. has put
in place. Let’s not delude ourselves by suggesting that we have been simon-pure.
But our barriers are nothing compared with theirs, and we have to make every
effort to bring theirs down.

WIIAT BARRIERS DOES THE U.8. CREATE FOR ITSELF IN FOREIGN TRADE AND INVESTMENT ?

Wriston: The export of the American mentality along with our goods and
services does us a great disservice. For example, the Trading with the Enemy
Act gets everybody who has a foreign subsidiary into trouble. The nations where
these subsidiaries operate want them to trade with certain countries, but U.S.
law forbids it. You have to interview the shrimp to find out whether they are
Communist or Hong Kong shrimp.

C. P. McColough : It is very difficult to operate around the world with our anti-
trust laws. We cannot select a foreign partner and say, “We are going to work
with you forever.,” This leads to great difficulty for us because we have to write
agreements that are short-term when we really intend them to be long-term. I
don’t know any other government that makes companies obey not only the laws
of the foreign nations where they operate but also certain laws of the home
country. We are unique in that.

Bradshaw : The U.S. operates with a huge albatross around its neck, and that ig
the albatross of its traditions. They are the traditions that brought about our
antitrust laws and created the private enterprise system and made it anathema
for anyone around this table to talk about the benefits of a corporate state. Bqt
that is what Japan is today. I would hope that we will consider today what it
means to have national goals with industry and government working hand in
hand toward those goals. Look at my industry, oil. I have been strugg:ling to
get a national energy policy instituted in Washington, recognizing that it must
mean more controls for the oil industry rather than less; recognizing ’that we
are going to have to give up vast portions of what we cpnsigler to be our inherent
rights in free, private enterprise in order to arrive at an implemented national
oil policy. There is a quid pro quo for the backing of the Government and that is
to accomplish certain things for the nation and not necessarily for the company
itself.

Flanigan: Japan’s strengths are not so great that we must change our whole
society in order to counter them. - ;
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WIIY ARE TRADE RELATIONS ESPECIALLY STRAINED WITH JAPAN?

Callaway: I cannot think of any major industry in America that is not sub-
ject to great invasion or attack by the Japanese. The problem is that the Japanese
system is the most effective monopoly that has ever been developed in the eco-
nomic history of the world. The Japanese will do whatever they need to do to
take over whatever part of the richest markets in the world that they want to
take.

D. McCullough: They zero in on a segment of our market and take it over.
Then they will move into the next segment and the next.

C. William Verity : The Japanese have allocated tremendous moneys to build-
ing up their steel industry. In doing so, they have used the justification that if
they cannot =ell steel in their own market, they can always get rid of it in the
U.S. In many cases, their price in Japan is higher than in either Europe or the
U.8. They don’t sell on the basis of profit but to fulfill a national need.

Flanigan: It is almost impossible to find out the true domestic prices of
Japanese steel.

Wriston : The British sent a group of chartered accountants to Japan for a ~ix-
month study to find out what it costs to build a tanker there. At the end of six
months they had had a lot of hot baths and a lot of polite conversation, but they
did not find out the real costs. A platoon of cost accountants could make it a
life’s work and still not find out.

Callaway: Well, Burlington’s spy system may be a little bit more effective
than somebody else's, and we would be glad to service anybody for a fee and
study the cost in yout industry, I can tell you that on certain worsted fabrics in
1970, the Japauese textile industry sold its product at least 5% higher at home
than in the U.S.

Planigan: I think this view of Japan as an invincible monolith probably is not
right. The thrust of the argument has been that because they can have a mon-
opoly in Japan, then obviously they are going to be able to beat us. It is my
understanding that American business in general fecls that monopoly is bad,
that it makes people less efficient.

C. P. McColough: There are some Japanese computers coming into this coun-
try; yet my company cannot manufacture computers in Japan.

Kendall: The road into Japan is about three inches wide. The road into the
U.S. is about three miles wide.

Russell DeYoung: Japan also has the ability to go into other countries and
take our markets. We used to export to the Philippines, but now Japan is going
in there and taking our market away.

Wriston : Another thing is that they have complete exchange control, and the
yen is not free. You can sell it for dollars or buy it for dollars only under limited
circumstances. So a free market has never set an exchange rate for the yen. I
think that is ridiculous. Until they have convertible currency, we will never know
what their real trading power is. Everybody says the yen is strong. Let it go out
into the world market to compete, and then we will find out.

WIIAT SHOULD THE U.8. DO—AND NOT DO—TO HELP ITSELF NOW?

Callaway: We have to have some clout. We should go to Congress and get
new legislation—trade laws that say that every nation has a fair and reason-
able opportunity to sell its products here, but not to the extent that it can
wreck any significant part of American industry or agriculture because of a
system like a monopoly in Japan. Then we can call for reconvening of a meeting
of GATT [General Agreement on Tariffs and Trade]. With the political clout
of the laws having been passed in this country, we might have a pretty good
opportunity to get the members of GATT to adopt some rules that would rep-
resent fair play.

Robert Ingersoll: I would not like to see us get into a position where there
would be retaliation against us from other countries. We had such an experi-
ence in the early ’60s, when the glass and rug industries prevailed upon Presi-
dent Kennedy to raise tariffs because they were being injured. The Common
Market did not retaliate in those industries, but it immediately put a 40%
tariff on styrene-based plastics. My company happened to have built a plant in
Britain, thinking we could ship into the Common Market, and the new tariff
just cut us off. Foreign countries will hit you where you are most vulnerable.

C. P. McColough: We have to show the Japanese that if they are going to
dump television sets, we will put an absolute embargo on them. In my experi-
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ence that is the only way the Japanese are going to negotiate. Until you get
their attention, until you have the power to club them over the head, they
are not going to negotiate.

Wriston: We have a I'reaty of Commerce and Friendship with Japan, and
it requires reciprocity of investment and trade. No one has ever leaned on
then: to really observe that. Japan also signed Article VIII of the International
Monetary sund, yer their currency is not convertwte. Novody has leaned
on them for that either, so far as I know,

Callaway: If we could get the KEuropean KEconomic Community to ease its
nontariff barviers and take 109 of Japan’s exports, instead of only the present
2%, that would ease Japanese pressure on the U.S.

Wriston: I have just been over to Europe, and I got this curve ball thrown
into every conversation. They would say: “Why don’t we join hands against
Japan?”’ 1 would say: “You have textile quotas against Japan; why don’t we
join hands and lower those, too?’ And they would say: “You don’t understand
the problem.”

Kendall : Through its import quotas and other barriers, Japan now maintains
import restrictions on 80 items that are in violation of the General Agreement
on Tariffs and Trade. Under the GATT acrangement, we can project what
these violations cost our industries in total dollars and then stop an equivalent
amount of Japanese goods at our own borders.

Flanigan: It would be nice to take that proverbial two-by-four and get
somebody’s attention. But Japan has reduced its items in violation of GATT
from 120 to 80, and we expect the number to be down to 40 by September.
Meanwhile, we are attempting to negotiate an extension and tightening of the
voluntary limitations on steel imports. We have negotiated a voluntary limita-
tion on stainless-steel flatware. We are now talking about shoes, and we may
attempt to solve that problem by a voluntary limitation. Is it appropriate that
while we are discussing these voluntary limitations with the Japanese, we
take off after them on their remaining GATT violations, when they are already
reducing them?

WIIAT IS THE CASE FOR FREE TRADi:?

lLazarus: When you put up a barrier and there is retaliation, the consumer
ends up losing something. I am not sure all industries should be protected when
they are threatened by foreign trade. IFor instance, in the shoe situation: Italy
knocked the socks off the U.S. by developing shoe styles that hit right with the
trend of dress and the predominant fashion today. They beat our industry not
nearly so much in price as in style. That kind of thing is important to the
U.S. consumer. You have to put the consumer’s interest first.

Bradshaw : The question ought to be, what are the goals that we are trying
to accomplish? Are we trying to protect eve y industry in the U.S. in its present
form? Are we trying to maintain full employment by erecting trade barriers?
Are we trying to protect high labor wages? Are we trying to protect our cur-
rent technology? Are we trying to freeze our economy? 1 could not agree with
most of these objectives. We can start with selecting of certain industries that
essential to the basic economy of the U.S., and they must be protected in some
way. Beyond that, 1 don’t think that we should hamper the free tlow of trade
to the building in of rigidities that are likely to strangle us in the end.

Wriston: I am not sure that we should throw away the benetits of free trade
because at the moment we haven’t found the levers of power to pull to com-
pete against Jupan. To remedy our present problem, we will have to exawmine
many things: oar antitrust policy, our policy of excluding unions from antitrust
legislation, our tradition of the natural antipathy of business and Government.
The way to fix our problem is not through an escalating trade war hut through
opening up markets of the world to more goods. Protectionism is a loving gan.e
any way you play.

Senator ansen. One of the interesting things that occurs to me
about the ability of Japan successfully to penetrate not only our
markets, but markets around the world, stems from the fact that
government and business over there work very closely together, and
I read from that article the following:

1 Article VIII of the IMI* ugrecment forbids the fund's 117 members to maintain cx-
change controls except under “$pecinl or Lemporary” circumstances.
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“Most of the government’s influence is exercised by the all-important
Ministry of International Trade and Industry, MITI"—-

Secretary ConnarLy. MITL. _ '

Senator Hansen (continuing). “Which issues”—and I won't try to
pronounce the next two Japanese words, but they mean administrative
guidance.

“For instance, MITI may advise the Japanese company to buy a
domestic computer rather than one from IBM,” and I guess they have
gotten the message over pretty well because I understand that our
sales of computers in Japan have not been all as brilliant as they
might be or all as outstandingly significant economically as they
might be.

In response to a question by the distingnished Senator from Georgia,
you said that you thought possibly, just looking in the crystal ball, that
agriculture might be the only industry competitive possibility in the
1970s and 1980s. Yet it seems to me that the point made by most of
our economic and business_experts in this country suggests that we
have got to look to the sales of technology sophisticated articles if
wo are to compete,

What I infer from your statement, if I did not misunderstand you
then, that unless we can get a uniform rule that will be laid down that
might be recognized by all of the world’s countries that we are going
to be in trouble in the 1970s and 1980s?

In other words, we cannot continue on the basis that presently
characterizes our trade with other nations in the world without being
in deeper trouble; is this a proper inference from your response?

Secretary Connarry. Yes; it certainly is. I would like to even go
further, Senator Hansen, with the point you have raised.

Here you have a government agency known as MITI that basically
controls the business of Japan, particularly in the export field.

By and large, it is 80 percent of all of the financing of Japanese
industries is government financing. Their debt is roughly 80 percent,
their equity is 20 percent, the reverse of what it is in the United States.

Far from having the restrictions and restraints that America has
placed upon its businessmen, they are indeed partners with business
there in a real sense. T do not necessarily recommend that we emulate
them, but I think it is time. in light of what is happening to us around
the world, and this goes back to Senator Fulbright, to the points that
you also made and touched upon a moment ago, it may well be that
we are approaching a time in our economic life where we have to re-
structure all of our antitrust laws in this country, both in their applica-
tion to domestic as well as foreign aspects of the business of American
enterprise.

Senator Haxsex. Well, Mr. Secretary, on that point I recall very
vividly. as T am certain you do, the criticisms that were made of Amer-
jcan oil companies trying to work cooperatively together in negotiat-
ing with some of the Middle Eastern nations not to long ago.

Senator Cox~arny. That is right.

Senator 1Taxskx. There were those on the floor of both Houses of
the Congress who said, “Gee, we ought to stop this. This looks like
collusion, it looks like consolidations in restraint of trade,” and all

of that.
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Iere we were, if it had not been for the ability of the oil companies
to work together over there, T suggest we would be experiencing a far
for serious crisis in the energy picture than we are today, and I con-
trast that with the attitude of Japan as regards business over there.

I think you said that 80 percent of the capitalization of business
is financed by debt. From what I understand, about the reverse is true
in this country.

Secretary ConnarLy. That is correct.

Senator Hansen., Eighty percent is financing by funding, is that
not the fact? .

Secretary Connarvry. That is correct. And, Senator, on the point
you just made, in my judgment, that is one case where this Govern-
ment did respond to help American business.

The Department of Justice—and I am not familiar with all the de-
tails—but nevertheless they sent a man, and, in effect, waived the
antitrust provisions in order to let the international oil companies
talk in their negotiations with governments, not with private con-
cerns overseas, but with governments, and in that particular case I
think the State Department entered into the negotiations in a very
real and in a very effective way, and I think we should recognize that.

Senator HanseN. Is there any doubt in your mind as to the attitude
of the Government and the various Departments of the Government
in that instance being any less than fully in the public interest of
American consumers?

Secretary ConnaLLy. No. Everyone was thinking of the interests
of the American consumer. That was the whole purpose of the exercise.

Senator Hansen. One further observation, Mr. Secretary. I gather
from what I read that a decade ago there were two jobs being offered
every high school graduate in Japan. Today, according to Time Maga-
zine, each one of these high school graduates has job offers of 7.7 jobs
available for him,

Now, when we are concerned about rising unemployment in this
country, doesn’t it make sense to you that there is indeed something
wrong as we compare American industry’s problem vis-a-vis those
of Japan?

We ought to be taking a whole new look at this entire trade picture.

Secretary Coxvarny. Yes, sir. Now, then, there are a number of
re;}sortls for that. Some of them are governmental, some of them are
private.

Beyond any question Japanese industry is much more nationalistic
than ours and, in my judgment at least, they engage in many more
discriminatory practices in restraint of trade and in the imposition
of barriers.

But beyond that the people themselves, very frankly, are more in-
dustrious than we are, and they work harder than we do, they save
more than we do.

Their percentage of savings runs about 19 percent. Ours has been
running, the last few months, about 7.8 percent. But their productiv-
ity is tremendous, the highest in the world, and they capitalize on
it through the combination of those factors.

Senator IMansexn. I agree completely with what you said. I think
you pointed out in your statement that they—I have forgotten, I am

trying to find it—here it is, where you say the simple fact is that in
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many areas others are outproducing us, oulthinking us, ontworking
us and outtrading us, and I could not agree more. ) L

Sometime ago, around the 12th of April or earlier, I believe you
were interviewed by U.S. News and World Report, and you said:

“T am not one of those who treats this whole question of world
trade with benign neglect. T am worried about it. T am saying 1f the
other nations are concerned that we ultimately will e in trouble if we
continue to have balance of payments deficits of $10 billion a year,
they must be fair with us. We must have reciprocity in our trade agree-
ments. I think we are entitled to it. T think it is just that simple.”

I compliment you on that very astute observation, and I think you

underscore what the problem is.
Thank you, Mr. Chairman.

Senator Risicorr, Senator Fulbright. ]
Senator Furericirr. Mr. Secretary, I am sure I cannot convince you,

but T am trying to clarify my own mind as to just where we stand.

It seems to me you started out by endorsing all the hoary cliches in
the last 25 years. You agree with everything that has been done, and
you also agree we are in a hell of a shape and ever thing is wrong.

I do not agree that the analogy of a horse trade to the situation with
Russia is any more appropriate than using the bank as appropriate to
our situation regarding the $50 billion Kurodollars that the Senator

from Georgia referred to. )
1 do not think that is analogous, that those analogies have any valid-

ity at all.

yThe fact is that for 25 years we have been following a policy which,
in a general way, you endorse,

Secretary ConNarLLy. That is correct.

Senator Fursricut. Then you come down, how is it that if that is
correct, and you wish to make no change, that we have arrived at such
a disastrous condition in which the Senator from Wyoming says we
are outtraded, we are outmaneuvered, we are out procuced, we are in
terrible shape.

I cannot reconcile these two views—that we have been following a
correct policy for 25 years, and which you want to continue to follow,
and yet we have come to a disastrous situation.

1f you can clarify to me just how this is arranged this way, isn’t

there something in this which suggests that we have not been doing
exactly the right approach?
. Isn’t the fact we make no progress at SALT whatever, doesn’t it
indicate that maybe there is some other element than just the horse
trading or that we make no progress in reducing our bases to speak
of? We have brought a few troops home from V ietnam, but we are a
long way from the end of that.

I just do not see how to reconcile these two contrary approaches.

Secretary ConnaLLY. Senator, may I—— '
thSte?nator Fuuerierrr. Would you clarify for me how you reconcile

a

Secretary ConNaLLY (continuing). May I try to clarify it-—simp]y
this way: In the first place, T do not think we 1ave veached the point
of disastrous 1results.

1t you analyze where we are today, we are a great Nation we are
still the greatest Nation on the face of this eurth,%vith more fxzeedoms,
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with more affluence, the highest standard of living that the world has
ever known, _ _ )

Second, T do not necessarily agree with evervthing that has been
done in the last 25 years. I did say that I thought the Marshall plan
and all that it involved when it was developed, I thought, expressed
the humanitarian attitude and the compassion of America for less
developed countries and for countries that had been under attack either
by war, disease, famine or otherwise, and I thought this reflected noth-
ing but praise on America to respond to the needs of other people.

Now, all of this, I think, has been to our credit. I think we have,
perhaps, et it go too long. T do not think we have reached the point
where it is disastrous. I think it has reached the point where we have
to change it and, perhaps, we should have done it 4 or 5 years ago.

I think we probably should have seen it then, But our hindsight is
better than our foresight always, and it is, I think, now time that we

do start, that we do make a real appraisal. ) )

So I do not think the two positions are entirely inconsistent because
they are not all that sharp.

Senator Fursricier, Well, but the implication of—they were gener-
alized statements of the Senator from Wyoming—1I think one of the
things was we should negotiate only from strength, and so on. This
has been used to permit negotiations in Vietnam and nearly every place
else. I won’t repeat all that he said, but you gave the impression you
agreed with all of that, and then you also seemed to agree we are out-
produced, we are out-traded, we are out-maneuvered, we are out-
everything.

Secretary ConnarLy. Well, we are in many cases.

Senator Fursrienr. It seems to me conditions have resulted from
these policies that account for this last conclusion. I agree with the
latter part of what the Senator said. T keep coming back to Japan.

We have been carrying their burden of defeuse, spending a gret
deal of money there, and in many other ways acting so as to greatly
benefit them, receiving their goods, vet they do not receive many of
ours, and they are the one country that has refused to allow American
capital to buy their plants, they have a strict prohibition of that. T
do not think there have been many cases where an important industry
has been purchased outright.

They have allowed very limited investment. ‘There is now a negotia-
tion going on for 20 percent of one of their motor companies, I think
by Chrysler. Tt has not been concluded, but it is only 20 percent.

Then, in the meantime they have purchased the raw materials in
all the basic industries. They have concluded enormous contracts for
coking coal with Australia, which is the most scarce basic material in
all the world, enormous contracts in this country for bauxite, iron ore
in Latin America—you are familiar with this.

They have really gone out and purchased the raw materials.

We are a have not, Nation. We don’t have copper, bauxite. Nearly
all of our bauxite except from Arkansas comoes from outside this coun-
try. We have to go abroad for all these things. They have done things
which has created a condition which I think bodes very ill for the
future. They are in a position to become more and more competitive
with us, it strikes me. You have already praised their energy and all
that, I agree completely with what you said about them. And yet, you
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said you were glad to have this hearing to review just how serious our
situation is. The effect of this $50 billion in Europe, Burodollars really
is they have financed our purchase of foreign plants and our expenses
for the war, and they are fed up with it. )

They have had enough of 1t. They are not going to continue to fi-
nance our continued expansion. So T would say you grossly underesti-
mate the situation because we all eat well and so on here. We are living
on our fat that was accumulated in prior years. and I don’t think it
is good to mislead the people as to how well off we are. Just as the
Senator from Louisiana was making the point that we have been mis-
led. He believes, and I agree with him, that on our exports and our
trade balance that we are kidding ourselves. And T do think it is not
right to mislead ourselves that we are in good condition economically.

Well, for that matter, I think there is considerable dissent and tur-
moil internally, T would go beyond economic. There is a substantial
difference of opinion within our country that accounts for the difficul-
ties we have had.

So it is a serious matter, I believe, and T submit that it is time to
reexamine these old policies, and that you might trade from some
other basis than making a horse trade. It might be wise to approach
the Russians on a difference basis from what we have always done
heretofore which has led to a virtual stalemate.

I must say T am confused about just where you do stand. Are you
for changes or aren’t you for changes in our basic policies especially
with regard to security and our military commitments, and our eco-
nomic policies, too.

Seeretary Connarrny. Well, Senator, obviously we have to define
what policies we are talking about. With respect to our defense

Senator FursrieaT. One of them is the troops in Europe. That is
the specific one. I don’t see how you justify that.

Secretary ConnarrLy (continuing). I will try to respond to that sim-

ply by saying I don’t think simply because of our financial concern, and
I think much of it can be temporary, that we need to go to the point
of trying to materially alter the mutual security pact that we have
around the world or to endanger our own security as well as the se-
curity of all of our allies at the very time when it appears we are
making some progress in our relationship with the Russians.
_ Senator FursrieaT. But you assume the very thing at issue. Does
it endanger us? For 25 years we have had these troops there. We have
made no progress. In fact there are more there now than there were
n 1958 or 1959, and we have made no progress. Why isn’t it reasonable
to accept a little change. That is all the Congress is asking. “Look,
let’s approach it in a different way.” How do you know the Russians
won’t respond ¢ .

Secretary ConnaLLy. Senator, they have every reason and every
opportunity to respond in advance if they want to. T think they know
this country as well as know this country, and T think they know that
we are not going to attack them, that we are not going to be the ag-
gressor, and if they want to disarm, if they wanted troop reduction
they can sure have it any time they want to. '

enator Fursrient. Mr., Secretary, they don’t know any such thing.
I have had them in my office say “did it ever occur to you when vou
think we are the bad guys and you are the good guys, we think we are
the good guys and you are the bad guys?” ' ’
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They have the same attitude toward us. This idea, this assumption,
that we are good and peaceloving, especially as they see what we are
doing in Vietnam, just doesn’t go down. I think you are absolutely
wrong. They do fear us. We have surrounded them with bases and
nuclear weapons. They have got them a lot closer to them than we have
to us. We had a fit when they wanted to put them in Cuba and we have
had them in Turkey and Western Germany for years. Why do we have
them there? Because we are good fellows and they trust us?

Secretary ConnNarLy. Senator, in respect to relations between this

country and, us and, the world I would like for us to have a little fair
advantage.
. Senator Fursrigat. I don’t quarrel with that but what we are try-
ing to do here is to deal with a situation. I assume the reason for these
hearings is serious and if it is not serious and we are in such wonderful
shape we ought not pursue it. But everything indicated from the
beginning we are in serious financial and economic condition.

Senator Risicorr. We are. I think we have no economic or invest-
ment policy. I think the Secretary would admit that. It isn’t his fault
we don’t have a policy. We should have a policy and we are trying to
understand what policies we have and T hope this committee can make
a contribution.

Senator Fureriairr. I know he can make a contribution, that is why
I thought he could tell us how to make a change. We start with these
policies in bad shape. The next thing is let’s examine the old policies
that got us in this shape, but I get the impression when you answer the
questions that you endorse everything, from the policies beginning
with Dean Acheson, and you bring him down along with all these
people, and we are going to now put pressure on the Congress not to
change it.

I am only saying that Mansfield’s amendment is one little indication
of the Congress struggling and groping for a way to change the stale-
mate in which we found ourselves, that is all it is.

Secretary Convarny. That is right.

Senator FureriguT. It isn’t all this important, just those troops. I
would say the same for a lot of troops in many other places, and bases,
that we have tried to change. We tried, as I said, on the Spanish bases
and others, in my committce. We failed every time because the admin-
istration has flatly and absolutely been against any change. Now being
unable so far to influence the Russians why isn’t it reasonable to take
a little different tact? That is all I am asking you. You have always
had this idea we deal from strength, we have got to stand up to them.
As a matter of fact, we have been a lot stronger than they were mili-
tarily all during this period and we don’t do anything, not a thing.

It is only recently that the idea of parity has even crept into the
public dialog. There was no doubt about it, even now I think most
scientists outside of the Pentagon agree that we are not inferior in
nuclear strength and all the other things. But no progress is made in,
really in, reducing these obligations, and that is what I want.

T get the impression on the one hand you are for it. On the other
hand in response to the Senator from Wyoming you are against any
change, and that is why I said I was confused about where you really
stand.

Secretary Connarry. Well, basically you put such broad sweeping
statements to me I can’t agree with them completely.
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Senator Fursriarrr. They were started, the broad sweeping state-
ments came, from the Senator from Wyoming at the beginning.

Secretary Connarry. Well, he asked me general statements such
as

Senator Fursriairr. You said yes to every one of them.

Seceretary ConnNarry (continuing). That is right. He asked me if
I thought we should lead from strength and I said yes. But you asked
me if T agreed with everything that has been done in the last 25 years
and T can’t quite go that strong. T would have to say basically our
policies have been very productive, and I am not willing really, I don’t
want to be argumentative with you, Senator, and you know so much
more about this than I do not T am not going to be argumentative,
that is not. my place nor my disposition. But I think it is unfair to say
that we are at a disastrous economic situation. T don’t think we are.

In summary, I feel—

Senator Furasriarre. Serious, I will be corrected, maybe disastrous
is too strong.

Secretary ConNALLy (continuing). We are in a serious situation
primarily for the future.

Senator Fusmcurr. That is right, that is what T mean serious for
the future.

Seeretary Connanry. Part of this has been brought about not be-
cause we didn’t have policies. Mr. Chairman. not because we don’t
have policies today but because we have been impacted by the result
of policies of other Nations to which we have perhaps not responded
quickly enough or strongly enough. Much of the condition that we
find ourselves in today is the result not of our actions but actions of
other Nations who have strengthened their own position, and during
the last decade both Germany and Japan have immeasurably strength-
ened their position.

Now, Senator Fulbright, with respect to our world situation T must
say that T think we have made some progress in the last 25 years. We
have committed a great deal of the resources, the materiel of this Na-
tion, but I think right today yon see more tranquility apparent, not-
withstanding the Vietnam thing, which I think is going to wind down,
which is going to wind down beyond any question, but you see now
for the first time in the last few months a glimmer of hope in our
relations with Red China. I think you have seen as a result of the
Party Congress or perhaps not as a result of but at least during the
Party Congress immediately on the heels of it, Brezhnev holding out
hope for troop reductions. The SAL'T talks have not been as produc-
tive as everyone would have liked. But nevertheless we have seen in
the last 25 years when it has been so enormously expensive for us we
have scen nations get back on their fect, rehabilitate themselves, re-
habilitate their freedoms, reestablish this choice of governments.

I think we have seen a lessening of the pressure between this coun-
try and Red China and Russia. You have seen the President of the
United States go to Communist Rumania in recent months. So T just
don’t think the whole picture in the world is dark. I don’t think we
have been failures by any means. :

Senator Fursrieirr. I agree with what you say about these other
countries, Japan and Germany, we have been talking about. T am
talking here about the U.S. Our responsibility is, after all is, to my
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constituents here. The Secretary of State said yesterday when he
went abroad, he said it on television, when he went abroad he was re-
ceived, people acclaimed him. Sure they did. But he says why isn’t it
here when he goes around people do not. The trouble is we are the
ones who are in such bad shape. I am not worried about the Japanese,
I agree with what you say about other countries, and I suspect that a
lot of them having seen our great wealth and degree of arrogance take
some pleasure in seeing us discomfited.

Secretary Connarny. I don’t think there is any doubt about that.

Senator Fuisriarrr. But the problem is here, I am not so concerned
now about improving the others. At the moment we have done more
than our share for it. Nobody quarrels that the Marshall plan was
successful, it was overly successtul in the case of Germany, I guess,
but any way it has confronted us with problems. But I do not agree
that we are not in a very serious economic, political and social situa-
tion. And all T am saying is we had better re-examine these policies
and take a different tack negotiating with Russia, which is the major
problem, calling for all these vast expehditures. That is what I am
trying to get at.

The Secretary of State offers very dramatic evidence. It has never
seemed to occur to him that the real reason why he is not acclaimed
when he goes down our street is that the people in this country are not
as pleased as the people in Germany or Tel Aviv. They like him in Tel
Aviv because we have just been giving them all the money and planes
and 'everything they want. But they are not giving the people in
Arkansas, the money they need for sewer and water and other neces-
sities. :

Senator Risrcorr. Would you like another bite, Mr. Long.

Senator Lowne. I just want to ask one thing, Mr. Secretary.

I think you and I can agree on the balance of payments figures on
a liguidity basis.

Now we publish in a document here, and I will be glad to make a
copy of it available to you, some of these problems as owr staff
ana{vzos them for us. Tt shows that over a 20 vear period 1950 to
1970 our balance of payments situation worsened by more than $48
billion. Gold stocks went down by $1814 billion, but the real alarming
matter is this $48 billion.!

Now, there are some things we can talk about which brighten the
picture a little bit, but we can both agree that we can’t go on running
these defecits for another 20 years—these foreign countries are not
going to let us owe them that much money.

It seems to me there are two ways that we can go about trying to
correct this situation. One of them is to negotiate with these people
and try to get them (o cooperate with us in a program to get our house
in order.

The other is to say “Well, there are certain things we are just going
to have to do, whether you agree with them or not. We will be glad
to talk to you about them but if you can’t agree we are going to have
to do this any way.”

My impression so far, Mr. Secretary, is that everybody wants us
to solve our balance of payments problem in a way that benefits him.

1 The document referred to appears as Appendix B3, p. 885.

BIST COPY AVAILABLE



82

Secretary Connarry. Very true.

Senator Lone. We from Louisiana can’t claim we are any different
from anybody else. I guess if you are from Louisiana you would try
to solve the balance of payments problems by reducing oil imports;
if you are from Georgia or North Carolina, by cutting down in textile
imports; from New Hampshire you want to reduce footwear imports.
I am sure the UAW if they had not already reached that conclusion
they may some day argue for reducing automobile imports.

The Enropean bankers want to solve it by forcing us to raise interest
rates. Everybody wants to solve it by their own ways. The maritime
industry would like to solve it by using our merchant marine more and
the other fellow’s less.

Now if we don’t find a way to solve this thing, with people all over
the world thinking the Americans are not really serious about this
thing, what is going to happen in the long run if we just keep running
these kinds of deficits.

How will this problem be solved ¢

Secretary ConnarLy. Well, Senator, I don’t think we can continue
to run these kinds of deficits over the next 20 years as we have in the
past 20 years and I think that is one of the reasons we are here today
and I must say to you this is a matter of the highest concern to every-
one that I know of in this administration, in the executive branch of
Government as well, and we are working on some things right now
that we hope will bring about a solution to some of these problems.

Senator Long. But here is the thought T have and T would like to
have you comment on.

Secretary CoxNarry. May I continue just one moment, sir?

The realization of the situation that we were facing became apparent
to those of us who served on the Ash Council last year. We got up a
report, we submitted it to the President, we spent 314 hours talking
with him about it, he was concerned, he was delighted to have the
report and the information that the report contained; we felt there
had to be a higher degree of coordination within this Government
‘because of the very problem we have been talking about, particularly
getting to the point Senator Talmadge discussed about the authority
and responsibility being in different places in the Government. So
there was created the Council on International Economic Policy
with Mr. Peter Peterson who was the head of Bell & Howell, and he
is working on it now, at the White House level, with the full support
and backing of the President to try to bring some order out of the
chaos that exists in all of these international agreements that we make.

I felt in fairness I should say that. That will indicate there is not
any lack of awareness, and not any lack of concern in protecting
American interests in this administration.

To the contrary, we are all looking at it, we are all trying to devise
wayvs and means where we can obviously keep international trade
flowing, but that we do it on the basis where we are treated fairly, and
that we look at our own hole card first.

Senator Loxa. Well, Mr, Secretary, it seems to me if we don’t start
getting our house in order in terms of balance of payments, and balance
of trade, it is not very far down the road before these foreign countries
are going to start saying things to us such as “we are not going to
accept any more of your dollars. We don’t think they are any good.
We don’t think you are going to make these dollars good over here.
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There is nothing that you have we want. We will take your gold.”
But what happens after they call this gold? We only have $10 billion
of it left and it is gone—and we only have $4 billion more of
borrowing rights, and that is gone—and the deficit we are running
right now can wipe it out in a single year in addition to the $34 billion
net we owe them right now.

So it seems to me now they will say “it looks like this situation is
never going to be straightened out, so let’s see, you have $10 billion
worth of modern plants over here and you owe us $20 billion. All right,
we will take the $10 billion in plants and we will just nationalize them
and sell them to our own people here and give you credit for $10
billion and you only owe us $10 billion more.”

These American companies, fighting against restricting imports,
might find for example, as a result of our policies, that the plants they
bought with expatriated American dollars were just taken over by the
foreign countries to pay for what we owe them which we wouldn’t
afford to pay with gold.

What sort of things are going to happen to us if we just never do
decide that we are going to pay up, and start paying our own way in
world trade, and international affairs,

Secretary ConnaLLy. Well, T think we have always more than paid
our own way, Senator, I think we would continue to do so and I
think we will continue to take whatever steps are necessary. May I
point out I think we are on the right road taking the various steps
that are going to serve as the foundation for our stable economy. We
are trying to expand this economy. We are trying to do it in a non-
inflationary way. We are trying to do it in a way so that we keep unem-
ployment down to an acceptable level and when we do those things the
inevitable result as every similar period in history shows we get an
increased productivity per man hour of labor so we are more competi-
tive in world markets, and I think this will begin to reflect itself next
year and the year after and even in 1974. This is what we have to do,
we have to get the Nation back to work. We have to get it back to work
to supply the jobs and create the economic activity and, at the same
. time, do it in a noninflationary manner because the tide 1s running in
our favor. There is a higher degree of inflation in almost every major
industrial countryv in the world higher than in the United States.

There are also in spite of the high labor costs that we have today,
the increased labor costs on a percentage basis are higher in almost
every industrialized nation in the world so their standard of living
is creeping up, so the disparity between our standard of living and our
costs i going to be lessened and lessened as their own standard of living
increases. So our job is to reestablish our own economic vitality here
and to hold down inflation, and if we do that, in my judgment, you
are going to see a complete change in the whole international picture,
both in terms of trade balances and in terms of monetary situation
because the mark is not all that undervalued. o

For heaven’s sake they float it and it goes up 8 percent, this is no
. great shakes, They float the Dutch guilder and it goes up approximately
1 percent or less. So the dollar is not that weak, and the other cur-
rencies are not that undervalued. )

It is significant that this difficulty arises at a time when we are
coming out of a slack economic period in the United States in a period
of high unemplovment. m}d a period where W(‘,‘hiﬂ.q the highest interest
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rates in 100 years, So there obviously has to be some adjustments. But T
think if we will follow the course we have set for ourselves, I think we
will go a long way toward reestablishing the basic soundness of the
American economy and the American currency and--I don’t say in
an arrogant fashion, but they are not going to make n run on the doﬁar,
Senator. They have got no place to go. It is the currency of the world
and every currency is valued in relation to it.

Now that doesn’t mean we can be profligate with respect to it. It
means we have to protect it and that is what we are trying to do. This
doesn’t mean at the same time we don’t have to recognize that there are
certain basic inequities that exist that we have already discussed and T
won’t repeat and we have got to direct our attention to those inequities
in our foreign trade arrangements with other nations.

Senator Lona. Well, Mr. Secrctary, the British may have said the
same thing when their currency was a world currency, but look where
they are today. My thought about the thing is that we are either going
to solve this thing on our terms or we are going to sce it solved on some-
one else’s terms. If we solve it on our terms it scems to me that we
should work out a program which we thought would be the best way to
solve it, and we would tell our friends around the world. “Here is what
we are going to have to do. We would be willing to talk to you about
this and we would be willing to consider modifications to meet yvour
problems. But if we can’t agree on something with you then we are
going to have to do this any way.”

Now the alternative, it seems to me, is to say, to continue doing busi-
ness where eventually the other people say, “We are sorry, here is what
we are going to have to do. We are willing to talk with you about it but
if we can’t arrive at any understanding satisfactory to us, we will have
to take action.” Tf we ever get in that latter situation. it would be far
worse for our country than to approach it in the way that T mentioned
previously. ' S

Senator Rinrcorr. Thank yvou very much, Mr. Secretary, we kept vou
much later than anybody anticipated. We respect your point of view
and your patience. I think there is also an awareness that basically a
member of the Cabinet doesn’t always make policy. Policy is made by
the President and it is the duty of the member of the Cabinet to go
along with overall policy. But T do believe that there is a very im-
portant role for you to play in trade matters, the problem of the multi-
national corporation, the Eurodollar, and te determine how we can
deal with all these factors that go into the balance of payments which
have certainly been running against us, o strong, so long, and so deep.

Thank you very much for your testimony. We appreciate it.

Secretary Connvarny. Thank you, Mr. Chairman, T am grateful for
the opportunity to appear herve.

Senator Rrercorr. Mr. Wright.

STATEMENT OF JOSEPH S. WRIGHT, CHAIRMAN OF THE BOARD,
: ZENITH RADIO CORPORATION

Mr. Wrreirr, Mr. Chairman, T have a long statement which T want to
hit the highlights of, and cut it way down.

Senator Risicorr. That would be fine. We are sorry that our ques-
tioning of the Secretary took longer than we anticipated. Your entire
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statement will go in the record. Why don’t you confine yvourself to
what you consider the highlights.!

Mr. Wrieirr. Thank you.

I am Joseph S. Wright, chairman of Zenith Radio Corp., and,
among other things, a member of the newly-created Advisory Council
on Japan-U.S. Economic Relations.

I know the committee does not want to get involved in the details of
a particular industry or company except in so far as it contributes to
a better understanding of the country’s overall trade problems.

If T seem to be dwelling overmuch on Zenith and our industry, I
hope you will understand it is not intended to ask this committee to
solve the problems of the pgrticular industry. I only hope that the
background of our experience can be helpful to you at arriving at that
better understanding, and T might say at the outset based on the
comments of Secretary Connally and the members of this committee,
we are already making a great deal of progress in this area.

The consumer electronics industry has for all of its existence been
one of the most highly competitive, eflicient and innovative industries
in our country. It has made our mass communications the best in the
world. Long before there was any competition of foreign imports
our industry invariably passed on to the public in the form of lower
prices and better products the full benefit of our producing tech-
nology and productivity. As a matter of fact, from 1950 to 1963 in
the face of rising prices and wage costs throughout the economy,
the average unit prices of black and swhite TV receivers decreased by
more than a third, and TV receiver production has always been so
extremely competitive that the mortality rate of companies in the
business has been very high.

Many great names in our industry, just in the past 15 years, have
found the going so tough that they got out of the business, Capehart,
CBS, Dumont, Hotpoint, Stromberg-Carlson, Westinghouse, to name
just a few. ‘

You have before you attached to my statement a chart which shows
the Bureau of Labor Statistics consumer price indices from 1952.
You will note that the 1970 index of prices for all products and serv-
ices stands at nearly 150 from the base point of 1952 while the indices
of prices for T'V and radio have steadily declined from 1952 and stand
at 72 and 68, respectively, which is less than half of the point for the
total index. This has been accomplished in the face of sharply rising
wages and costs of purchased materials and, remember also, that in
1970 radios have FM and often stereo and that TV is not a small
sereen black and white of 1952 but includes large screen color and
vastly improved products from the standpoint of service and reli-
ability and containing advanced technology, semi-conductors and in-
tegrated cirvcuits.

You will note that this steadily declining index of prices despite
tremendous product improvement antedates by a long time the flood
of imported products which has in the past few years virtually inun-
dated our industry.

I dwell on these points merely to show you our situation is not mere-
ly that of an industry which has lost its vigor and must be protected

1Mr. Wright's prepared statement appears on p. 104,
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from competition from abroad. On the contrary the prices of our con-
sumer electronic products are lower in the United States than in any
other country of the world with which I am familiar including of
course both Japan and Germany.

Now, I have attached to this statement a series of charts entitled
“U.S. Imports in the Consumer Electronics Industry” which are
grapbic representations, that is, statistics showing what has been hap-
pening in the major categories of our business for 1960,

You will note that in 1960 there had been a flood of Japanese radios
into the U.S. market, and that slightly more than 50 percent of the
production of radios was imported in that year.

This has gone up to a point where in 1970 somewhere in the neigh-
borhood of 95 percent of the radios were imported from outside the
country.

The broken line at the bottom of the chart is the percentage of im-
vorts that are represented by domestic label brands, that is radios, for
lr{)stané:e that we or RCA or someone else either made or purchased
abroad.

On the opposite page is a different form of representation of the
same thing showing the increase of imports and of the total market
and of the decline of the domestic industry.

I can say to you that the radio industry, except for automobiles,
is virtually dead in this country. That only a few small specialty types
are made.

There follows a graphic representation of the total radio business
on the next page.

Now we come to black and white television. In 1962 approximately
a little over two percent of the black and white television came from
offshore. By 1970 this had increased by some 50 percent and we ex-
pect that this trend is going to continue at the same rate. At Zenith we
produce about better than two million TV receivers a year. Every one
of those has been made in the United States up to this time. We found
it necessary, however, to establish an offshort plant in Taiwan in order
to meet this competiiton, and I am sure that is not the end of it, we
will have many more.

If you will look at the industries, the next chart deals with the
industries most sophisticated product color television.

Senator Lona. Could I ask you this question to get this clear. Was
the need for it dictated by wages or other factors?

Mr. Wricar. Well, Senator, we had to make this decision, we are
the last major company in the United States to make it, because we
simply could not compete in small screen black and white receivers
paying $8 to $314 an hour for labor in the United States. So we had to
find a source of supply offshore.

Now our alternatives were three. We could either get out of that
line of the business and leave our dealers without an important rep-
resentation in this category. We could buy such receivers froin other
manufacturers in Japan or elsewhere in the Orient, or we could put
gp our own facilities producing things of our own engineering and

esign.

Sgnator Lona. What is it costing you for labor in Taiwan and how
does the productivity compare?
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Mr. Wrient. Well, we are so new there that I really can’t tell you
much about their productivity but from everything we have seen over
there, they are highly productive people, they are very hard working,
I think the wages in Taiwan are somewhere in the neighborhood of
25 cents an hour. ’

Senator Lona. Thank you.

Mr. WricHT. Now color television is one of the highest technology
industries we have in the United States. We sometimes take things for

ranted in terms of technology, but believe me, there has been no more

ifficult product to make than a three-color picture tube for color tele-
vision. It has for the big screen sets. It has to have a million differ-
ent dots of phosphors laid down with great precision. This has to be
constructed into a tube with three electron beams which will convert
the energy, electron energy, into visible light in just exactly the right
spectrum and with each gun to hit only its own kind of dot, and have
to sweep the 525 lines making up the picture at a rate of 30 times a
second. We have to set up to produce that in a factory that can turn
out 10,000 tubes a day.

So I know of no {igher technology than that is involved in this
particular industry.

There were very few imports of color television, in fact none, you
will notice, until 1965, but since then they have been going up on a
steadily increasing curve so that at the present point one out of every
6 color TV’s sold in the United States originates from offshore.

Now, obviously this increasing flood of imports has had an ex-
tremely adverse effect on our balance of trade. In 1969 the balance of
trade in consumer electronics products was a negative $890 million,
and in 1970 the deficit rose to over $1,075,000,000,

Actually, as this committee pointed out earlier the deficit is even
greater since the value of imports is substantially understated. Im-

orts are valued f.0.b. country of origin and do not include freight,
uty and insurance.

In 1970 the U.S. consumer electronics market reached $4,069,000,000
and even on an understated dollar basis imports captured almost one
fourth of the total U.S. market. Since the beginning of the Japanese
invasion into our market, many of our manufacturers, fighting to
survive have been forced by the competition first to purchase com-

onents from Japanese sources and then when this measure provide
insufficient, Taiwan and now Mexico.

An alarming movement of American plants to Asia has taken place.
Hong Kong, Taiwan and Mexico providing incentives, including
cheap labor, have become new sites of former American based fac-
tories. This trend for survival by moving plants out of the country
is continuing at an alarming rate. :

Senator Risrcorr. What percentage of the cost of a TV set is lahor.

Mr. Wrigrt. This is going to vary, Senator Ribicoff. My recollec-
tion is that—well, first of all, it is a very difficult question to answer
precisely. When we cost our products we will put in a factor for di-
rect labor, which is the labor that we think this set should require in
actual final assembly &)l’oduction. Then we also put a factor in there
for labor variance and rework, because we know there is going to be
a certain inefficiency in that labor, and we hope to keep that at a mini-
mum: point, but then these two t}lings, assembly and final assembly,
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really don’t give you a fair answer, because behind that there is a lot
of labor in making a color picture tube.

There is a lot of labor in making a tuner, there is a lot of labor in
making semi-conductors and integrated circuits. Some of these we
make ourselves and others we buy. From my recollection, the last time
I saw a contribution sheet in chassis assembly and final assembly, there
was some $20 odd of direct labor and a labor variance in a color set.

Senator Rieicorr. $20. What would the cost of a set be? '

Mr. Wricrrr. Well, I am talking about a set now that would prob-
ably on the average sell for some $320. ' R

Senator Rinicorr. So you have $320

Mr. Wricur. That would include consoles and table models all aver-
aged out. ‘ : ‘

Senator Risicorr. If you have $320, and -$20 is direct labor. That
is not a very big percentage. -

Mr. WrigaT. That is why I say I would prefer to supply you with
that information because really to get an accurate and meaningful
answer to that you would have to get the labor that was involved in
the principal components that went into that receiver some of which
we make and some we buy. ’ ‘

(Mr. Wright subsequently submitted the following additional in-
formation:) ‘ ‘ :

ZENITH RADIO CORPORATION,

1900 NORTH AUSTIN AVENUE,

. ) Chicago, Ill., May 28, 1971
Ton. ABRAHAM RIBICOFF,
U.S. Senate,
Washington, D.C.

DEeAR SENATOR RiBIcOFF: During my testimony before your Subcommittee last
week, I promised that I would supply you figures pertaining to the amount of
Iabor in a television receiver. Your inquiry of this item appears at pages 128-
125 of the transcript of the proceedings.

My reference to $20.00 of labor in the chassis and final assembly includes the
labor for components and sub-assemblies which we manufacture. In addition to
this $20.00 for direct labor per set, there is approximately $13.00 of indirect
support labor. The color picture tube we manufacture also contains another ap-
proximately $20.00 of labor cost and there is an additional $8.00 of labor in
components produced by our subsidiary plants. In total, there is approximately
$56.00 worth of labor, excluding fringe benefits, in the color sets we produce,
but this does not take into account the large labor content of components we
purchase—including semiconductors, receiver tubes, cabinets, speakers, trans-
formers, capacitors, etc. .

At an average labor rate of $3.00 an hour, the $56.00 represents approxi-
mately 19 hours of labor. In Japan, where labor costs $.78 an hour, excluding
bonuses and fringe benefits, the labor cost in a similar color television set would
be $13.87. As you can see, this is over a 4-to-1 differential in labor costs alone. When
vou couple this with the tremendous export subsidies and incentives given to
the Japanese exporter by his government, you can see that a U.8. manufacturer
is under a tremendous handicap in competing in the U.S. market.’

I do not have accurate figures on the amount of 'labor utilized in producing the
components which we purchase from outside suppliers. This comprises the bulk
of the components in our television receivers. We are certain it is a significant
amount. When United States manufacturers are forced to purchase components
offshore to lower the costs of their sets or complete foreign-built sets are imported
into this country, the great amount of labor in these components is also exported
out of the United States. .

During my appearance last week you asked whether the Japanese might not
have capitalized on the situation by entering a segment overlooked by U.8. pro-
ducérs. This ig a theoty which has been promoted by our Japanese friends in
order to divert attention away from the charges of unfair trade practices, It is

BEST COPY AVAILABLE



89

quite clear that the Japanese were not the first to supply the market with small
screen portables such as the 9 inch and 14 inch sets.

From the start of TV production in 1946 through 1960, a total of 76,188,000
television sets were built in the United States. While most of these were of large
screen size—19 inch and larger, there were also sets of the 16 to 18 inch size and
smaller screens, including 14 inch and 9 inch portable receivers. Virtually all of
these sets were U.S., produced. Large screen sets acconnted for about 679 of the
total sets in use, 16 to 18 sets 279%, and screens smaller than 16 inch about 6%.
Theie was no Japanese imports prior to 1960.

Apart from very, very small quantities of novelty type receivers from Japan,
the first Japanese import was in the popular 19 inch monochrome category. The
chassis was made by Vietor Company of Japan. The set was imported and a U.S.
made picture tube added by the Delmonico International Division of Thompson-
Starrett Company. U.S. sales of this Japanese set commenced in the latter part of
1960. This screen size accounted for the largest proportion of the total of 10,000
units that were imported from Japan in 1960.

Delmonico continued Japanese imports in 1961 with most of them being 19 inch
monochrome portables. Battery operated 8 inch Sony portables also appeared in
limited quantity during the latter part of 1961. This wag a limited distribution,
high-priced specialty item. In 1961, Japanese imports approximated 23,000 units,
with 19 inch monochrome the largest single category. In monochrome, as 1962
commenced, the 19 inch set continued to dominate the market. In mid-1962 the
popular 16 inch monochrome screen size was introduced first by General Electrie,
followed by announcements by Zenith, RCA, Admiral, Philco, Emerson and
others, Present and anticipiated Japanese competition began in earnest with
announced plans for future activities in this sereen size by Hitachi, Matsushita
(Panasonic), Victor of Japan (Delmonico) and Sharp. Delmonico continued im-
ports of 19 inch monochrome.

Late in 1962 Symphonic announced plans to import 19 inch and 16 inch mono-
chrome from Nippon Electric Corporation. Other screen sizes that were imported
in 1982, but in smaller quantities, includes spueelalty items by Sony, Matsushita
and others, Imports of Japanese sets totaled about 150,000 units in 1962,

The 11 inch monochrome portable—a screen size that was new to the U.S.
market—was introduced by U.S. industry in 1963. This screen size was promoted
heavily, first by General Electric, then by Admiral, and later by others in the
U.S. industry. Japanese imports in 1963 were primarily expansions of 16 inch
and 19 inch lines plus continued but smaller volume sales of specialty and other
sets which were for the most part smaller than 11 inches.

In 1963, the 16 inch size is believed to have been the most active Japanese im-
port size followed by 19 inch, At the close of 1963, future massive Japanese efforts
in the 11 inch line were indicated, In total, Japanese imports in 1963 amounted to
about 400,000 units.

Japanese imports for 1964 were estimated at over 700,000 units and included
16-inch, 19-inch and 11-inch models, In the 11-inch and related screen category,
sales by Admiral (who also introduced a 13-inch), General Electric, Curtis
Mathes and Sears (Toshiba built) were supplemented by U.S.-built Emerson,
Motorola (12-inch) and Zenith (12-inch), and by Japanese-built Montgomery
Ward (12-inch), Westinghouse (12-inch Mitsubishi), Magnavox (12-inch Nippon
Electric), and Sharp. There were also a number of very small sets by Sony and
others.

In mid-1964, 9-inch transistor battery-operated units were announced by Gen-
eral Blectric (U.8. produced but with picture tube sourced from Nippon Electric)
and Philco-Japanese produced. Competition in this smaller volume sales category
was presented by Delmonico and other importers from Japan.

The largest unit growth in the U.8, T'V receiver industry has been in screen
sizes below 20 inches for monochrome. As seen from above, U.S. manufacturers
initiated and promoted this market. In monochrome, at the time of Japanese
interest, the U.8. producers had started with the 19 inch screen size, then 16 inch,
then the 11 inch. Other sizes were also developed and promotéd by U.S. industry.
In color, U.S. production also included the trend to screen sizes below 20 inches.
The first portable small screen color television receiver sold in the U.S. market
was designed, produced and promoted by United States industry, and large ca-
pacity U.S. facilities were built to supply the market for small screen color and
monochrome.

It was in screen sizes below 20 inch, both monochrome and color, that the
maturing Japanese television receiver industry, looking for export opportunity,
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chose to compete in this country, first in monochrome and then, as the technology
became available, in color. This is the market segment that has borne the brunt
of the Japanese attack but, as can be seen from above, it was not because this
segment of the market had been overlooked by U.S. producers.

If you have any further questions on the subject of the foreign trade problems

of our industry, I would be pleased to discuss them with you at your convenience.
With all best wishes, I am y v venience

Very truly yours,
JosEPH 8. WRIGHT.

Senator Rmsicorr. In other words, to assemble and make a television
or radio set does not require much skilled labor ?

Mr. Wrietrr. No. Actually in the final assembly of a set the labor is
a surprisingly low factor but in the subassemblies and making the
components and the things that go into it, there is a great deal of labor.

Senator Risrcorr. But is that labor as much as machine work and
technological imputs?

Mr. Wrignr. Yes, it is a substantial and significant factor to us,
Senator.

Now, may I say this, that we, along with everyone else in our in-
dustry, are working just as hard as we know how to develop new
technology, which will enable us to compete in the United States for
some of these things. We use an awful lot of automated assembly now
that we didn’t use 5 years ago, and if we are going to survive we are
going to have to use a lot more. This will have an impact on jobs in
this country too but it is the kind of orderly impact

Senator Riprcorr. Trying to draw from my own observation and
experience, weren’t the Japanese the first to come out with the small
transistorized appliances and radios?

Mr. Wriaur. No, sir.

Senator Risrcorr. And they took the market away from the Ameri-
can companies.

Mr. Wrianrr. No. sir. Let me say this. The first radio, the first use of
transistors commercially that I know of, was our use at Zenith in hear-
ing aids. I think transistors cost about $6 or $7 apiece in the initial
stages.

’Ighen we came out with a small portable transistor radio from Zenith
that virtually captured the market; transistors were at that time still
expensive and this radio I think sold for around $75 at retail.

Senator Risicorr. Then the Japanese—with their Sonys and Pan-
asonics, came out and sold them for less when they first came out ?

Mr. Wricnrr. Well, they flooded the United States with a bunch of
very small transistor radios that sold at a very low price. It was a price
that domestic manufacturers just actually couldn’t meet.

Senator Risrcorr. Were they of good quality ?

Mr. Wrienit. They varied all over the lot, Senator. Some of them
were good, some of them were mediocre, and some of them were poor.

Senator Risicorr. Today when I pick up a radio, wheiher it is
marked Zenith or GE or Westinghouse, and T look at the back of it 1
see they are made in Japan. In other words, are all the American brand
names of radios—small table model radios, transistors, pocket radios—
made in foreign countries?

Mr. Wrignit. More than 95 percent of the personal portables, the
small transistor radios, are made outside of the United States. We still
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make the multiband, transoceanic and some high performance FM
portables in this country.

Senator Risicorr. How many of those small radios come into this
country.

Mr. Wrianrr. I believe that the total radio market last year was some
40 million units.

Senator Risicorr. 40 million, and that is a market that the United
States has lost completely ?

Mr. Wrigrrr. Yes, sir.

Senator Risrcorr. Ts the design or the quality of those radios better
than yours?

Mr. Wrrarrr. No, sir.

Senator Risrcorr. I don’t mean your particular company.

Mr, Wriairr. No, sir, As a matter of fact, Senator, one of our prob-
lems you know is that it is often said you can compete here because we
have advanced technology in the United States and we have better
enginecering and better research. As a matter of fact, all of the sig-
nificant developments in this area; transistors, integrated circuits,
color television, were invented in this country. But that technology has
been systematically supplied to the Japanese at a very minimal cost.

Senator Risicorr, By whom?

Mr. Wrignr. Well, Radio Corporation of America, General Electric.

Senator Risrcorr. When you say you supplied it to them, for a
royalty payment, I assume?

r. Wrigrrr. Yes.

Senator Risicorr. So, therefore they were supplying these patents
and methods to the Japanese for a royalty but in doing so they under-
cut their own business 1n this country.

Mr. Wrianir. Absolutely. You wonder with Old Omar Khayam who
salilcl. “What is it the vintner buys one half so precious as the stuff he
sells.”

Senator Risrcorr. In other words, for all practical purposes the
United States has lost the small radio business for good.

Mr. Wrarrr. Yes, sir.

Senator Risrcorr. How many jobs were involved in manufacturing
40 million radio sets?

Mr. Wriarrr. T don’t know that you could break down on jobs that
way. You see at about the time that the radio business was falling off,
our black and white TV business was booming, and also we were start-
ing to get into color, so it was no problem then shifting people from
radio operations into television first black and white and then color
and, of course, when the same thing happened to black and white and
these tremendous inroads began to be made, we still had color as a
very booming industry, so the impact did not appear at the time as
great as it really was.

Now we are losing the color business.

Senator Risicorr. Why ¢

Mr. Wricrrr. We are losing, well, T hope to get into that and tell
you some of the things that have been involved in that loss, Senator.

Senator Risicorr. %Vhat keeps worrying me is that American in-
dustry which has always prided itself on its initiative, and being
ahead of every body on method and design and quality in many prod-
ucts, has taken a backseat.
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- Mr. Wrient. Senator, in our industry, I can say to you without
fear of any serious argument that we have one of the most innovative
efficient industries in the country. You know how our product has
improved and you can sec the level and the rate at which we have
translated that productivity and that improvement into lower prices
and better products for the public.

Senator Riprcorr. What I am curious about, for instance is the
example of the portable Sony television set. They came on the market
here with this small television set first.

Mr. WrigHT. Yes.

Senator Risicorr. And there were no competitive American tele-
vision sets of that size, and these sets gave a very good picture and
were well received.

Mr. WrigHT. Yes, sir.

Senator Risicorr. A lot of people just didn’t want a big console
television set. They might want onc on a bedside table or they might
want an extra one in a kitchen. When they went around to try to
find o small television set the only small one they could find was
Japanese, so they ended up buying a Japanese set.

Where was the American television industry at this stage?

Mr. Wrienr. Let me say to you, Senator, that one of the problems
involved in small screen sets is that there really is not the economy in
a smaller set that there would appear to be. In other words a 12-inch
color set has to provide and perform exactly the same functions as a
25-inch set.

Senator Risrcorr. All right.

Mr. Wricit, There has got to be a bottle made that has almost a
million dots, there are three guns that sweep it, the information com-
in%Iinto the tuner has to be processed and done the same way.

ow the way our Japanese friends really penetrated this market
is one that I would like to get into with you and it has not been on
the basis of any superior productivity or any more efﬁciencK. Now
they obviously saw a place in our market where they thought they
could gain an advantage and, of course, when you are shipping half
way around the world a small screen set is a much easier thing to ship
but these small sets in Japan have sold for over $400, in the Japanese
market but sell in this market, made in Japan, for $250.

How hasg that come about? That has come about because the Japa-
nese have maintained a closed market and high fixed prices.

A set that we make in Chicago, with a 23-inch tube, a fine console
S(}t, has a list price in Japan, in the National line, which is Panasonic,
of $1,200. ‘

Senator Riprcorr. But the point I wish to muke is what if I don’t
want a 23-inch set ¢

Mr. Wrignr. All right.

Senator Risicorr. And there are a lot of other pcople that don’t
want a 23-inch set. In the same way the automobile industry woke up
too late because a lot of people wanted small automobiles and they
were only selling big ones. Tlmir attitude was why should we bother
with the small ones, we don’t make as much profit. They sell for $1,800
instead of selling for $3,500. That was probably the same way with
television, if you can sell them for $500 why produce a television set
that had to sell for $250. I am trying to get this straight because I
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find this in many foreign items. The consumer likes what he_ sees
and the lower prices. Why are American industries so slow to emulate ?
Why are we so far behind on styling ¢

r. Wriant, Well, you could get an argument on style. We think
that a great deal of it has been copied from us in styling. I will have
to say on the small screen sets I do think our industry was late in
coming to the conclusion that there was an important market in it.

And we now have a spectrum of American made smaller screen
color sets which I think can compete with these people if our trade
is established on a fair and reasonable basis.

Senator Risicory. But isn’t it too late? This is what is bothering
me: forgetting the higher labor costs. T think that the American
television industry allowed Sony to successfully market their small
television. When peo%le thought of a small television set they auto-
matically thought of Sony and went and bought a Sony television set.
By the time you come in people are Sony-oriented when it comes to
small television sets,

Mr, Wrianr, Well, you know, Senator, this is the free enterprise sys-
tem; this has been the history of our business over the years. People
that read the market well and came out with things that were accept-
able to the public in competition with other products on_the shelf
prospered and others like the few I mentioneb didn’t and they are
out of business now, and this is one of the things. I don’t mind com-
peting with the Japanese on a fair and open basis. I am the last one
to sny that the Japanese products should be shut out of this market.
I am a real believer in the free enterprise system. And we have got to
take our chances in competition, and if we read the market wrong,
then under our system we pay a price for that. )

Senator HanseN. Mr. Chairman, would you yield at this point?

Senator Rinicorr. Certainly. )

Senator Hansen. I may be in error. I suspected, Mr. Wright, that
you might be trying to make a different Foint than to highlight the
aceeptability or relative unacceptability of a particular type or model.
You just started to say that this color set that was made had a
selling price in Japan of some $1,200. Would you be kind enough
to e:é%nnd upon what T thought may have been the point you had in
min .

Mr. Wriarr. Yes. The prices at which the Japanese imported into
this country—priced their merchandise—are very substantially be-
low the home market prices in Japan, and I am delighted that Mr,
Connally and his—- ‘ ‘

Senator HansEN. That is the point I wanted to bring out.

Senator Rinrcorr. The Treasury has brought an antidumping action.

Mr. WrigHT. We are proud of them.

Senator Risrcorr. It took a long time but they have finally moved
in with an antidumping action. Has that helped?

Mr. Wrictrr. Well, they haven’t finished it yet. There has been no
final dumping finding. By that T mean there has been no assessment
of duties, and I was glad to hear the Secretary say that they had in-
croased their staff from 10 to 30, but I will venture there are at least
a hundred lawyers and engineers and public relations people for
cach one of those Treasury people who have been working on the other
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side of the dumping thing, so it has been a remarkable accomplish-
ment, and on that line——

Senator HanseN. Could I ask just one other question there, Mr.
Chairman?

Senator Rieicorr. Certainly.

Senator HanskN, In other words, to have a better perspective in try-
ing to understand the point you are trying to make, could you follow
through and give us the figures on the $1,200 set, the price in Japan,
and make comparable analysis or tell us what the situation insofar as
the sclling price of a radio or T'V set in Japan was made in Japan and
what they were selling for in the United States. T think this is relevant.

Mr. Wrianrr. One of the difficulties, of course, in this whole area of
price comparisons is what the Japanese actually sell their sets for to
importers into the United States and what they sell them for to the
various levels of the trade in Japan has been a very difficult thing to
find, and it has, I think, been made deliberately obscure, as a matter
of fact, so all we really have are what the listed retail prices are.

I have here a Panasonic, which is Matsushita, the largest Japanese
company, line folder, and list prices which were applicable in the first
})art of 1970. T am not sure that it is still applicable; there have been a

ot of things going on in Japan.

Mama-San found out for instance she was paying substantially
higher prices for TV products in Japan in order to subsidize sales at
extremely low prices to the rich Americans.

The consumers established a boycott and MITT stepped in and or-
dered manufacturers to reduce prices by 15 percent.

Senator HanseN, These retail prices are important to me. Maybe
they don’t tell the whole story, but I think to the average consumer
they are the important item, What is the important thing there?

Mr. WrrianT. Here is a 12-inch color picture tube set from Matsushita
which has a list price of 123,000 yen in Japan, and that is $342.

Senator Lona. Let me just interrupt you to see if T can get this
straightened out in my mind. As I read your statement, what you are
saying, in effect, is that the Japanese found they could take American
technology, put it to work in Japan, and capture the market for small
portable radios in the United States, and they proceeded to do that and
we did nothing to keep that from coming about.

Mr, Wriarrr. That 1s exactly right.

Senator Loxa. So we let them have the advantage of free trade to
capture our market for compact portable radios. After they captured
that you found that you could manufacture a color TV set and sell it
in Japan cheaper than they can ?

Mr. Wrierrt. Absolutely.

Senator T.oNa. And then in that case they proceeded to impose every
kind of barrier to keep you from getting your set in there.

Mr. Wrigrrr. You are correct.

Senator Long. Now they are sitting with a trade surplus with us of
$1,200 million using unfair trade practices to keep our products out of
their market while they insist on filling up our market for their
products.

Mr. Wrignr. That is correct, and, Senator, as I have said in this
statement, we currently have a negative trade balance in our industry
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of over a billion dollars. If you take what we consider to be the growth
of our industry over the next 5 years, it will grow from somewhere in
the neighborhood of $4 billion to something around $6 billion and
imf)ortcd products will account for over 60 percent of that and we
will have a negative trade balance in our industry alone of somewhere
between $314 and $4 billion,

And further more, we will have exported thousands and thousands
of jobs out of the United States,

Now some years ago we embarked on an employment program at
Zenith, We live in Chicago which is a large city which has uﬁ of the
urban problems that you hear about and we spent an awful lot of
our own money going down and getting the minority people that were
underprivileged and had never been in the work force and helping
them out and training them and then giving them jobs. Tt doesn’t do
them any good to train them unless you have got a place for them to
work. We also had through our tube division a GGovernment contract
and we spent a couple of million dollars of the Government’s money
in order to accomplish this same purpose. Now we finally got to a point
where we had a very significant part of our employment—more than
5,000 people in the (thicago aren—who were blacks, Mexicans, Puerto
Ricans, or other minority people, and it was wonderful to see it.

I mean here is an economic opportunity, a good job, incentive pay, a
profit sharing, that at the end of 25 or 30 years they could walk out
with $75,000 or $100,000, Now when we have had to cut our work force
in the United States more than 5,000 jobs in the current 3-year period,
we had no alternative but to lay off the newest people with the least
seniority, and this fell hardest on the minority people we had worked
s0 hard to hire. They were the first to go.

Senator Risicorr. How many people do you have abroad working
for Zenith?

Mr, WricHt. I can’t answer that speciﬁcnll . It is going up very
rapidly. We opened a new plant in Taiwan in February, and that
plant will by fall have probably 1,500 to 2,000 people in it.

Senator Risicorr. What do you figure it \vllll cost you to make a
comparable set in Taiwan as against Chicago.

Mr. Wrrarrr. Well, we think that we can save $10—Dbetween $7 and
$10—per receiver on making it in the Orient as against making it in
Chicago.

Senator Rmicorr. $7 to $10 on an item that sells for how much?

Mr. Wrienrr, This is an item-—small sereen black and white TV now
is what we are talking about—this is an item that sells for say $80 to
$120. T am talking retail prices now.

Senator Risicorr. Your basic market for these set will be in the
United States?

Mr. Wrrairr. Oh, yes.

Senator Risrcorr. So you will take these $80 to $120 television sets
and you will import them into the United States?

My, Wriarrr, That is correct.

Senator Risicorr. And it will have Zenith's name on it, but on the
back will be stamped, “Made in Taiwan,”

Mr. Wrionrr. But it will be Zenith engineered and Zenith designed
and produced under our control and to our quality standards.
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Senator Risrcorr. In other words, the name in front would be
Zenith and then you would have to look in back to find a little stamp
that would say Taiwan?

Mr. Wrienr. That is correct.

Senator Risrcorr. So as far as an American was concerned he
would figure he was getting a Zenith made in Chicago unless he turned
the set around and took a look at it.

Mr. Wricirr. Well, I am not exactly making a secret of the fact that
we are building TV sets in Taiwan.

Senator Risrcorr, I know, but when the dealer sells Zenith or GI
or Westinghouse or RCA they won't say it was made in Taiwan.

Mr, Wrignir. That is correct.

Senator Risicors. The same would apply to your advertising.

Mr. Wrranrr. That is correct.

Senator Risicorr. Now, you say you save about $7 to $10 for making
it abroad. Would this be a net saving? What will it cost you to ship
itbher(;——t-hc insurance and freight Senator Long has been telling us
about ?

Mr. Wrianrr, No, I am talking about a net saving.

Senator Risicorr. Taking into account the shipping costs.

Mr. Wrictrr. Yes, you see, if there is a product that has a retail
price of $100, there is a dealer margin in there and then there is a
margin for the wholesaler, so our selling price could be say $60, $65
for that product so that $7 to $10 is a very significant item so far
ag we are concerned.

Senator Risicorr. Is this happening with practically every tele-
vision manufacturer and radio manufacturer in the country?

Mr. Wriant. We are the last ones to do it, Senator,

Senator Risrcorr. You are the last ones.

Mr. Wrignr. We made our 25th million 'T'V set last fall and every
single one of those was made in the United States.

enator Riprcorr. And this is the end of the line.

Mr. Wrianrr. I dont’ say it is the end of the line. We are fighting
as hard as we know how, to develop technology and do things in re-
search that will permit us to have a better product. We have a new
development in picture tubes which increase the brightness of the tubes
by 100 percent and the contrast by 20 percent. Of course our Japanese
friends immediately wanted us to license them on it. I don’t sec how
we can license these people on that kind of technology and make the
stuff here in the United States and compete with them with their wage
rates in the Orient, so we refused.

Senator Risrcorr. Do you want to make some more highlights. These
are important factors to weigh.

Mr, Wrigtrr. Yes; I do.

Senator Rmsrcorr. Do you have figures in your statement on the over-
all impact to the entire industry, or are you just talking about Zenith ¢

Mr. Wriarrr, No; T am talking about consumer electronics. When 1
said our total industry was $4 billion and some million and even under
the understated import things which of course are f.0.b. and no ci.f.,
they accounted for some 25 percent of the dollars last year, and we can
see in a 5-year stretch using the last 3 years a yardstick that imports
will be over 60 percent of the total dollars. And the negative trade
balance of nearly $4 billion I am talking about now is going to be
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ust in consumer electronies alone. I have not talked about what has
appened in the supporting industry.
. Actually there is a higher labor force engaged in components mak-
Ing semiconductors and coils and tuners and a lot of theso other things,
some of which we make but most of which we buy, and this industry
has been hit even harder than our finished goods industry, and if you
go along the road between Taipei and Neili in Taiwan’ you will see
the names of virtually every large American and European company
of importance in our business.
o Th(; industry has moved out of the Middle West and moved to the
rient.

Senator Lona. Let me see if T understand this. What you are saying
to me is that, as far as your industry is concerned, Japan is the epitome
of a protectionist country.

Mr. Wrienr. Absolutely.

Senator Long. In other words, Japan simply refuses to permit
American clectronic parts to be sold in Japan but at the same time
insists on freo access of their products to our market and are getting
it. So, in effect, it is like that story about the duel where one man is
standing behind a tree shooting at the other fellow stunding in the open
with no defenses.

Mr. Wrranrt. That is correct. Senator, Japan is the most fascinating
studv of any country that vou ever saw. They have a system that is
hard for us to understand just as I am sure our system is hard for
them to understand. We never know where the Japanese Government
begins and where it leaves off and where we are dealing with an in-
dustry matter and where it is really a matter of government policy.
Some way or other the Japanese scem to be able to arrive at a con-
sensus about what their national interests require, and I might add
that when they are in the process of doing that they put their economic
affairs in the number one priority, and political and diplomatic and
other things are secondary.

Senator Risrcorr. That is what we are trying to bring out in this
committee.

Mr. Wrrgrrr, T understand.

Senator Risrcorr. T think what you ave talking about is true. There
is a great identity in foreign countries between government policy
and economic policy, and they are in tandem all the time. Everything
ig done in the national interest and the economic interests are 1denti-
fied. This is the point that T believe Senator FFulbright was trying to
make with the Secretary. While we were worrying about NATO force
levels and defense matters, the Japanese were more interested in selling
Sonys, and the Germans in exporting Volkswagens. In the process
they really began moving into our traditional markets.

Mr. Wriairr. Senator, you are absolutely right. T remember when
Mr. Sato was over here and had some meetings with Mr. Nixon. After-
wards, he gave a press interview and this was just typical of the differ-
ence in the Japanese approach and ours, and he said there had been
understanding with the President that the United States would con-
tinue to take the major part of the burden of the defense of the Far
Eust, and that Japan would take a larger role in the economic develop-
ment of the Far East. Well, all that meant to me was that we were
going to continue to pay all the bills, they were going to go in and
sew up all these markets and they have.
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Senator Ripicorr. They have. But what is interesting to me now is
that for example you went to Taiwan. Others are going to Korea and
to IHong Kong which would indicate the Japanese are about to lose
their markets to other more less developed economies.

Mr. Wriarrr. Senator, the Japanese have done the same thing. The
Japanese are in Taiwan, Panasonic is in Malaysia, they are in Hong
Kong, they have followed this same route. )

Senator Risicorr. But when does it catch up. Tn other words, you
can’t keep running away all the time. The Japanese standard of living
goes up, their wage rates go up, their social security benefits go up.
Then the Japanese and American and the French and the Germans
and the Inglish have to find a place where they can start all over
again with low wage rates.

Mr. Wricirr. You are absolutely right. But the problem we have
with the Japanese. if you look at the last few vears, is they are going
up at approximately 18 percent inerease in wage costs per year, We are
going up around 8, but if you start at three dollars and something and
go up at 8 percent and start them at 70 cents and go up at 18 you see
that none of us are going to have much interest in it by the time
those two curves meet,

Senator Flaxsen., Mr. Chairman, would vou yield for a moment.
In order that T don’t become lost again because I want to understand
what is going on here, and you had just observed that T had been lost
on one other situation, let me say that it occurs to me that we ought
not to be oblivious to the fact that there is a very significant difference
between Japan’s economy and our own, They have had the full co-
operation of government on financing 80 percent of their operations,
they have decided to cartelizo the markets throughout the world so
as to see that they didn’t have any lost energy. T understand that they
will look at a market and decide what the potential is insofar as
Japanese business is concerned, and say “we will have six factories
making this particular thing” and they also have, and I think it is
extremely important, an increasing job opportunity. As I pointed
out earlier——

My, WriaHT, Yes.

Senator TTaxsey (continning). About 10 vears ago, for each grad-
nating high school senior there were two jobs offered. Today it is 7.7
jobs offered. We have got an unemployment picture in this country of
6 percent and we are concerned about jobs. When you say that we im-
ported 40 million TV sets in this country, I think it is important to
know how many jobs we are talking about. Now it would be all
right if we were under the same rules as you have suggested, you are
a free enterpriser and T compliment vou on that but T suggest they are
playing by one set of rules and we by another, and T think we have
got to keep in mind always what we are talking about in jobs here.

Mr. Wricnr, Senator, you are absolutely right, and T think one of
the problems we have had in this area is one of understanding.

Now the Japanese are great pragmatists. They can always tailor
their program to fit what theyv consider the realitics of the situation.
One of our problems is that we have had an awful lot of talk about
protectionism raising its head in this country, and the State Depart-
ment. and other people running around and making speeches about
it, and I think it has misled the Japanese into thinking they don’t
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have to do something about these very unfair and discriminatory
practices that they have engaged in, and I don’t think we have done
them a favor in misleading them that way about it.

They really didn’t think they were going to have any problems
with this dumping matter.

Senator Hansen. When you spoke about their going into Taiwan
and these other countries doing the same think that these multina-
tional corporations in this country are doing, I think underscoring
that fact 1s this important statistic and that is that they have more
jobs today, and I am repeating here now, than there are people to
supply these jobs in Japan, so anywhere they can go, whatever they
may do further to enhance their economic situation, makes good busi-
ness for them but it is too bad for people out of work in this country
to witness American corporations because of the unfairness of the
competition having to go abroad to take advantages of cheaper pro-
duction, in order to be able more effectively to compete in our own
country, and that is exactly what I understand you, as chairman of
the board of Zenith are doing.

Mr, Wrianrr. That is exactly right.

Senator HanseN. You are having to go over there because they have
been bringing the TV sets and radios into this country, high quality
products, that employ TV latest technology that has for the most part
been supplied by the brains and genius of American engineers and
clectronics experts, they have been taking advantage of all of that
known-how and shipping things over here so the only way you can
compete with the great differential in the trade regulations and in
wages as well is to take your plants abroad, is that what you are
saying ?

Mr, Wricnir. Exactly, and the tragedy about it is this. QOur industry
has supported a great deal of research and development. Tt has been
a very innovative industry.

Senator Hansen. You said most of them in this industry.

Mr, Wrienir, Yes, and if we have to move that industry offshore I
am not sure how we are going to maintain the kind of high grade
technology we have had here and, of course, the Japanese are now
beginning to develop this competence and this capability themselves,
and they are spending a great deal on research and T am sure it is going
to be productive in the years ahead.

Senator Tona. Let me see if T can get something else straight here.
What is the balance of trade in the electronics industry today ? Are we
importing more than we are exporting or is it the other way around.

Mr. Wrianr, Senator, T think that the exports of consumer elec-
tronics last year were $77 million and T think that Zenith accounted
for more than 50 percent of that. Virtually any place we go in the
world we are forced to set up a plant in order to serve the local market.
There are very few places in the world where we can ship things that
we make here into the other country.

We had to fight 11 years to get the right to ship into Canada.

Senator Lo~a. Yes. How much imports do we have at the present
time in consumer electronics ?

Mr. Wriairr. The imports were 1,153 million, T think, T have the
figure somewhere in the statement. .
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Senator Lona. Then, reading at page 19 of your statement here then
you are saying that by 1976 we will have a negative balance in this
item alone of $314 billion.

Mr. Wrranrr. That is correct.

Senator Lona. So we would appear to be in for minus $3,500 million
in addition to the other minuses in our balance of trade and balance
of payments on this one item alone looking down the road for 5 years.

. Wrranr. Exactly.
Senator Lona. This is the area in which the Secretary of the

Treasury said Americans have been successful up until now—the area
of technologically oriented production—is that correct ?

Mr. Wrianrr, That is correct. Color television employs the highest
technology of any mass consumer item that T have heard of. Tt requires
an investment ot some many million and a staff of engincers and re-
gearch people that represents tremendous obstacles,

Senator Lona. If T understand what you are saying here—we are
big losers in this area, and the principal reason why we are big losers
is that Japan refuses to permit our products to enter her market.

Mr. Wrigirr, Senator, in 1961, we Ihud a Japanese distribution com-
pany come to use and say, “we would like to handle your TV sets in
Japan,” black and white TV sets.

“We think there is a market for between 10,000 to 20,000 sets a month
of your product in Japan,” and we looked——

Senator Loxa. How much a month?

Mr. Wrigire, Between 10,000 and 20,000 TV receivers per month.
We looked at the economics of what our own costs would be. We looked
at shipping costs to Japan, and by the way this is another imbalance.
They charge $70 a ton on high cost freight west and it is $40 a ton
going east. The duties at that time were some 38 percent, based on the
c.i.f. landed costs, whereas our duties are of course based on f.o.b.
Japan, and despite all these high costs we found that this would be
a good business proposition for us and that we could be competitive.

Well, what happened?. We were denied an exchange license, and
what is more. the people involved were told in no uncertain terms
by this administrative guidance thing that this was not what they were
expected to do.

Another company in our industry, I understand, tried to take a
whack at this Japanese market and if you would look at the prices it
would make your mouth water, They got their sets in but they couldn’t
get any repair parts for them.

So thev were squeezed out.

T was in Japan just a few weeks ago and thev have a fantastic num-
ber of electronics stores up and down the streets in Tokvo and there is
not a single American product T could see in anv one of them.

Senator Loxg, With regard to this fellow who was able to get his
product in. I assume the Japanese felt the Americans were fly-by-night
business people because they sold a product without making any parts
available to repair it. ,

Mr. Wrront. T wasn’t there, Senator, but T am sure they did every-
thing necessary because they dried up a big and important American
company in this business. And we now have got a new plant in Taiwan
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and I would love to ship those sets from Taiwan into Japan and we are
going to do our best to take a whack at it.

You know another thing, I spoke about the pragmatism of the
Japanese. In our Kennedy Round of negotiations we negotiated our
tariffs downward, and I believe that we got them down to 10 percent
and then they were to drop in one percent increments for 5 years to 5
percent. I think we are down to 6 percent now.

The Japanese started at a level three times that and came down by
the same percentage increase, but you still wind up with the Japanese
tariffs on a c.i.f. landed cost at three times what they are into the
United States, and I pointed out to the House Ways and Means Com-
mittee this does not make any sense. Why shouldn’t we have an upward
rovision of tariffs to meet the Japanese. Well, what happens? Two
months later MITI decides to reduce the incoming tariffs on consumer,
incoming consumer TV sets, to something like 7.5 percent. This looks
like a great victory but after all 7.5 percent of nothing is still no better
fht}n 15 percent of nothing or 20 percent, whatever the duties were
refore.

T just don’t believe that the Japanese are ever going to open up their
market to free trade the way we have done, and the way they insist we
keep on doing,

Senator Lona. It is clear they won’t do it as long as they are con-
fronted with American negotiators who won’t insist on it.

Mr, Wrianr. I will agree with you and I think it is a great tragedy
wo have had so many different agencies that have been preoccupied
with the diplomatic and political considerations. We have had no touch
with our trade negotiators, they haven’t tried to get down into our
problems.

Senator Risrcorr. This is one of the basic objectives of this com-
mittee to try to highlight all these differences and bring into the public
forefront as well as the government forefront the importance of eco-
nomic matters and the seriousness in which our government has to pay
attention to problems such as this.

I think this has been the complaint of Chairman Long of the com-
mittee and many of us have complained constantly. We hope as a re-
sult of these hearings and more to follow at least we will highlight this
to the country so they will understand what the relative problems are.
It isn’t a question of free trade and protectionism which are two fake
words, it i8 a question of freer trade and reciprocity. I think you have
to have an element of reciprocity between all nations to give everybody
a break and have it the same way.

Mr. Wrianir. Senator, you have done a great service and I am glad
Pete Peterson is down in the White House. He is a great man and will
make a contribution. We have a great many people, we have the At-
torney (General in charge of antitrust telling the Tariff Commission
all of this evidence of injuries from imports is greatly exaggerated
and chasing American companies around on things and paying no at-
tention whatever to the cartel arrangements in Japan.

After all the Japanese government found the Japanese companies
fixing prices of TV sets on the domestic market and I have no doubt
ghege has been collusion on these export matters that affect our foreign

rade.
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There is a section of the law that provides criminal penalties for
dumping under these circumstances. There has been no activity what-
ever to look into the matter on that basis and that is why I am so glad
to see Senator FFannin’s new bill which T think would make sense at
simplifying the procedures in this anti-dumping.

I remember when we first got the right to do business in Canada
and this was after a long battle in the courts with a cartel that con-
trolled the business up there. When we started shipping sets into Can-
ada, the Canadian customs came down to Chicago and came into our
office and wanted to determine from our original books and records we
were not selling to distributors in Canada at a lower price than we
were selling to distributors in the United States or we weren’t giving
them any more advertising and promotion money, and they satisfied
themselves in four hours that we were doing it properly and that was
the end of that.

We have had in this the dumping thing, that is still not settled after
3 years one of the most complicated procedings that has been going
cny T am not critical of Treasury about it, I mean this is a procedure
that has been built up over the years and they have done a fine job
with it but it shouldn’t take more than 8 years to find out whet{ler
an industry is being wrecked by dumping. If machinery requires that
then it is worthless.

We have got another statute on the books, Senator, that has been
a dead letter for 70 years. I am talking about the countervailing duty
statute. The most recent version of that appears in section 303 of the
Tariff Act. Now this section has been on our books for 70 years and it
says that the Sceretary shall have the duty of imposing a countervail-
ing duty where bounties or grants have been provided on dutiable
goods coming into the United States.

Congress’ theory in this was it is all right to have free competition
but American industry shouldn’t have to compete with a foreign gov-
ernment. I think it is just as sound now as it was then. The Supreme
Court has interpreted this section a number of times. The Treasury
Department, as far as I can see, has no policy on this statute at the
present time. They have been to Congress twice asking for it to be
amended, to give the Secretary discretion as to when he would do this
kind of thing, and in each case Congress has refused to act, but it is
treated as if the Seeretary had complete discretion whether to act in
this or not. I know it is not his fault that the State Department has
been calling policy in these matters.

Senator Rmstcorr, The staff memorandum rises the point you
make. While we have no legislation before us at these hearings, we can
highlight some of these problems, some of the weaknesses, and some
of the changes that have to be made.

You are very knowledgeable and I feel your statement is very
worthwhile. Tt is unfortunate that it comes after such long testimony
and questioning of Secretary Connally. However, what you have to
say is of great significance, and it will be part of the permanent record,
and I think all of us here have had an opportunity to raise specific
points, T hope you would allow us, if we have any other questions, to
write you and have you answer us,

Mr. Wright. I would be very happy to.
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Senator Risrcorr. We do appreciate the opportunity. Certainly,
Senator Long.

Senator Lona. May I get into one point with you. I refer to the
point I raised with Secretary Connally. These Japanese people came
over here and called on me. When I suggested that they let more Ameri-
can imports into their market, they said.

“Well, Senator, here is an article right here in the New York Times
which shows that you have a favorable balance of trade of $2.7 billion.
After all, the rest of the world hasto live too.”

_What the New York Times did not tell is that if you take out the
give aways for which we are not being paid and then you add in the
freight and insurance on imports you find that you didn’t make $2.7
billion, you lost $3.2 million for the year 1970, You are going busted,
notwithstanding which the onl y American paper they read in Japan,
the New York Times gloats that we are just making a fortune,

They say “why can’t we shake these Americans down and skin them
for some more, because by their own New York Times story put out
once every 3 months they are getting rich,” when the truth is that we
ave going broke. In other words, it is a fraudulent news release pub-
lished to try to maintain a policy which I fail to understand.

Can you explain to me why we publish figures to try and make the
world think we are getting rich in this foreign trade picture when we
are going bustec.

Mr. Wrianr. Well, Senator, I don’t understand it and I don’t under-
stand cither the great effort that is made by the State Department
putting out pamphlets and having people making speeches around
about decrying protectionism and saying we shou](hl’t consider modi-
fying our traditional American policy at all because this misleads our
trading partners into thinking they can get away with some of the
tactics they have employed in the past and I don’t think we are rich
enough to let them do it any more.

Senator Lona. It seems to me if you are going to get those people to
agree to something that makes sense, you have to first start out b
explaining why you ean’t keep supporting balance of trade and bal-
ance of payments deficits, this is wrecking this country. We can’t keep
going this deeply in debt. There must be a change in the situation.

Then having pointed out what the problem is, you suggest what the
answer is and work for it, insist on it and fight for it.

I have been surprised to have outstanding people come from Japan
and to me and say, “If you Americans have this problem why don’t
you explain that to us and we will talk about that to you.”

So t{m best I can make of it our Nation must not even be telling
them the kind of things you are telling me, which I should think they
would be willing to concede if you have the facts as you indicate here
to prove your point, o . )

But as long as we insist that wo ave getting rich, and insist on trying
to inform our own people and the whole wide world of that, can you
blame them for taking us at our word ?

Mr. Wrigrir. No, sir. 1 wish I could see the answer as clear as I see
the problem, Senator. I don’t like import quotas, I don’t like us to
buil(ll a wall around the country and shut out goods from other coun-
tries, we would not stay great and rich that way ; but certainly I don’t
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think we have to stand for the kind of tactics Japan has employed in
our industry.

Senator Long. Well. I would like to make it clear, I am not a free
trader. I don’t think you are going to find anybody who is going to
trade entirely frecly without taking other considerations into account.

I am willing to accommodate free traders in areas that don’t par-
ticularly effect my State one way or the other. It is all right for you to
be a free trader 1f you want to be and the other fellow, too. Coming
from a State that manufactures practically no electronics and cer-
tainly none for export, it would be perfectly all right with me for you
to say, “Well, fine, why don’t we free trade in electronics, so then we
can ship Japan color television more cheaply than they can produce it
there and they can ship us portable radios and black and white TV
cheaper than we can make it here.”

That would sound all right to me. That would be free trade, that is
what we are talking about, I should think.

What you ave telling me is that when you try to do that they will not
permit the color sets to come in even though they have been permitted
to completely monopolize our market for portable radios.

Mr, Wrranr. That is right. And, Senator, I agree with you, I don’t
think we ave ever going to solve this problem on the basis of trading
one industry off for another, :

The complexities and difficulties of trading textiles for electronics
or steel for oil or something else like that just doesn’t scem to me to be
n sensible approach to the problem. This is one of the difficulties.

Senator }lmwomﬂ. Tlmn{( you very much, Mr. Wright. You have
made a very valuable contribution.

(Mr. Wright’s prepared statement follows. Hearing continues on
page 119.)

STATEMENT OF JoseEpir S, WRIGHT, CHAIRMAN OF THE BOARD, ZENITH RADIO
Corp,

I am Joseph 8. Wright, Chairman of Zenith Radio Corporation, and, among
other things, a member of the newly-created Advisory Council on Japan-U.S,
Iconomic Relations.

While our company Is a leading nember of the consumer electronics industry
in the U.S. and many parts of the world, I wish to make it plain that I am
speaking only for myself In this testimony and that while there are many people
in our industry who share my views on many points, ours is an extremely com-
petitive industry and it is composed of many diverse components which lead us
to divergent points of view on most any subject that you could name.

I would like to tell you a little something about our industry as a background.
I know the Committee does not wish to get involved in the detalls of a particular
industry or company, except insofar as it contributes to a better understanding of
our country’s over-all trade problem. If I scem to be dwelling over much on
Zenith and our industry, I hope you will understand that it is not intended to
ask this Committee to solve the problems of a particular industry. I only hope
that the background of our experience can be helpful to you in arriving at a
better understanding of the nation’s over-all trade problems.

Zenith was a small company, started on a kitchen table more than 50 years
ago, and has grown and prospered to its present size by achieving a reputation for
quality and integrity among dealers and consumers of our products throughout
the world. We are not a conglomerate, but have specialized in consuiner elec-
tronics over the years, We have played a major role in almost every develop-
ment in our industry. We have also played an important part in producing highly
sophisticated electronic products and systems for national defense, although
from o dollar standpoint this is a small part of our business, Our sales volume in
1970 was 573 million dollars and our average employment in the U.8. was approxi-
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mately 20 thousand people. In addition to our own direct employment, we pro-
vide employment for many thousands of other people who make components which
we use in our operations—tuners, speakers, semi-conductors, capacitors, tubes,
cabinets, and a host of other products. We are the largest producer of TV receivers
both black-and-white and color, having produced and sold more than 2 million TV
receivers per year for many years. Last fall we produced our 25 millionth TV
receiver, and up to now every one of these sets has been made in the U.S. In addi-
tion, we are the largest exporter of such products from the U.S. and have fought
for many years to open up foreign markets for American made products. I deeply
appreciate the opportunity to appear before this Committee to tell you about some
of our experiences and some of the problems that we see facing our country and
our foreign trade, employment and balance of payments problems.

I would like to start out by saying that I think we do ourselves a very grave
injustice when so often we discuss thig matter of our trade policy by using the
polarizing terms of ‘“free trade” and protectionism.” These are emotional tags
which stir people up one way or another and they really work against our ability
to solve some of these most difficult problems,

THE CONDITION OF OUR INDUSTRY

The consumer electronics products industry has for all of its existence been one
of the most highly competitive, eficient and innovative industries in our country.
It has made our mass communications the best in the world. Long before there
was any competition from foreign imports, our industry invariably passed on to
the public in the form of lower prices and better products, the full benefit of our
growing technology and productivity. As a matter of fact, from 1950 to 1963, in
the face of rising prices and wage costs throughout the economy, the average unit
prices of black-and-white television receivers decreased by more than one-third.
Television receiver production has always been so extremely competitive that the
mortality rate of the companies in the business has been very high. Many great
names in our industry just in the past 15 years have found the going so tough
they got out of the business—Capehart, CBS, Dumont, Hotpoint, Stromberg-Carl-
son, Westinghouse, Webcor to name just a few.

I would like to show you a chart which contains the Bureau of Labor statistics
consumer price indices from 1952. You will note that the 1970 index of prices for
all products and services stands at nearly 150 from the base year of 1952, while
the indices of prices for TV and radio have steadily declined from 1952 and stand
at 72 and 68 respectively. This has been accomplished in the face of sharply rising
wages and costs of purchased materials. Remember also that radios in 1970 have
FM and often stereo; and that TV is not the small screen black-and-white of 1952
put in 1970 includes large screen color and vastly improved products from the
standpoint of service and reliability. You will note that this steadily declining
index of prices, despite tremendous product improvement antedates by a long
time the flood of imported products which has in the past few years virtually in-
undated our industry.

T dwell on these points with some pride only to show that our situation is not
that of an industry which has lost its vigor and must be protected from more
efficient competitors abroad. On the contrary, the prices of our products are lower
in the United States than in any other country in the world, including Japan and
Germany.

T have attached to this statement a series of charts entitled “U.S. Imports in
the Consumer Flectronics Industry,” which are graphic presentations of official
Bleetronic Industries Association statistics showing what has been happening
in the major categories of our business from 1960 through the first quarter of
1971. The red parts of the bar showing imports have an added broken line which
shows the portion of imports which are under U.S. label; the balance, of course,
are under foreign labels. The numbers are all in units produced or imported.

In the late 1950’s, milliong of low-priced Japanese transistor radios poured
into the United States. As shown in the charts, by 1960, 55 percent of all portable
radios sold in the United States were of Asiatic origin. By 1968, this figure rose
to almost 95 percent and has remained at almost that level through the first
quarter of 1971, For total radios, including portables but excluding automobile
radios, imports accounted for approximately 91 percent of the market in 1970
and we estimate that the U.8. will produce less than 5 percent of the whole U.8.
home radio market of about 40 million sets in 1971. Bxcept for certain specialty
types, the manufacture in the United States of radios was made economically im-
- possible within ten years of the invasion by the Japanese.

62-790 O—71—pt. 1——8
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I would like to turn now to television products. As shown in the charts, in 1962,
monochrome imports, exclusively from Japan, held 2.4 percent of the total
black-and-white television market of 6 million 609 thousand units, but in 1970,
imports accounted for 51 percent of the total U.S. market of 7 million 47 ﬂlousand
black-and-white units and, as you can see from the charts, imports held approxi-
mately this same share in the first quarter of 1971. Imports have thus increased
their percent sare of the U.S. market by over 20 times in a black-and-white tele-
vision receiver market which will continue to be of great importance, despite
increased color television receiver sales, While 90 percent or more of the im-
ported receivers since 1960 originated in Japan, in recent years black-and-white
television receivers are beginning to be imported in quantity from Taiwan,
Mexico, and other countries, as American manufacturers have sought to com-
pete with the Japanese.

In the area of color television, in 1965, imports from Japan were only 2.6
percent of the total color market of 2 million 649 thousand units, but in 1970,
imports—almost all of which came from Japan—held almost 18 percent of the
total U.S. market of 5 million 219 thousand color units. This increase of market
share of seven times in a short span of five years has brought us to the point
that in 1970, one out of every six color television sets sold in the total U.S.
market—a market which doubled between 1965 and 1970—was imported.

Obviously, this continuously increasing flood of imports has had an extremely
adverse effect on our balance of trade. In 1969, the balance of trade in consumer
electronic products was a negative 890 million dollars, while in 1970 this deficit
rose to over 1 billion 75 million dollars. United States consumer electronic ex-
ports were only approximately 77 million dollars. Actually, the deficit is even
greater since the vaue of imports is understated in that they are valued f.o.b.
country of origin and do not include freight, duty and insurance. In 1970 the
U.S. consumer electronies market reached 4 billion 69 million dollars and, even
on an understated dollar basis, imports captured over one-fourth of the total
U.S. market.

Since the beginning of the Japanese invasion into the U.S. consumer elec-
tronics market, many American manufacturers, fighting to survive, were forced
by this competition first to purchase components from Japanese sources and,
when this measure proved insufficient, to make or procure their sets in Japan,
Hong Kong, Taiwan, and now Mexico. An alarming movement of American
plants to Asia has taken place. Hong Kong, Taiwan and Mexico, providing in-
centives including cheap labor, have become the new sites of many former Ameri-
can based factories. This trend fov survival by moving American plants out of
our country is continuing at an alarming rate. Although we have never pur-
chased television sets offshore, even in the face of the great invasion of Japan-
ese television receivers over the years, Zenith also was forced to open a large
new plant in Taiwan two months ago in which we may ultimately employ several
thousand people.

In 1971, Zenith’s average employment in the United States is forecast to be
down by approximately 5 thousand jobs compared to our average employment
in 1968. This is in large part due to the competitive necessity of making, or hav-
ing made offshore, products which we had planned to produce here in the United
States. If we considered the loss of employment in our television receiver manu-
facturing operations alone for the same period, the number of lost jobs would
be significantly greater. Department of Labor figures show that between October
1966 and October 1969, there was a loss of 20 thousand 3 hundred jobs in manu-
facturing radios and TV receivers in the United States, and between October
1969 and November 1970 there was a further loss of 27 thousand 4 hundred jobs
for a total loss of such jobs during these four years of 47 thousand 7 hundred.

‘What has happened in the finished goods end of our industry has also, of
coursie, had a substantial impact on the even larger labor force engaged in the
components industry—on the people who make coils, picture tubes, speakers,
tuners and the like. Most of these companies have also established offshore
facilities in the low labor cost countries of Hong Kong, Taiwan and Korea in
order to support runaway set production.

One of the most distressing aspects of Zenith's reduction of work force as a
resulf of imports is its impact upon our program for providing training and
employment opportunities for the unemployed and under-employed drawn largely
from minority groups in the Chicago aréa. In the last several years, we have in-
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vested a great deal of money and time and effort to recruit and train members
of such minorities as blacks, Puerto Ricans, Mexicans and Cubans from the
Chicago area, to the point where they represented a large and significant portion
of our total employment.

In addition to our own financial investment, we have carried out government
contracts for training and employing the chronically unemployed and under-
employed. This has resulted in our giving good jobs to several thousand mem-
bers of minority groups, who developed pride in their work and in having the
kind of economic opportunity that would permit them to raise substantially their
standard of living. The loss of jobs resulting from imports has fallen heaviest
upon the most recently added people in nur work force who, for the most part,
are non-whites. This is required under union rules, and I do not known any
other way to reduce our work force under such conditions, even if we did not
have such rules.

PAST TRADE POLICY

The U.S. has been for many years a world leader in efforts to achieve recip-
rocal trade between the developed nations, with a minimum of commercial
burdens by way of tariffs, commercial red tape and all the other non-tariff bar-
riers to trade. As you are well aware, we are signatories to the General Agree-
ment on Tariffs and Trade, and have taken the leadership over the past twenty-
odd years in reducing our own tariffs and other trade barriers into the U.S,
purportedly receiving reciprocal undertakings on the part of the other great
trading nations.

Over the years, these GATT agreements have provided for substantial reduc-
tions in U.S. tariffs on consumer electronic products. We have purportedly se-
cured corresponding reductions in tariffs on U.S. electronic products imported
imported into highly developed industrial countries such as Japan. Unfortu-
nately, we seem to have a peculiar American tendency not to fare very well
in negotiating international agreements. As Will Rogers said, we have never lost
a war nor won a conference. The fact is that while our GATT arrangements have
opened up the U.S. markets to imports on a large scale, we are still left with sys-
tematic discrimination against American consumer electronics throughout most
of the world, with high tariffs and a whole host of non-tariff barriers which,
separately or in combination, prevent any effective U.S. export competition.

Let us see what kind of reciprocal trade policy regarding tariffs the U.S, es-
tablished with Japan under GATT's “Kennedy Round” which is now in effect.
From 1968 to 1972 U.S. import tariffs on imported TV sets were to be reduced
from ten to five percent at the rate of one percent per year. During the same
period the Japanese duty on imported sets was to be reduced from 24 percent to
15 percent. Forgetting for the moment about the fact that the U.S. duties are
based upon an f.o.b., Japan price while the Japanese duty is based upon a c.i.f,,
landed price, thereby making the effective Japanese rates even higher, at the
end of the Kennedy Round we were left with about a three to one ratio be-
tween Japanese and U.S. tariffs on imported television sets.

During my testimony before the House Ways and Means hearings on inter-
national trade i. June of last year, we suggested that perhaps instead of im-
port quotas, the interests of the U.S. would best be served by a moderate up-
ward revision of tariffs on consumer electronics. We could see no reason why our
Japanese friends should complain if our tariffs were partly equalized by raising
them to those of Japan, How did the Japanese respond to such a suggestion? The
August 6, 1970 issue of The Japan Hconomic Journal carried a story entitled
“TV Tariff Cut Sought” containing the following introductory paragraph:

“The Electronic Industries Association of Japan has decided to appeal to the
Ministry of International Trade and Industry for reduction of Japan’s import
tariffs on American and other foreign television sets to about the same level as
the U.S. equivalents.”

Subsequently, in December, the same paper container an article stating that
tariff rates were due to be slashed in April on radios, TV sets, gramaphones and
record players. Rates on these items were to be uniformly cut to 7.5 percent.

While this sounds like a major step in the right direction, the fact is that
7% percent of nothing is really no better than 18 percent of nothing, because
there are no American sets on the Japanese market, and you can be sure that
our Japanese friends will bend every effort to keep it that way.
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JAPAN’S CLOSED MARKET

In order to support her invasion of the U.S, TV set market with the use of
extremely low pricing policies, Japan has maintained a closed market to imports
of television products and has fixed and kept domestic prices at artificially high
levels. With a closed domestic market, insulated against foreign competition,
domestic prices can be easily fixed at a high figure, It has been reported that
the Fair Trade Commission in Japan recently found six of the larger Japanese
TV set makers guilty of fixing retail prices in Japan and that decision coupled
with the TV dumping case here in the United States appears to have the
Japanese consumer quite upset for he has realized that he has been subsidizing
exports to the U.S. by paying higher than necessary purchase prices, as well as
higher taxes to support Government subsidies. Furthermore, according to press
reports, delegates to the National Consumer Association’s Convention, a group
representing 20 million consumers or one-fifth of Japan’s total population, meet-
ing in Tokyo last November, decided to boycott all products sold by one of
the largest Japanese set manufacturers because of its refusal to disclose its pric-
ing structure on color television sets. At the Convention it was also decided to
Jaunch a “non-buying” campaign against color television receivers of all Jap-
anese brands. Last March, it was reported that the boycott campaign against
all of the products of that large manufacturer had been lifted in view of the fact
that that company had accepted the Fair Trade Commission’s charge on price
fixing, apparently admitting that such practices had existed.

If the Japanese market were completely open and competitive as is the case
in this country, television receivers could be manufactured in the United States
and successfully sold in Japan at competitive prices. The Japanese Electronics
Industry Association admits that large screen TV receivers made in the U.S.
could be delivered to a Japanese importer for a total cost of about $449 even
prior to the April tariff reductions, Similar large screen Japanese sets have
carried list prices of from $1,200 to $1,600 in Japan. A similar large screen
Zenith set with an advanced premium Chromacolor tube carries a suggested
retail price of $579.95 in the U.S. A U.S. factory worker in Chicago making $3
an hour must work 193 hours to buy our large screen color set (forgetting about
taxes for the moment) while a Japanese factory workers in Japan making 73
cents an hour (excluding his bonus and benefits) must work 1,860 hours, or
almost ten times as long, to buy the Japanese set.

It would, therefore, appear that Japan would be a great place for U.S. TV
manufacturers to sell sets, but even with the recently lowered tariffs a whole
host of barriers still prevent American entry into the Japanese market. Our
attempt to enter the market of several years ago was blocked. A recent market
study indicates that, while some of the barriers to our entry have theoretically
eased somewhat, there are still clear-cut obstacles, Japanese government regu-
lations still block free entry of necessary repair parts, and the Japanese are
notorious for applying what they call “administrative guidance” to influence
sales outlets in their handling of imported goods. ’

DUMPING

It has long been a well recognized principle in our law that the practice of
dumping goods into the United States at prices far less than they are sold for
in home or other markets is unfair and illegal. This has nothing to do with
whether you are a “free trader” or “protectionist” or anything in between these
polarizing terms.

The reason behind this principle is obvious. Dumping is a method of interna-
tional price competition or, more properly, price discrimination between national
markets which is of economic significance to both the exporting country, for
exaniple Japan, and the importing country, the U.8. Dumping is simply selling
the same commodities at different prices in different markets. Dumping occurs
when merchandise is imported into the U.S. and sold for less than the price for
which the merchandise is sold in Japan, taking into consideration the conditions
and expenses of sale. It is an undesirable method of competition because the
resulting cheapness is not due to basic superiority in production efficiency in
Japan. ’

I am sure it is clear that with a closed domestic TV market in Japan, dump-
ing TV sets into the U.S. is an easy task since domestic prices fixed at a high
figure help support dumped prices here in the U.S., and incremental costing
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is used for export pricing. Following a lengthly investigation, the Secretary of
the Treasury announced on December 4, 1970 his determination that television
receivers imported from Japan were being, or were likely to be, sold in the
United States at less than fair value as compared to sales made in Japan. The
U.S8. Tariff Commission then, in accordance with Federal anti-dumping law,
conducted an investigation to determine whether “an industry in the United
States has been or is likely to be injured” by this unfair practice, a finding
necessary, under the law, before additional duties can be imposed.

After a thorough study, the Commission on March 4, 1971 unanimously ruled
that “. . . the imports of television receivers from Japan, sold at less than
fair value, have adversely affected the prices of comparable domestically pro-
duced receivers in the U.S. and have caused substantial loss of sales by U.S.
producers.” In order to correct this unfair practice, all shipments of color
television receivers from Japan to the United States since September 1970 will
now be examined by the Treasury Department to determine to what extent
additional duties are required to be assessed. While the amount of these extra
duties is not known due to the nature of the dumping proceedings and will
probably vary from set to set, these findings should result in fairer TV set
price competition by Japanese imports in the United States market.

BUBSIDIES

In the area of Japanese government export subsidies and incentives, there
is good reason to believe that the Japanese government provides a whole host of
subsidies beginning with the remission of a commodity tax and including such
things as export credits, accelerated depreciation and a variety of other tax
advantages and insurance against loss in export. While these bounties and grants
are a little difficult to find in the orginal Japanese statutes, they are effectively
summarized in a State Department memorandum of November 6, 1968 entitled
“Japan’s Export Promotion Techniques.” The existence of such bounties and
grants thus discloses vet another factor contributing to Japan’s success in the
U.S. consumer electronic products market.

INDUSTRY GOVERNMENT COOPERATION

There is one subject that I am glad to see get increasing attention in the United
States at the present time and that is the proper relationship between govern-
ment and the business community in this whole area of international business
and trade practices. The scheduling of this hearing itself is a further indication
of the increasing interest in the trade nroblems of U.S. business. All of us who had
any exposure to Japanese competition are immediately struck by the tremendous
difference that exists between the Japanese outlook on this subject and our own.
In dealing with Japanese competition or in seeking to penetrate the Japanese
market, one is immediately struck by the great difficulty in discerning where
Japanese business ends and the government begins. There apparently is a way
by which the Japanese business community and the Japanese government arrive
at some concensus of what serves best the national interests of Japan, and then
both government and industry do what is necessary to carry out the program.
We, on the other hand, fight among ourselves and with the government and there
is probably a large feeling on the part of the business community that many
people in our federal government who deal with high level negotiations on trade
matters are thinking almost wholly of political and diplomatic considerations
and have no real understanding of or interest in the practical day-by-day prob-
lems of business. I am sure this is not a one-way street and our government
people mav similarlv feel that the business community is preoccupied with its
problems and not sufficiently interected in the nolitical and dinlomatic headaches.

Tt is interesting as background to the Japanese government-industrial com-
bination. which has sometimes been called Japan, Inc., that is manyv cases it
was the government itself which fostered business enterprises as government
functions and that private business firms were formed to take them over. It
has been suegested that this may exnlain what still remains as an unusually
close working relationshin between Jananese business and government.

This hrings me to a related subject. The Jananese are great pragmatists and
they have an excentional abilitv quickly to adant their course of action to the
relnities of the situation. Despite the fact that there has been a great outcry
by the Tapanese on the textiles, shoes, steel and electronics issues, they have felt
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considerable pressure from various domestic industry sources and from their
government to moderate their assaults on our market through dumping and
other similar practices. But when we have widespread publicity compaigns
against “protectionism” and organized efforts to stop any enactment of new
laws, or against enforeing old laws, our Japanese friends are misled into thinking
that American public opinion will permit them to continue dumping and similar
unfair practices and that they can continue keeping a closed market to American
manufactured goods with various discriminations against our products.

It is only by convineing them fully and finally that we really mean business
that’ they will ever decide that they really must put their house in order both
at home and abroad. And only this Congress and the federal government can do
the convineing,

FUTURE TRADE POLICY

Up to this point, T have directed most of my remarks to telling you what our
problems arve, T wish T could see the answers as clearly as I see the problems.

Most of us in our industry recognize that as a long range-solution, import
quotas have as many built-in problems as they would solve and I have never
seen any machinery for working them out without serious risks of arbitrary
and unfair action, not to mention the temptations of possible political corrup-
tion. T would be in favor of import quotas onlv as a short-range method of
dealing with the situation, if it would give our government the muscle and the
guthority to force a rationaiizition of our trade with certain countries such as

apan.

I mentioned earlier that we have just opened a new plant in Taiwan. This
probably will not be our last offshore plant and in the next few years, lacking
some change in our Administration’s trade policy, more and more of our pro-
ductive facilities for serving the U.S. market will have to be located in foreign
countries.

Our market studies tell us that with projected new family starts and popula-
tion growth, and with the products we see immediately at hand, the consumer
electronics produets industry bnsiness in manufacturers sales and imports will
increase from the current 4 billion dollars plus to 5 billion 5 hundred million
dollars in the next five years. Projecting the increase in imports as a share of
the domestic market at the rate by which they have increased over the past
three years, the current 1 billion 153 million dollar import figure contributing to
the massive nezative trade ba'ance in onr fndnctre slone will incvease to 314
billion dollars and represent approximately 60 percent of our industry by 1976.
It is hard to believe that this can happen to a high-technology industry which
has been so effective in the U.S. that it has been able to produce and sell at
prices which are far below the applicable prices in any other principal country
of the world despite our American wage scales.

While we are certainly pleased to see the Treasury Department active in
anti-dumping matters, there is much the Secretary could and should do under
another TFederal statute. For some 70-odd years we have had on the books
a statute which requires the Secretary of the Treasurv to impnse conntervail-
ing duties in the amount of any bounty or grant which is made in connection
with the import of dutiable articles into the U.S. It currently appears in Sec-
tion 303 of the Tariff Act of 1930. Congress originally enacted this statute on
the theory that while it was perfectly proper for domestic industries to com-
pete in the areas of produetivity. efficiency, price. and analitv it was not fair
to ask them to compete with foreign government subsidies. Many years ago
this statute was upheld by the Supreme Court as a mandatory requirement on
the Secretary.

As far as T know this section of the law had been a dead letter and the
Treasury Depsrtment still has not made up its mind what its policy ought to
be on countervailing duties. On two occasions over the years the Treasury
Department has recommended to Congress that the countervailing duties statute
he amended to limit the Secretary’s duty to impose countervailing duties to
cases where he found injury to a domestic industry and to completely exclude
from the statute the remission of commodity taxes, a familiar device used by
Japan and other nations to subsidize their exports. In each case Congress has
refused to amend the statute with the result that while it leaves him no dis-
cretion the Secretary has in fact acted as if he had complete discretion.

We flled a Petition with the Secretary more than a year ago pointing out in-
dicated areas of large direct subsidization of Japanese exports to the U.S., and
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I understand a countervailing duty petition by the steel industry has been
pending since October 1968. I respectfully suggest that if we are not going to
enforce this basic satutory principle of our foreign trade policy we must then
face the burden of devising a competitive American system of export subsidies
that will- put us on a fair and equal footing. I really do not recommend the latter
course because I do ont think it is a contest we can win. Instead we should
face up to the realities and enforce the law the way it is written.

In another area, the Assistant Attorney General in charge of the Antitrust
Division has taken a peculiar and ambivalent position. For example, while he
is closely watching for violations of the law by U.S. businessmen, he apparently
has chosen to take no action against those who have dumped imports into the
U.S. is criminal violation of Sec. 2. Title 15 of the U.S. Code which is part
of the Revenue Act of 1916. The Assistant Attorney General, if anything, appears
to be biased away from helping the U.S. businessman injured by imports for
he has gone on record in recent testimony before the United States Tariff
Commission stating that in determining forces responsible for alleged injury,
he is confident that in a number of cases the role of imports will be found
to have been greatly exaggerated. And he has taken no apparent note that the
Japanese export TV pricing and practices in the United States through their
U.S. is ceriminal violation of Sec. 72. Title 15 of the U.S. Code which is part
and illegal under our laws as the Japanese government found their domestic
pricing to be under their laws.

The foregoing are just a few of the many examples available to illustrate
how U.S. trade policy can again be placed in the proper posture merely by
enforcing existing U.8. law.

In the past, we have seen legislation introduced to liberalize the escape clause
and adjustment assistance provisions of our tariff laws. It is difficult to be-
lieve that a solution to our complex foreign trade problems lies in such factors
as adjustment assistance to workers and firms where the cost of such a program
must be borne by all taxpayers and is in no way charged to the damage-causing
imports and practices. At the heart of the problem is the displacement of
workers, and we do not believe the answers to our problems lie in making it
easier for such individuals to get relief,

In the area of new legislation, we believe it is important that limits be set
on the time given to the Treasury Department to act on dumping and counter-
vailing duty matters. We believe that if the executive branch of the government
refuses to enforce the laws, then business should be given standing to enforce
appropriate laws in the courts so it no longer need wait for the government to
act. Along these lines, it is heartening to see legislation such as 8. 1476 recently
introduced by Senator Fannin for himself and others help protect American
business from unfair foreign competition.

The previously mentioned Revenue Act of 1916, condemning international price
discrimination injurious to 2ompetition and providing criminal sanctions as well
as civil redress, apparently was intended to be a part of the antitrust laws.
Senator Fannin’s bill expressly declares the 1916 Act to be one of the antitrust
laws as it was intended to be. As an antitrust law, the amendment would provide
the government and injured persons with the remedy of injunctive relief, pre-
scribe the statute of limitations to be tolled for injured persons during govern-
ment proceedings and further encourage enforcement by business by making
av ailablo government iudgmeuts and decrees as prima facic evidence in private
suits.

One of the most powerful aspeets of the hill relates to gathering the necessary
evidence which appears to be the biggest bottleneck in enforcing anti-dumping
laws. With the amendment, in a suit under the 1916 Act, failure to comply with
requests for evidence would result in the withholding of imports alleged to be
dumped until there is compliance with the court’s request. This provision would
certainly speed up determination of the case thereby reducing the extent of injury
to American business. With these amendments to the 1916 Aect, injured U.S.
industries would not have to wait for the government to act since they would
have a new, effective weapon with which to fight unfair import competition.

CONCLUSION

Traditionally, the United States has opened its -doors to the trade of the
world. We have a challenge in our industries and in our government to be as
hard-nosed and practical in dealing with our trade problems as our trading

\
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partners have been, If we do that and insist that trade with our trading partners
to be put on a reciprocal, rational and fair basis, then our industries with their
tremendous resources of engineering and technology, of production and of market-
ing know-how will compete effectively both here and abroad, and despite the very
obvious advantages that are inherent in such factors as the much lower wage
levels of the Far East. .
May I conclude by saying that we are most encouraged by the recognition
of the members of this Subcommittee of the need for a re-evaluation of the
competitive position of the U.8. in world trade. Hopefully, your investigation
will have a salutary effect on those gnvernment agencies charged with carrying
out our trade policy and through it the Congress and the public can be made
more aware of our nation’s trade policies and their impact on our economic well-

being.
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-
Senator Risrcorr. With the committee’s indulgence we will call one
more witness so we won’t have to come back this afternoon. It has been

a long day.

STATEMENT OF DR. N. R. DANIELIAN, PRESIDENT, INTER-
NATIONAL ECONOMIC POLICY ASSOCIATION

Myr. DanteLiaN. T want to express my admiration for your patience
and for your effective conduct of the meeting and I am not going to
impose on you any further because I am sure you gentlemen are
hungry and weary. I would like to

Senator Risrcorr. Your entire statement will go into the record.

Mr. Danierian. All right. .

Senator Riricorr. Not only the summary but your entire statement
will go in the record as if read so please give us the benefit of your
basic observations.

Mr. DanieLian, I am merely going to point out the recommenda-
tirns we make. I think the problems have {)een quite thoroughly aired
this morning, and these recommendations relate to our trade policy.

On trade policy, gentlemen, we feel that we should be prepared to
change from an unconditional to a conditional most favored nation
principle, namely amend section 251 of the Trade Expansion Act of
1962, making access to our markets conditional on the granting of
reciprocity and national treatment to our interests in their market.

Along with that we would like to see section 257 changed. This is
the retaliatory section of the act, to include not only agricultural but
all products.

At the same time we feel that GATT gives us sufficient authority
in light of the present economic and balance of payments difficulties
of the United States to invoke articles XII and to start negotiating.
Article XTI has the advantage that it does not give other countries
the right to retalinte. And furthermore it can be temporary if we
reach satisfactory agreements with the other nations, by executive
action the application of article XII can be terminated.

It is to be hoped that the invocation of article XII would lead these
nations to negotiate on such things as a division of mutual security
lecturing the United States authorities on the severity of our balance-
and finance ministers have laid the groundwork over the past year
lecturing the United States anthorities on the severity of our balance-
of-payments situation. We don’t need to prove to IMI* that we are in
a difficult balance-of-paviments situation. They have proved it for us
and there should be no difficulty in finding the logical grounds for the
innovation of article XII.

On foreign aid, our basic studies have shown—and I want to
acknowledge here, Mr. Best., of your committee who was in large meas-
ure involved in these studies before he was with your committec—
indicate_that the principal cause of the balance-of-payments deficits
are the foreign aid and military expenditures.

If you look at table 1 at the end of our statement, you will find
that the private account has always been in balance and the Govern-
ment account has always been in deficit year after year.
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The accumulated deficits, the liquid liabilities outstanding, are
really equal to, by and large, the total out of pocket Government ex-
penditures in foreign exchange for aid and military costs. )

In this respect T disagree with Secretary Connally. The same thing
is true with regard to private investments, The private accounts in-
cluding capital outflows and income flow have also been in balance;
so you cannot blame private investments, and you cannot blame the
private sector of the international transactions, as being responsible
for the balance-of-payments deficits. Therefore, we have come to the
conclusion that in foreign aid it is really untimely to untie it as pro-
posed by the Administration at this time, and the internationalization
of foreign aid is in effect untieing foreign aid.

In other words, we do not have dollars to lend to other countries.
We have to borrow dollars from Japan and Germany in order to lend,
say, to India and Brazil, and then they turn around and buy their
products on_their untied condition from Japan and Germany, and
we go round and round and build up our liabilities without getting
the business.

We have unused capacity and unemployment in this country, and
we can afford to give foreign aid and we can possibly increase it, but
it has got to be in kind, in terms of goods and services.

It cannot be in dollars because we haven’t got surplus dollars to
give away. So, My, Chairman, I recommend that both in international
izing foreign aid and in considering the Administration’s program of
untieing, attention be given to this particular aspect which is one of
the contributing factors to our balance-of-payments deficits.

There has been much criticism of the multinational corporation.
We seem to be caught in the contradictions of our policies in defense,
aid, and trade. I think the implication that the international or multi- -
national corporations are responsible for our import situation or for
export of jobs is overstated. For instance, in the automobile field last .

~year we had 1,321,000 foreign cars imported. Only 128,299 were prod-

ucts of American subsidiaries abroad. The rest of them were in Volks-
wagens, Fiats, and Toyotas and so forth, so it is not the question of
ownership that matters.

I think we seem to confuse in the discussion of trade the question
of trade policy and the differential cost between countries, and the
question of who owns the plants. American companies, as you just
heard, are forced to go abroad in order to keep in business to be com-
petitive. But if Zenith doesn’t go to Taiwan, a Japanese firm will be
going to Taiwan and exporting the product back to the United States
anyway, so we must not confuse the discussion because the multina-
tional corporations have been earning money for us—in total, I think
about $17 billion in foreign investment income and also in exports
that they send to their own affiliates. ‘

About 25 percent of our total exports are accounted for by the mul-
tinational corporations who service their foreign affiliates, and all the
statistical evidence is that the import problem that you may be con- -
cerned with is not caused by the multinational corporation, not U.S.
multinational corporation, they are caused mostly by foreign-owned
enterprises.
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Now, I think it is very important to understand this because you are
not going to solve the problem by shackling the multinational cor-
porations and trying to keep them at home. That will merely lose us
more income and worsen our balance-of-payments position.

Finally, we recommend, since security costs are fundamental to this
problem, the creation of an International Security Fund. Now we
have an International Development Association for sharing of foreign
aid costs with other nations. We have an International Monetary
Fund for monetary stability. But we have found out now historically
that security expenses are responsible for a large part of this instabil-
ity in the monctary ficld. That being the case, why not create an In-
ternational Security Fund for a sensible division of costs of mutual
security, the foreign exchange components of mutual sccurity.

We are glad to see that the Council on International Economic Pol-
icy has been established, but still this is somewhat short of what we
hope for. As you might recall our organization has been recommend-
ing this for the last 3 years. I thing we need something with a really
longer range perspective, rather than another agency among existing
executive departments, and we propose therefore that you create by
legislation a Foreign Economic Policy Board which will have the

rofessional qualifications of, say, the Council of Economic Advisors,

ut longevity and long tenure of, say, the Ifederal Reserve Board,
straddling the different administrations and hopefully non-partisan or
bipartisan in composition, so that they can focus on the long range
interests of the United States without being swayed by transitory
factors. '

T just came back from Europe last Tuesday. I was in Paris on the
day the markets were closed on the dollar, and I can assure you that
it 15 a sobering experience to realize that with dollars in your pocket,
if they didn’t accept them you may not be able to buy a hotel room or
a mea{’ and you may have to end up in the park.

There are two issues in this situation at the present time that seem
to get confused. One is, of course, the continuing balance-of-payments
deficits of the United States; and the other one is the Kurodollar
market. Now, we do not share the idea of benign neglect on the first.
You cannot have benign neglect when a country like ours continues,
year by year, living beyond its means in its relations with the external
world, but we feel that the proposals of variable exchange rates will
not solve this problem.

For this reason, in the case of the balance-of-payments deficits,
since they are caused by the fixed expenditures of the Federal Gov-
ernment abroad, a devaluation of the dollar is merely going to in-
crease the dollar costs of these expenditures and our liabilities, actu-
ally, our balance-of-payments deficits, are going to increase rather
than diminish as a result of the devaluation.

And certainly variable exchange rates or devaluation are not going
to do anything with the $50 billion Eurodollar market. That is now
a rﬁther serious problem for international central bankers to deal
with.

Senator Rieicorr. You don’t agree with Secretary Connally that this
is not a great problem ?

62-790—71—pt. 1——9 3 1B MAVA YD 1235
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My, Danierian. Not at all, sir.

Senator Risicorr. You think it is a big problem ?

Mr, Dantenian., In my statement I emphasize this part because it
is a separate problem from the balance-of-payments deficit problems.
In other worc{s, it was created by the balahc&of—pa_z;ments deficit over
the last 20 years but now it is here, it is half owned by central bankers,
and the other half by private individuals. '

It is mostly invested in short term funds, and they are sloshing
from country to country like dropouts from society trying to get a
quick capital gain or an interest rate differential.

Here we have a pool of capital and what use this pool of capital is
going to be put to should be the subject of very serious discussion
among us first, and I hope the Treasury will not only consult bankers
but also industry pe%ple because this pool of capital can be used for
a number of things. It can be used for public works, to finance Gov-
ernment deficits, 1t can be used to finance housing, foreign aid, or the
World Bank.

Now what this pool of capital is going to be put to is most impor-
tant really as to the direction that western countries are going to take.
Up to this time they have been used for short term gain on short term
paper and this is why we have this sloshing around in the interna-
tional markets, creating these unsettling conditions.

It seems to me that the Treasury Department must come up with a
constructive program for the utilization of these funds.

‘Senator Lona. Might I just interrupt one moment to say. Dr. Dan-
ielian, I have to depart at this time but I think you have made a mag-
nificent statement. I am going to take your full statement together
with your table home with me and study them tonight.

Thank you.

Mr. Danteian. Mr. Chairman, that about ends my presentation.
I will be glad to come back.

Senator Risicorr. I think you have made a very good statement
too and you have raised some very provocative issues. We are very
glad to have them because I do believe it will be a very important con-
tribution to the record and my apologies to you for putting you on so
late, but you were here and I wanted to give you this opportunity.

Mr. Danielian, we might want to call you Kack at some other time.
We will be in touch with you.

Mr. Danierian. I will be glad to discuss this problem with the
subcommittee.

Mzr. Danielian, we might want to call you back at some other time.
page 167.)

SunmMarYy oF STATEMENT OF Dr. N. R. DaNieL1iaN, PRESIDENT,
InTERNATIONAL Economic Poricy Assocration

These hearings are most appropriately timed. The so-called dollar
crisis in Europe, the pending Mansfield amendment, the British-EEC
negotiations in Brussels, the unresolved trade policy debate in the
United States, the mounting attacks on multinational corporations,
the discussions of exchange rate flexibility as a means of trade adjust-
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ment, the tentative gestures toward more trade with Communist coun-
tries, even with China-—all these underscore the validity of the chair-
man’s thesis that geoeconomics has moved to front stage.

We have tried to comment on these subjects comprehensive in a
fairly length statement which I would like to offer for the record.
Here, I propose briefly to focus on a few key issues.

THE U.S. BALANCE-OF-PAYMENTS DEFICIT

The theory of “benign neglect,” implying that this country can do
anything it wishes at home and abroad without worrying about the
consequences or the reactions of our creditors, is patently absurd. Our
balance-of-payments deficit means that each year we are financing
several billion dollars’ worth of such activities as troop deployments,
foreign aid grants and even imports for consumption and tourism
abroad by borrowing from foreign sources. 1f our creditors one day
should refuse to lend us money, then what would we do?

I was in Europé on May 5 when several of the FEuropean central
banks suspended purchases of American dollars. It is a sobering feel-
ing to have dollars in your pocket and yet suddenly realize that if no-
body would accept them for a meal or a hotel room, you would be out
in the park.

There is a_current fad in this country of urging flexible exchange
rates or revaluation of other currencies—that is to say, a de facto de-
valuation of the dollar—as a solution to American balance of pay-
ments deficits. As with beniign neglect, this too overlooks the conse-
quences. Revaluation can only increase both our bud%tury and bal-
ance of payments costs. The 1969 revaluation of the Deutsche mark
by 9.8 percent has cost us an extra $100 million in our troop costs each
year. The same will happen to our Pacific military expenditures if the
Japanese yen is revalued.

t may be said that flexible rates or de facto devaluation of the
dollar would increase exports and diminish imports, offsetting these
added costs and more. To solve the problem, we would have to earn
an additional $3 to $5 billion each year through increased exports and
reach a trade surglus of some $6 to $8 billion a year. Realistically, who
is going to buy that much more from us on a unilateral basis in order
to compensate for our military and foreign aid expenditures? Will
revaluation of a few currencies yield results of such magnitude? I
don’t think so. Academic economists are tilting at quixotic windmills
with this unrealistic concept.

THE EURODOLLAR MARKET

Nor would flexible exchange rates make any real dent in the problem
of the $50 billion Eurodollar market. It is more likely that Europe
will have to move in the direction proposed on the weekend of May
8-9 in Brussels by the French.and the EEC Commission—that is,
strict controls on access to the Eurodollar market. -

The U.S. Government should be in the forefront of proposing means
for the orderly and useful employment of Eurodollar funds for world-
wide economic development on a nondiscriminatory basis. It is tragic
that in a world, most of which is starving for capital, the billions in
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the Eurodollar market should be allowed to act as “dropouts” from
society, skittering from country to country for short-term, 1 or 2 per-
cent interest differential. Central bankers, instead of acting merely as
money changers, should assume the role of economic statesmen and
find the institutional means for putting this pool of capital to work
on long-term investments in economic development through private
and public media.
EUROPEAN VIEWPOINT

Since 1963, my colleagues and I have made annual surveys of
European opinion about the United States and the status of the dollar.
I have been repeatedly impressed by the analytical brilliance of ISuro-
pean bankers and economists. And they apply this brilliance to de-
fending the interests of their own countries.

Generally, they attribute our deficits to U.S. fiscal and monetary
policies, the resultant inflation and to U.S. capital investments abroad.
Although this may serve to justify the actions they recommend, they
have the wrong facts.

Our studies on this subject, going back to World War II, have con-
vinced us that the basic balance-of-payments deficits of the United
States, if you climinate cosmetic arrangements in the statistics and
temporary shifts of funds, have very nearly equalled the U.S. Govern-
ment’s foreign exchange expenditures abroad for military purposes
and foreign aid. In contrast, the private commercial and financial
transactions of the United States, including both capital outflows and
the earnings thereon, have either been in balance or have earned a
surplus.

As their analysis is wrong, the remedies European bankers and
economists recommend are inapplicable. In Switzerland and France
some would like to see gold revalued. What sense is there in increasing
the price of gold—most of which is held by the very countries com-
plaining of excess liquidity ¢ It is said this action is needed for psycho-
logical reasons. Let us call it what it is: An attempt to earn a quick
capital gain at U.S. taxpayers’ expense.

Inflation is often blamed for our payments deficits because of its
“pulling” effect on imports. IHardly a country in the world today has
a lower rate of inflation than the United States. The remedy some
Touropeans propose is high interest rates and 1.S. deflation. We tried
this in 1969 and 1970, with results that we like to forget and hope to
correct. It is unrealistic of uropeans to expect the Urnited States to
suffer a deflation and unacceptable rates of unemployment, particu-
larly when, as we learned, such action will not diminish or offset the
balance-of-payments deficits.

In private conversations, however, one can find many enlightened
TFuropeans who realize that the deficits are due to troop deployments
in Europe and the Far Tast, the Vietnam war and foreign aid grants—
much of which is given for security reasons. They also realize that if
the United States did not have to bear these burdens unilaterally, they
would not be suffering from a dollar glut. Some are candid enough to
say that we should demand more of them.
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TRADE POLICY

I supported the various reincarnations of reciprocal trade legis-
lation during the late 1940’s and 1950’s. Then I could understand the
emphasis on unconditional most-favored-nation principle and the
necessity for giving unilateral concessions, because this was a period
of economic reconstruction for Western Europe and Japan.

The general agreement on tariffs and trade (GATT), negotiated in
1948, was understandably biased in favor of countries needing our
help: The grandfather clause, continuing the British Commonwealth
preference system, and the authorization for common markets and
free trade areas in the interest of Western FEuropean unity—both
were clear denials of the unconditional most-favored-nation prineiple.

Statemanship requires not only generosity, but also the ability to
recognize the turning points of history. I am afraid our insights have
not been too sharp ; we have missed the turns.

The EEC may soon be expanded beyond the original six to include
Britain, several other members of EFTA and, by association agree-
ments, former African dependencies, the Caribbean Islands, and most
Mediterrancan basin countries. This expansion will create an enormous
discriminatory trading bloc which was never contemplated during the
negotiation of GAT'T' and which is inconsistent with GATT’s under-
lying philosophy. We are told to be patient because the enlarged com-
munity, when it is established, will be willing to negotiate with us a
more outward-looking trade policy.

Mr, Chairman, I take this with a grain of salt. We really have
only three choices: We can accept the situation and let bad go to
worse in our balance of trade and payments; we can exercise our rights
by enforcing compensatory adjustments or taking retaliatory action
under GA’I‘%‘——Which, however, the executive branch has opposed ; or,
we can amend section 251 of the Trade Expansion Act of 1962, chang-
ing the unconditional most-favored-nation principle to a conditional
basis—that is, conditioned on reciprocity and national treatment. In
this case, the retaliatory authority of section 252 should be expanded
to include all categories of commodities. At the same time, we should
create authority to negotiate tariff and other trade barriers with all
countries and trading blocs.

Such changes WOll%d put the United States in a better bargaining
position vis-a-vis other key developed countries and blocs to achieve
reciprocal liberalization of trade.

The United States has another alternative: it can invoke article
XII of GATT which gives any country power, after consultation
with other countries and the IMF, to impose quotas on a temporary
basis to rectify a serious balance of payments deficit. The advantage
is that these measures can be revoked anytime and do not give rights
to other countries to retaliate.

The European central bankers and government ministers have laid
the groundwork for the invocation of article XII by their continuing
complaints about the so-called “dollar glut” stemming from our per-
sistent balance of payments deficits. It is to be hoped that the invoca-
tion of article XII, in principle, would lead to a more rational divi-
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sion of security costs in Tourope and Asia and a more receptive policy
toward U.S. exports so that restrictive measures would not have to
be imposed in practice. ,

The negotiations which might stem from an invocation of article
XI1 or from a revision of Section 251 of the Trade Expansion Act of
1962 are particularly important with regard to protecting our agricul-
tural markets abroad. Tﬁe concessions made in the name of European
unity during the Dillon and Kennedy rounds of negotiations in 1962
and 1967 close the door to the most competitive and efficient sector
of American production. The accession of Great Britain to the EEC
will harm our agricultural interests even more.

FORFIGN AID

Another area in which our trade policies have taken a perverse turn
is foreign aid. Because of balance-of-pnyments deficits, President
EKisenhower instituted and Presidents Kennedy and Johnson broad-
encd the practice of “Buy American” under foreign aid. European
governments and Japan never liked this. Although they accuse the
United States of flooding the world with too many dollars, they have
been pressing our Government to do away with “Buy American” so
they can earn more of these unwanted dollars! With a sense of timing
for which “maladroit” is too kind a word, it is now proposed that we
internationalize aid and repeal Section 604 of the Foreign Assistance
Act, both of which would effectively untie aid.

Mr. Chairman, with our present unemployment and unused plant
capacity, we can give aid and even increase it in terms of goods and
services, but we simply do not have dollars to lend so they can be
spent ai)road, perhaps in Germany and Japan, from which we are
forced to borrow.

THE MULTINATIONAL CORPORATION

The multinational corporations are caught in thie contradictions of
our policies in defense, aid, and trade. Their alleged sins are now
being decried among academics, certain spokesmen of labor and even
in ministerial conferences in Europe. These corporations are accused
of exporting jobs; but they seldom receive credit for the jobs they
create from exports—as in fact they produce one-fourth of the total
U.S. exports with their shipments to their overseas affiliates.

The implication that “run-away” U.S. companies serve the U.S.
market with cheap, foreign labor simply is inaccurate in all but a few
cases. To take onc example: Of the 1,321,000 foreign cars imported
during 1970, only 128,299, or 9.8 percent, were made by U.S. subsid-
iaries abroad. The rest were Volkswagens. Toyotas, Fiats and the like,
all produced by forcign-owned companies. In the case of the 13 million
short tons of iron and steel imported during 1970, hardly any could
be attributed to American-owned subsidiaries abroad.

If all U.S. investments abroad were suddenly eliminated, the United
States would be worse off by nearly $17 billion in its international re-
ceipts, two-thirds in exports and one-third in investment income, not
including the $1.5 billion income from royalties and fees. As sympa-
thetic as I am to labor’s viewpoint in the matter of employment, I
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sincerely believe that they are whipping the wrong horse in attacking
international or multinational corporations. Most of our imports come
from foreign-owned enterprises; and if third country markets could
not be supplied by U.S. subsidiaries abroad, they would simply be sup-
plied by foreign competitors.

European opinion tends to blame U.S. direct investments for the bal-
ance-of-payments deficits. Everyone talks about the $30 billion of
American investments in Europe, two-thirds of which are direct and
one-third are in portfolio investments, roughly speaking; but it is
rarely mentioned that European investments in the United States are
about equal—some $29.5 billion—even though more of theirs are in
portfolio investment.

Many people who should know better blame American companics
for the recent currency crisis. Multinational corporations are in the
business of manufacturing and selling products, not gambling with
huge cash reserves. They would not be in business long if they specu-
lated with a magnitude of liquid assets which could shake the founda-
tions of the combined central banks of Europe.

RECOMMENDATIONS

I would now like to caution about over-reacting to what I see as a

“Rip Van Winkle Syndrome.” We must not wake up to rush into a
protectionist frame of mind, nor shackle the multinational corpora-
tion, which is producing much of the world’s cconomic growth, and we
must not indulge in meat-ax slashing of foreign aid or defense com-
mitments,
. Instead, we need cooly and rationally to set our house in order; to
regain, for bargaining purposes, control of access to our own market.
We should insist on reciprocity and national treatment for our trade
and investments; and to require the applications of international
standards of fair compensation for expropriated property as a cri-
terion of our aid. We must get our balance-of-payments under control
by insisting that other people do their share in protecting their bound-
aries, their supply sources and their sea lanes, whether in the Mediter-
ranean, east of Suez or in the Far East.

AN INTERNATIONAL SECURITY FUND

We have an International Development Association to internation-
alize the costs of development aid and an International Monetary
Fund for monctary stability. Why not an International Security Fund
to neutralize the foreign exchange costs of mutual security, which is
one of the principal causes of monetary instability ¢ Countries—for ex-
ample, Belgium, Germany, Italy, and Japan—which are in surplus
on the military account and also in overall balance of payments, each
year could deposit into such a fund a sum equivalent to the foreign ex-
change costs of troop maintenance in the common defense. Countrics
in deficit on the military account—Britain and the United States, for
example—could draw upon this fund.

We should therefore negotiate the creation of an “International Se-
curity Fund.” This would be more decisive in creating conditions of
monetary stability than flexible exchange rates and dollar devaluation.
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A TOREIGN ECONOMIC POLICY BOARD

The Administration deserves credit for one long-overdue reform—
the establishment of a Council on International Economic Policy and
the appointment of its Executive Director. But we still need, in my
judgment, a longer term focus and a more independent mechanism.
Structurally, it should be a combination of the Council of Economic
Advisers and the IFederal Reserve Board, but with an international
mandate, which would be established by statute with a built-in con-
tinuity. Such a body—call it a Iforeign Ifconomic Board, for ex-
ample—could present to Congress an annual “foreign exchange
budget” which would be a most useful policymaking tool for all con-
cerned with decisions on priorities.

NEGUTIATIONS ON EURO-DOLLAR MARKET

The Euro-dollar market is a huge pool of capital, owned, perhaps
half and half, by central banks and private interests. It will continue
to be an element of instability so long as it is invested in short term
paper and moves from country to country for speculative gains or in-
terest differentials. How these funds are used will make a profound
difference to the future of Western society—whether they are used for
financin;f trade, government deficits, public work, World Bank ac-
tivities, housing or industrial development through private corpora-
tions. The United States has a vital stake in this question. We cannot
afford to stand aloof from what happens on this front in Europe.

In short, gentlemen, we must start acting like other Eeople in pre-
serving our vital interests. We have a “Nixon Doctrine” for security
affairs, But we need to apply this burden-sharing philosophy to eco-
nomics as well as manpower.

Perhaps in time our allies will find among themselves a leader who
can rise above squabbling politicians to stand as a true world stateman.
Such a man might be able to seec in 1971 what George Marshall and
others saw so clearly in 1947: that circumstances may require short
term sacrifices for long term interests. This has been America’s phi-
losophy ever since World War II. Now it is the turn of others; and
surely our allies have an interest in seeing America restored to a post-
Vietnam mental health and a balance of payments economic health so
that we can resume our place in the front ranks of those trying to pro-
duce a livable world for the next generation.

StatEMENT OF Dr. N. R. DANIELIAN, PRESIDENT, INTER-
NATIONAL Kconoaic Poricy AssocrarioN
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I. INTRODUCTION

These hearings are most appropriately timed. The so-called “dollar
crisis” in Europe, the pending Mansficld Amendment, the British-
TEC negotiations in Brussels, the unresolved trade policy debate in the
United States, the mounting attacks on multinational corporations, the
discussions of exchange rate flexibility as a means of trade adjustment,
the tentative gestures toward more trade with Communist countries,
even with China—all these underscore the validity of the Chairman’s
thesis that geo-cconomics has moved to front stage. .

Our organization was established in 1957, soon after the first Sputnik
went up, on this same perception, namely that military power in the
nuclear age would soon lead to a stalemate, and that economic policies
would become one of the major instruments of National survival.
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Unfortunately, in a large democratic country like ours, there is
a time gap between the first perceptions of a problem and public and
official reaction. In the past decade, the United States has been going
through a transition in both its military and economic posture, but
has been acting as if there were no change in the conditions, and hence
no need for a change in policies.

The problems that have come to the front page in the past year or
two have been with us for a long time. All the major elements of the
recent dollar crisis in Europe—accumulating balance-of-payments
deficits against dwindling reserves—have been developing for a dec-
ade. So has the Eurodollar market, a creation of this cumulative defi-
cit, which is a $50 billion pool of uncontrolled liquidity.

The theory of “benign neglect,” implying that this country can do
anything it wishes at home and abroad without worrying about the
consequences ot the reactions of our creditors, is patently absurd. Our
balance-of-payments deficit means that each year we are financing
several billion dollars’ worth of such activities as troop deployments,
foreign-aid grants, even imports for consumption and tourism abroad,
by borrowing from foreign sources. If our creditors one day should
refuse to lend us money, then what would we do?

I was in Europe on i\/Iay 5 when several of the European countries
suspended purchases of American dollars. I can assure you that it is
a sobering feeling to have dollars in your pocket and yet suddenly
be confronted by the fact that if nobody Wou{)d accept them for a meal
or a hotel room, you would he out in the park !

On the other hand, European bankers and economists have a narrow
view of the causes of the U.S. balance-of-payments deficits and the
dollar glut. Any they offer equally unrealistic solutions. They general-
ly attribute the causes to U.S. fiscal and monetary policies and re-
sultant inflation, and to U.S. capital investments abroad. They are
wrong on both counts. These factors may have a%gyavzgted the sta-
tistics in some years, but the basic causes of the deficits lie elsewhere.

In 1964, for instance, when our trade surplus was $6.6 billion, we
still had 8252.8 billion in deficits on a liquidity basis. Our studies 6n
this subject, going back to World War II, have convinced us that the
basic balance-of-payments deficits of the United States—eliminat-
ing cosmetic arrangements in the statistics and temporary shifts of
funds—have very nearly equalled the U.S. Government’s foreign-
exchange expenditures abroad for military- and foreign-aid purposes.
In contrast, the private commercial and financial transactions of the
United States, including both capital outflows and the earnings there-
on, have been in balance or earned a surplus. )

If the European analysis is wrong, the remedies they recommend
will be inapplicable, Some in Switzerland and France would like to
see gold revalued. When they are complaining about excessive
liquidity and the export of American inflation, what sense is there in
increasing the price of gold—most of which is held by the very coun-
tries.complaining of excess liquidity ? .

Inflation is often blamed for our balance-of-payments deficits be-
cause of its “pulling” effect on imports. Hardly a country in the world
today has a lower rate of inflation than the United States. And here
the remedy some Europeans propose is high interest rates. We tried
this in 1969-70 with results that we like to forget and hope to cor-
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rect. It is certainly unrealistic of Europeans to expect the United
States to suffer a deflation and unacceptable unemployment in order
to maintain the value of the dollars they hold.

In private conversations, however, one can find some enlightened
Europeans who realize that the deficits are due to troop deployments
in Europe and the Far East, to the Vietnam war, and foreign-aid
grants—much of it given for security reasons. They also realize that if
the United States did not have to bear these burdens unilaterally,
Europe would not be suffering from a dollar glut. They recognize that
no deflationary policy, and no interest rate policy could intrinsically
alter these basic costs abroad.

American cconomists also have proceeded from wrong premises to
wrong conclusions. This is the case with the “voluntary” controls on
direct private investments, instituted in 1965, which soon became
mandatory and arve still in force, although advertised as “temporary.”
These controls have handicapped American business while hurting our
balance of payments in the long run and merely introducing artificial-
ities in the short run. Moreover, we have gotten into the absurd position
of applying the “Trading with the Enemy Act” to our NATO allies!

There is not a fad of urging flexible exchange rates or revaluation of
other currencies, that is to say, a de facto devaluation of the dollar, as
a solution to American balance-of-payments deficits. As with “benign
neglect,” this overlooks the consequences. As far as the foreign ex-
change cost of our widespread defense deployments is concerned,
revaluation can only increase both our budgetary and balance-of-pay-
ments costs. The 1969 revaluation of the deutsche mark by 9.3 percent
has cost us an extra $100 million a year in our troop costs. The same
would apply to the Japanese yen, if revalued. On the defense account,
the only solution I can see is a responsible program for joint sharing of
foreign exchange costs.

The belief that flexible exchange rates or revaluation of other cur-
rencies will turn the trick on our commercial transactions is a hangover
from classical international trade theory. Unfortunately, this is not
applicable to a world where the classical model of competition. free
trade, and mobility of capital and labor simply does not apply. To
solve the problems by exports, we would have to earn $4 to $6 billion
more per year in increased exports, raising the trade surplus to $6 or
$8 billion a year. Realistically, who is going to buy that much more from
us on a unilateral basis so as to compensate for our military and
foreign-aid expenditures?

If the EEC and Japan should revalue their currencies by, say, 5to 7
percent—an unlikely prospect—iwould our imports from them really
diminish and our exports to them increase so substantially that we
could produce this order of improvement in our trade surplus? The
less-developed countries arve clients for foreign aid and hardly in a
position to give us a unilateral trade advantage. The Tastern bloc coun-
tries are interested in balancing their trade accounts and in obtaining
long-term credits form the West.

Nor would flexible exchange rates make any real dent in the problem
of the multibillion dollar Eurodollar market-—which, as I have noted,
has been created by America’s cumulative payments deficits. This pool
of liquidity will tend to slosh over national boundaries and financial
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controls as, indeed, none other than Dr. Otmar Emminger of the
Deutsche Bundesbank stated in a response last week to questions from
the Washington Post. Flexible exchange rates might make this situa-
tion even worse, by encouraging speculation. One result of the recent
crisis may be a concerted attempt by the Furopean central banks to
“control” the Eurodollar market by one means or another, even if this
involves capital controls, The U.S. Government should be in the fore-
front of proposing means for the orderly and useful employment of
the Eurodollar funds for worldwide economic development on a non-
discriminatory basis. L . .

It is tragic that in a world most of which is starving for capital, the
billions in the Kurodollar market should be allowed to act as “drop-
outs” from society, skittering from country to country for short term
1 or 2 percent interest differentials. Central bankers, instead of acting
as money changers, should assume the role of economic statesmen and
find the institutional means for putting this pool of capital to work on
long-term investments in economic development through private and
public media.

Turning now to our trade policy, we have also suffered from a de-
layed perception of basic changes.'T personally supported the various
reincarnations of reciprocal trade legislation during the late 1940
and 1950’s. Then I could understand the emphasis on unconditional
most-favored-nation principles and the necessity for giving unilateral
concessions because t{lis was a period of economic reconstruction for
Western Europe and Japan.

The Genem{ Agreement on Tariffs and Trade (GATT) was nego-
tiated in 1948 and was understandably biased in favor of conntries
needing our help, such as the “grandfather clause® continuing the
British Commonwealth preference system and the authorization for
common markets and free trade areas in the interest of Western Euro-
pean unity, albeit they were clear denials of the unconditional most-
favored-nation principle.

Statesmanship requires not only generosity but also the ability to
see the turning points in history. T am afraid our insights are best
described as shortsighted when we get ourselves into a position where,
as today, we have to borrow money from Japan and ermany, some
to give it away as foreign aid, and some to help pay for their defense;
and then we urge them to depreciate our currency so that we can keep
on doing the same old things in the same old ways,

The IXEC may soon be expanded beyond the original six to include
Britain and several other members of EFTA, and by association agree-
ments, former African dependencies, the Caribbean islands, and most
Mediterranean basin countries. This expansion will create an enormous
discriminatory trading bloc which was never contemplated during
the negotiation of GATT and is inconsistent with its underlying
philosophy.

We are told to be patient becanse the enlarged community, when
established, will presumably be willing to negotiate a more outward-
looking trade policy with us. We reaﬁy have only three choices: wo
can accept the situation and let bad go to worse in our balance of
trade and payments; we can exercise our rights by enforcing compen-
satory adjustments or taking retaliatory action under GATT—which,
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however, the executive branch has opposed; or we can amend section
251 of the Trade Expansion Act of 1962, changing the unconditional
most-favored-nation principle to a conditional basis; that is, condi-
tioned on reciprocity and national treatment. In this case, section 252,
the retaliatory authority, should be expanded to include all categories
of commodities. At the same time, we should amend section 211 to
extend the authority to negotiate tariff and other trade barriers to
include countries and trading blocs besides the EEC.

Such changes would put the United States in a better bargaining
position vis-a-vis other key developed countries and blocs. We would
be in a stronger position to insist on reciprocal liberalization of trade.

The United States has another remedy : It could invoke article XTI
of GATT, which gives any country power, after consultation with
other countries and the IMT, to impose quotas on a temporary basis to
rectify a serious balance-of-payments deficit. The advantage is that
these measures can be revoked anytime and do not give rights to other
countries to retaliate.

The European central bankers and government ministers have laid
the groundworlk for the invocation of article X1I by their continuing
complaints about the so-called “dollar glut” stemming from our per-
sistent balance-of-payments deficit. It is to be hoped that the invoca-
tion of article XII, in principle. would lead to a more rational division
of security costs in urope and a more receptive policy toward 17.S.
exports so that restrictive measures would not have to be imposed in
practice.

The negotiations which might stem from an invocation of article
XII, or a revision of section 251 of the Trade Expansion Act of 1962,
are particularly important with regard to protecting our agricultural
markets abroad. The politics of the European farm bloc have created
one of the most onerous trade barriers in the form of variable levies.
The concessions made in the name of European unity during the Dillon
and Kennedy Rounds of negotiations in 1962 and 1967 close the loor
on the most competitive and efficient sector of American production.
With the accession of Great Britain to the EEC, the harni to our agri-
cultural interests will be even greater. In short, events have conspired
to prevent, the theory of comparative advantage from being applied
to the United States in the one area where it would definitely work
to our advantage.

We have thus managed to create for ourselves through retarded cog-
nizance a curious position: The most productive nation in the woer
is becoming the “least-favored-nation” in international trade! The
United States cannot sustain the enormous responsibilities resting
upon it in the world by continuing in such a supine position.

Another example is foreign aid, where we are currently borrowing
billions in Europe to give it away to Latin America and other coun.
tries so that they can expropriate American investments with it or buy
what they wish in Japan and Europe. With a sense of timing for which
“maladroit” is too kind a word. we are proposing to “untie” U.S. aid at
a time when the Europeans and Japanese ought to be collecting their
unwanted dollars and making them available to the less-developed
world as a part of a balance-of-payments “moratorium” on the U.S.

contributions.
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The multinational corporation has become the scapegoat caught in
the contradictions of our policies in defense, aid and trade. Its alleged
sins are now being decried among academics, certain spokesmen of
labor, and even in ministerial conferences in Europe. The multina-
tional corporations are accused of exporting jobs; but they seldom
get credit for the jobs they create from exports—and in fact they pro-
duce one-fourth of the total U.S. exports with their shipments to their
overseas affiliates.

The implication that “run-away” U.S. companies serve the U.S.
market with cheap foreign labor is simply inaccurate in all but a
few cases. To take one example: of the 1,321,000 foreign cars imported
in 1970, only 123,299, or 9.3 percent were made by U.S. subsidiaries
abroad. The rest were Volkswagens, Toyotas, Fiats, and the like, all
produced by foreign-owned companies. In the case of the 13 million
short tons of iron and steel imported in 1970, hardly any could be at-
tributed to American-owned subsidiaries. '

The problem is one of cost differentials and not of ownership, snd
the continual use of the multinational corporation as a scapegoat
merely diverts attention from real issues. If all U.S. investments
abroad were suddenly eliminated, the United States would be worse off
by nearly $17 billion 1n its international receipts, two-thirds in exports,
and one-third in investment income, not including the $1.5 billion
carned from royalties and fees. As sympathetic as I am to labor’s view-
point in the matter of employment, I sincerely believe that they are
whipping the wrong horse in attacking international or multinational
corporations. Most of our imports come from foreign-owned enter-
prises; and if third country markets could not be supplied by the U.S.
companies abroad, they would simply be supplied by foreign compe-
titors. The idea that if we could only shackle American companies and
keep them at home, the foreign markets would be supplied from here,
at prices that may be 20 or 30 percent higher than foreign prices, plus
shipping costs, is simply an illusion.

Everybody talks about the $30 billion of American investments in
Europe—two thirds direct, one-third in portfolio investments, roughly
speaking—but one rarely finds it mentioned that European invest-
ments here are about equal, some $29.5 billion, even though more of
theirs is in portfolio investment.

Having just spent 3 weeks in Europe, I am astounded that so
many people who should know better take out their frustrations—over
the recent currency crisis, for example—by blaming American com-
panies. Multinational corporations are in the business of manufactur-
ing and selling products, not gambling with huge cash reserves. They
would not be in business long if they maintained a magnitude of liquid
assets which could shake the foundations of the combined central banks
of Europe. And to the extent that responsible corporate treasurers do
try to avoid losing money (and their jobs) by being caught with too
much of a weak currency at the wrong time, they follow rather than
lead the European speculators—among whom one must number some
of the leading public and private banking institutions. One cannot help
noting that to the extent there are temporarily unemployed capital bal-
ances in Europe, they very often result from the artificial requirements
of America’s foreign direct investment controls—whose removal is op-
posed by many Europeans!
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If there is any American blame for the dollar crisis, it should attach
not to our cupidity but to our stupidity. By that I mean failure to ne-
gotiate realistic solutions to the problems I have cited with our Euro-
pean and other allies.

What can we do about all this? As one who has sometimes been
criticized for crying “wolf” about the U.S. economic position in the
world, I would now like to caution about over-reacting to what I see
a “Rip van Winkle syndrome.” We must not wake up to rush into a
protectionist frame of mind, nor shackle the multinational corpora-
tion which is producing much of the world’s economic growth, and we
must not indulge in meat-ax slashing of foreign aid or defense com-
mitments.

Instead, we need coolly and rationally to set our house in order. We
need to regain, for bargaining purposes, control of access to our own
market. We should insist on reciprocity and national treatment for our
trade and investments; and to require the applications of international
standards of fair compensation for expropriated property as a crite-
rion of our aid. We must get our balance-of-payments under control by
insisting that other people do their share in protecting their bounda-
ries, their supply sources, and their sea lanes, whether in the Mediter-
ranean, east of Suez, or the Far East.

In short, gentlemen, we must start acting like other people—like
Germans and Japanese, like Frenchmen and Britons and Russians in
preserving our vital interests. We have a “Nixon Doctrine” for security
affairs. But we need to apply this burden-sharing philosophy to eco-
nomics as well as manpower. :

" Let me be quite clear on this: America cannot opt out of its special
interests and responsibilities in aiding the developing countries. We
can make substantial contributions of goods and services. But no
substitute instead an “untying” of aid and a shift to international in-
stitutions, merely serves to give away more of the dollars which we
cannot afford under a basic balance-of-payments deficit of about $4-$5
billion per year.

Nor do I think we can, or should, withdraw from all of our security
commitments. But while these may be in our interest, these are com-
mitments to our friends, as well as deterrents to our enemies, Instead
of “offsets” via arms sales, some of which would be bought anyway,
and others of which may not be necded, or paper transfers which add—
with interest—to our obligations, we should negotiate the creation of
“international security fund.”

We have an International Development Association to international-
ize the costs of development aid, and an International Monetary Fund
for monetary stability. Why not a fund to neutralize the foreign ex-
change costs of mutual security, which is one of the principal causes
of monetary instability ¢ Countries—for example, Belgium, Germany,
Italy, and Japan—which are in surplus on the military account and
also in overall balance of payments, could deposit annually into such a
fund a sum equivalent to the U.S. foreign exchange costs of troop
maintenance in the common defense. Countries in deficit on the mili-
tary account, Britain and the United States, for example, could draw
upon this fund. The payments would, to be sure, represent an addi-
tional tax burden on the citizens of these surplus countries; but it is
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a burden they can afford, especially given the windfall from our
military deficits, and which equity requires that they undertake.

I want to conclude by giving the administration credit for one
long overdue reform—the establishment of a Council on International
Iconomic Policy and the appointment of an executive director. But
we still need, in my judgment, a longer term focus and a more independ-
ent mechanism. Structurally it should be a combination of the Coun-
cil of Economic Advisers and the Federal Reserve Board, but with
an international mandate, which would be established by statute with
a built-in continuity. Such a body—call it a foreign economic policy
board, for example—could present to Congress an annual “foreign
exchange budget” as proposed in a recent bill introduced in the House,
which would be a most useful policymaking tool for all concerned
in deciding on priorities. Foreign economic policy badly needs to be
decompartmentalized, both in our own Goverment, to give the Presi-
dent control of the levers of power, and in our international
negotiations.

Perhaps our allies will find among themselves a leader who can rise
above squabbling politicians so as to be a true statesman. Such a man
might be able to see in 1971 what George Marshall and others saw so
clearly in 1947: That circumstances may require short-term sacrifices
for long-term interests. This has been America’s philosophy ever since
World War IL. Now it is the turn of others; and surely our allies have
an interest in seeing America restored to a post-Vietnam mental
health and a balance-of-payments economic health, so that it can resume
its place in the front ranks of those trying to produce a livable world
for the next generation.

II. Tnx U.S. BALANCE oF PAYMENTS

The United States has had a sizable liquidity deficit in its balance-
of-payments since 1958 and, for several years, on an official settlements
basis. The several currency crises of the last 2 years show that the
liquidity measure is a good indication of the potential danger to the
dollar—a danger which manifested itself most recently through the
massive speculation on May 3, 4, and 5. Based upon a detailed break-
down of the U.S. payments deficits, our figures indicated that the
Government sector has been in consistent deficit while the private sector
has had to struggle to finance the Government spending abroad. The
margin of its failure to do so is the U.S. deficit.

THE PUBLIC AND PRIVATE SECTORS

Table 1* shows a breakdown of the Government and private sectors
in the balance and payments. We have two balances of significance : The
basic balance, which includes only long-term transactions; and the
total balance (liquidity basis excluding some special Government
cosmetic transactions),.which includes long-term and all short-term
transactions. As can be seen in the basic balance, the private sector has
been in surplus and the Government sector in deficit for all years. On
the overall balance, the private sector has held its own in near balance
or surplus for all years except 1969. However, the deficit in 1969
represents the short-term circular flows associated with heavy Euro-
borrowing by the U.S. citizens because of the tight money conditions
here. The Government sector was in deficit for all years.
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Looking further into the Government sector deficits, one can see
clearly that our military and foreign aid expenditures are responsible
for them. Net military expenditures were in deficit by $3.4 billion in
1970 and the net dollar outflow from all U.S. Government aid pro-
grams equalled --$700 million. Thus, deficits of $4.1 billion were ac-
counted for by these two government categories.

PRIVATE OVERSEAS INVESTMENT

United States direct private investments have played an important
role in financing U.S., Government expenditures abroad. Table 2%
shows that U.S. direct investments have returned more in repatriated
income in each year than they have sent abroad in capital outflows.
Without continued investments abroad, the U.S. balance-of-payments
would suffer.

TRADE TRENDS

Trade flows, as evidenced by Tables 3 to 12**, show that since 1964
substantial shifts have taken place. Our nonagricultural surplus has
slipped from a $4.4 billion surplus to a deficit of $1.24 billion in 1969.
This major shift has taken place in our trade with Canada, the EEC
and Japan. We are also losing in that part of the world where we have
pumped billions of dollars in foreign aid and military expenditures—
East and South Asia.

On the other hand, our agricultural trade surplus has usnally given
the United States a favorable overall trade balance. Without our siz-
able agricultural exports to the EEC and Japan, the United States
would be in a more critical situation. Japan, our own Department of
Agriculture reports, is stepping up its efforts to diversify its sources
of food supply, and the EEC, especially after enlargement, represents
a threat to our wheat, corn, oil cake and oil seed exports.

In individual commodity groupings, the U.S. trade balance has
shifted substantially. The deficit in our oil import/export relationship
has reached $2.3 billion ; in automobiles and parts, it is $1.9 billion; in
certain manufactured goods including textiles and footwear, $5.6 bil-
lion; and in foed and related products including beverages, $1.2 bil-
lion. Some of these major categories were in surplus in 1961, others
were in deficit by up to $1 billion, but when a product grouping (such
as “other manufactured goods” including textiles and footwear) shifts
from a $768 million deficit in 1960 to a $5.6 billion deficit in 1970,
then the time has come for a practical re-evaluation of the situation.

THE STATISTICAL PITFALLS

It should be remembered that there are two measures of the U.S.
trade balance. One balance shows that in 1969 we had a $63 million
surplus and in 1970 a $2.185 billion surplus. This includes Government-
financed aid and Public Law 480 exports. If we net out these U.S.
Government-financed exports, as Senator Iong, for one, has recently
urged, the result is the pureiy commercial trade balance which is a
better measure of our competitiveness. It shows a continuous deficit
since 1967. For 1969 the commercial trade balance was in deficit by
$2.459 billion and in 1970 the deficit amounted to $841 million.

*pP, 158.
**Pp, 154-158,
62~790—71—pt. 1-——10
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AID POLICY AND TIIE DEFICIT

‘U.S. aid policies also add to the balance-of-payments deficits. We are
a debtor Nation and no longer earn enough foreign exchange to give
away dollars—as opposed to goods and services. To do so, in effect, we
have to borrow the dollars in Europe—paying interest of course; then
many of those dollars are given to developing countries, finding their
way back in trade channels to European central banks. Then the United
States has to borrow them back again because of “dollar glut” in
Europe! U.S. aid policies over the last 8 years have been centered on
a “buy American” and additionality principle. Former AID Adminis-
trator Gaud has testified that tied aid has earned $500 million annuall
and additionality has earned up to $45 million. The present AID sta
has used the appeal of “buy American” to sell the aid program to
American business. Yet the Administration’s new International De-
velopment Assistance bill, now before Congress, proposes to do away
with the requirement for U.S. procurement completely ! Already, by
administrative action, many aid expenditures are untied).,

In addition, the President’s policy of internationalizing aid by chan-
neling more money through the international banks will untie U.S.
funds because, by their charter provisions, no purchases made through
these institutions can be tied. The hope is that the United States will
improve its share of procurement under the programs of the various
international institutions through reciprocal untying by other donor
countries. Experience suggests this is a dim prospect. The U.S. share
of the World Bank’s International Development Association procure-
ment has been under 16 percent, compared with our contributions of
37.5 percent ; the figure is believed to be even lower in other institutions
such as the Inter-American Development Bank. As far as the OECD’s
mutual untying is concerned, I find it hard to imagine an American
firm actually receiving a fair chance to bid on a contract, say, under a
French aid program in Africa, where there was a strong French com-
petitor. In the reverse case, however, an award to the foreign competi-
tor seems more likely. Congress should, therefore, look very care ully
at the balance-of-payments implications of the new aid proposals.

MILITARY EXPENDITURES

We have already referred to the $3.4 billion net deficit last year on
the military account. The Senate is already considering Senator Mans-
field’s amendment—now recast as a separate title of the Selective Serv-
ice Act—which would deny funds for supporting more than 150,000
military personnel in Europe beyond next December. While this is
hardly a “trade” issue, it is part of the overall fabric of our relations
with Europe and thus interrelated with the economic questions before
this committee. Since the proposal is advanced at this time on & bal-
ance of payments basis, T would like to suggest an alternative which
will deal with that question without raising strategic military issues.

The problem is primarily in the fact that U.S. forces are stationed
abroad rather than at home, thus giving rise to additional distortions
in our balance-of-payments deficit via a form of involuntary tourism
and off shore procurement. We have tried offset agreements involving
military purchases; we have postponed the problem by issuing paper
I0Us—most of which add interest payments to our obligations; and
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we still have a substantial drain on the military account of $1.1 bil-
lion a year in continental Europe alone.

I think the time has come to insist with our allies that they must
completely neutralize the net foreign exchange loss to the United
States on the military account, at least insofar as that loss accrues
to their benefit. The simplest and most direct way to do this, in our
judgement, is to establish an “International Security Fund.” It need be
composed of only those countries where the balance-of-payments effect
from military activities is significant; but it should certainly include
Germany and Japan. Under this concept, countries having an overall
balance-of-payments surplus would deposite into this account curren-
cies in the amount earned from countries having a military (and an
overall) deficit. Obviously, the more such deficas were offset by mili-
tary purchases, payment of supporting costs or other means, the
smaller would be the liability of surplus countries to the fund. Such a
proposal from this Committee would be hard for the Executive Branch
to ignore, and might well find acceptance in the present climate of con-
cern over vhe future of the dollar. T am sure that both the Executive
Branch and our allies would vastly prefer this approach to that in
some other legislation now before Congress. ‘

STRUCTURAL REFORMS

The recently established Council on International Economic Policy
is a useful step forward as is the appointment of Mr. Peter Peterson
as Executive Director. But we still need a longer term focus and a
more independent mechanism, a body established by statute which
combines t%c advisory role of the Council of Economic Advisers—but
on international economic policy—with the greater independence and
long tenure of the Federal Reserve Board. Such a “Foreign Economic
Policy Board” could work with the interagency coordinating Council
to give the United States a true policy planning capability for inter-
national economic problems over the long term, as well as tightened
foorldination of current policy and implementation at the White House

evel.

The balance-of-payments issues discussed above underline all our
international economic activities, including trade, investment, travel,
industrial and property rights discused in subsequent sections, as well
as defense and foreign aid. They symbolize the need to reform and
decompartmentalize our governmental machinery.

One of the major satufory tasks of this Board should be to submit
to the President and the Congress an annual foreign exchange budget
for the United States. : '

We hear less frequently these days the argument that since U.S.
exports are only just over 4 percent of the GNP, the imbalance in our
international payments is of little significance. Recent events make
clear that the proper comparison is not between foreign exchange
earnings and GNP, but between what we earn abroad and what we
spent abroad. For more than a decade, the U.S. balance-of-payments
deficits have continuously run high. This means that many of the
things we do abroad are done with money borrowed abroad. And
this is one of the factors which has brought on the so-called dollar
crisis. To bring our payments in balance, we must either earn more
or spend less, and it is vitally important, therefore, that we plan for
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the future by means of a proposed foreign exchange budget. It should
include all estimated foreign exchange earnings and all estimated for-
eign exchange costs, and the proposed Board and the Council on Inter-
national Economic Policy should develop programs for brmﬁ_{mg them
into balance. In this way, the United States will have a tool for sort-
ing out its priorities for the foreign exchange available, without con-
tinual increases in U.S. liquid liabilites abroad.

IIT. U.S. Trape Poricy 18 A Craxeine WoRLD
TIIE RISE OF TRADING BLOCS

The world is changing and the United States must adopt policies
to meet the challenge of the changes. The formation of trading blocs
has changed the trade intercourse that should naturally evolve from
the unconditional most-favored-nation principle. Attention must be
drawn to the further enlargement of the European Community by the
addition of new members or associates and by special agreements.
Formerly at sixes and sevens, Europe is moving to expancf the EEC
by the addition of Britain and others of the outer seven who have
formed EFTA.

Latin America is developing an Andean trading bloc and, slowly,
a Latin American Frec Trade Association. There is the Central Amer-
ican Common Market and what might be called a de facto “Common
Market” formed by the Communist bloc countries. (Actually, it might
better be described as a multinational conglomerate, ideologically in-
corporated.) There is talk that Japan may form a common trading
area in the Pacific (PAFTA) and mainland China may become a
trading power to contend with by the year 2000.

All of these common markets favor the insiders and tend to dis-
criminate against those on the outside.

These formations of blocs are helpful in the aggregate: to them-
selves, as they encourage economic growth, and to the trade of the
United States with them, as this trade will probably rise. But the U.S.
percentage share of th bloc countries’ imports has and will continue
steadily to decline. This can be called the trade-diverting effects of
bloc formation. Table 138 shows that the U.S. share of world trade
has declined. The U.S. share of EEC imports, for instance, has de-
clined from over 12 percent in 1958, to 9.5 percent in 1970.

Bloc formation is not to be opposed; but U.S. policy must change
in its approach to negotiations with them. We have operated under
an unconditional most-favored-nation principle; that is, those conces-
sions given to one country are automatically granted to all contract-
ing parties to the GATT. We negotiate a deal with the EEC on, let’s
say, auto tariff reduction, where by 1792 we will charge 8 percent
on the f.o.b. value while we allow Europe to charge 11 percent and
Japan 10 percent on the c.i.f. value.

ﬂl addition, we allow negotiations to be completed in the nonagri-
cultural sector alone—a sector in which the United States has been
in a trade deficit—while we set aside discussions in the agricultural
sector—our primary breadwinner. The Common Market is also in the:
midst of making “association” agreements, some of which violate in
spirit the tenets of the GATT. '
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MOST-FAVORED-NATION AND RECIPROCAL AND NATIONAL TREATMENT

There have traditionally been three basic principles in international
trade policy: namely, unconditional most-favored-nation treatment,
reciprocity and national treatment. The United States, by and large,
has adhered to all three of these principles. Unfortunately, however,
other countries have not been equally faithful in observing them. The
Commonwealth preference system, still tolerated under the grand-
father clause of GATT, is a violation of the UMFN principle. The
EEC itself, as well as its expansion through new members, associate
members, and special agreements, is in violation of UMFN princi-
ples, although in part sanctioned by the GATT.

The Communist world, as a trading partner, will simply not ac-
cept reciprocity because they say it is against their constitutions. As
for the MFN principle, which they wish to be accorded by others,
they say they respect it, by excluding everybody! The Communist
countries can conform to the national treatment principle, but there
is such a difference in the status of individuals between their coun-
tries and ours that there is little solace in equal treatment here.

Many countries like Japan are violating the national treatment
principle; and there are ideas circulating in the European Economic
Commission concerning favored treatment of locally owned com-
panies.

The variable levies on agricultural imports imposed by the EEC,
without any compensation, certainly violate the principle of reciproc-
ity. Under force of circumstances, we, too, find ourselves in the posi-
tion of increasing nontariff barriers, such as quotas, in order to rectify
the results of unsatisfactory negotiations of the past, but, nonetheless,
in violation of the basic principles of the GATT.

A major proportion of the 1970 world trade of some $278 billion
zx'as] carried on under conditions that violate these principles of liberal

rade. ‘

The principles of GATT, and for that matter of the OECD Con-
ventions—to which Japan is also a partv—are being violated right and
left: and the so-called liberal trade policy. which has made a religion
of the UMFN principle, is increasingly a shambles. )

These persistent departures by other countries from the reciprocity
and national treatment principles and liberal trade policies. added to
high TJ.S. production costs and an erosion of our technological edge.
sharply diminish the U.S. ability to compete in world markets and to
earn our way throuch the sale of exports. The results is a persistent
deterioration of U.S. commercial trade from a large surplus to a net
defiicit. This factor, added to our military and foreign aid expendi-
tures, creates a situation which is antithetical to the freedom of move-
ment of goods and capital, which is the very marrow of multinational
enterprise and international growth.

POSSIBLE REMEDIES

How do we find our wav back to a nolicv of expanding rather than
restricting the onportunities for trade? We must regain control of
access to the T7.S. market, so that in negotiations we can be more
successful in obtaining resnect for the principles of MFN. national
and reciprocal treatment. We can do this by making access to our
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markets conditional on adherence in practice to these principles by
other countries. The application of these principles should not be con-
fined merely to matters of commodity movements, but some encompass
investments, repatriation of earnings, industrial property rights and
other considerations of quantitative economic value. Egconomic
progress is indivisible: Trade, investments, property rights, travel,
mlhékary expenditures, and the balance-of-payments are all interde-
pendent. ‘ ‘

An amendment of section 251 of the Trade Expansion Act of 1962
as amended, could change from unconditional to conditional MEFN
and enumerate the conditions of reciprocity and national treatment in
both trade and investments. The negotiating authority of section 211,
now applying only to the European Economic Community, could be
expanded to all nations, common markets, trade blocs, and free trade
associations.

Because there would be some effects on a number of existing treaties,
this would not be a step to take lightly. But unless we are more success-
ful than we have been so far in securing effective reciprocity through
multilateral negotiations, this may be the only way to enable the
United States to negotiate from a position of strength. It must be
kept clearly in mind, however, that although the techniques of negotia-
tion may change, as in fact, they are changing, from multilateral to
bilateral, the end purpose for which our negotiating strength should
be used must remain freer movement of goods ahd capital on a
reciprocal basis. :

Everyone knows that the world in the seventies is not that of the
fifties. Yet in our international economic relationships, the Govern-
ment continues to act as if America’s “super power” size and status
obligated us to higher standards of behavior and self-sacrifice than
other states. There is, of course, some continuing validity to this no-
tion. But surely the special conditions which prevailed after World
War II have now been corrected—in no small part due to America’s
gencrosity. In short, having met the special obligations imposed by
relative affluence, the United States can begin to act like other countries
again. We have major domestic priorities and problems of our own.
While we must continue, as in the past, to carry out our basic respon-
sibilites, we must insist oh more reciprocal treatment in our economic
relationships. Such a shifting emphasis—if you will, an “economic”
version of the “Nixon doctrine” on defense—makes its possible to look
at another major option open to the United States.

ARTICLE XII OF GATT

Article XIT of GATT entitles any member country in serious bal-
ance-of-payment difficulty to impose temporary quotas on imports
after consultation with other countries affected, without being in viola-
tion of GATT rules, thus precluding retaliation. They would be so
entitled if the United States enacted restrictive measures unilaterally.

Such special measures ideally should be temporary rather than
cemented in legislation. The consultations required by article XII
could be helpfuri in developing some realistic bargaining leverage! It
has been argued that article XTI was never intended to apply to coun-
tries with reserve currencies. However, Britain, whose pound was and
is a reverse currency, has used article XII on more than one occasion.
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So have France and Japan. Are we still that much “holier than they ¢”
In any case, the world’s bankers are complaining about our balance-of-
payments deficits which produce their “dollar glut.” They would there-

fore be hard pressed (or at least embarrassed) to complain about U.S.
invocation of article X1I.

EXPORT FINANCING AND TAX INCENTIVE

The United States must meet the increasing measures taken by
other countries to abolish restrictions and to adopt financial assistance
and incentives to encourage exports, This is essential to meet foreign
competition and to help our industries and labor, The Senate recently
passed S. 581, to increase the lending authority of the Export-Im-
port Bank from $18.5 billion to $20 billion and to increase the Bank’s
E'oh.tmal and credit risk guarantee authority from $3.5 billion to $10

illion. This is a step in the right direction, but other measures must
be taken. The Treasury’s DISC proposal providing for tax deferrals
on exports failed of passage in the Congress last year. Instead of
merely a tax deferral, tax reduction incentives should be considered
to encourage the export of American goods.

Special tax reductions on export of goods are prohibited, in theory,
by GATT. But expert of services, ranging from inbound tourism to
engineering and technical, can be given preferential tax treatment.
And even on good, the United States is certainly entitled to equalize
the rebates which foreign governments and the EEC, in particular,
granted under the guise of TV A and other taxes. Consideration could
therefore be given to an extension of the Western Hemisphere Trade
Corporation concept permitting a 14-point reduction on income from
all exports of goods and services or to a drawback on exports equal
tolocal, State and Federal taxes and duties.

TOURISM

International tourism is an integral part of U.S. trade, for it
represents what we might call “trade in tourists.” The U.S.
ranks on the lower rung in its promotion of foreign tourism. In 1970
approximately 167 million tourists traveled the world; yet the U.S.
attracted less than 10 percent of them. U.S. tourism receipts represent
$2.3 billion ($2.8 billion, including transportation) in foreign
exchange earnings, yet we spend less than $5 million on the promotion
of inbound tourism through the U.S. Travel Service. Fifty-two coun-
tries around the world give substantial tax concessions and rebates
for the promotion of tourism and tourist facilities and gain $4.9 bil-
lion a year servicing Americans. We in the United States do not. Even
the DISC proposal, aired in Congress last year, dealt only with the
export of goods. )

T am pleased to note, however, that the Export-Import Bank is
trying its best to increass cur exchange earnings from tourism by pro-
viding a new program of financing inbound travel. In recent hearings
before the House' Committee on Merchant Marine and Fisheries, in-
dustry witnesses advocated a tax deduction of 10 percent of the price
of a ticket bought for passage on an American-flag passenger vessel.
This, they hope, will increase American vessel usage and keep at home
some U.S. dollars spent by American travelers.
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In my judgment, what we need is a tax reduction giving initiative
to companies engaged in bringing foreign tourists to the United
States and servicing them here. Such a tax benefit could help to stimu-
late inbound tourism without involving a violation of GA'TT, which,
as noted above, applies only to goods—not services.

In 1970, the Congress passed the International Travel Act amend-
ments authorizing $15 million a year for the U.S. Travel Service to
help earn more foreign exchange. This legislation was a milestone
in our efforts to earn more foreign exchange through added promotion
of inbound travel. Yet we understand that for the first fiscal year
U.S. Travel Service was allowed a request of less than $6 million; and
for fiscal year 1972 they will ask for approximately $9.4 million
This, at best, is a half-hearted attempt to do the job that Con-
gress asked to be done. The U.S. Travel Service's hands ave tied by the
Office of Management and Budget and congressional approximation
committees. For once, the United States should be daring, with a less
tight-fisted approach in this important area. If we do not take posi-
tive and progressive action, our travel deficit will widen, and several
years from now we will be trying to evaluate “where we went wrong.”

oubtless there would then be renewed pressures to restrict the right
of Americans to travel and spend abroad. How much better to act
imaginatively now to earn the foreign exchange necessary to main-
tain travel as one of the basic freedoms !

IV. U.S. InvestMENT Poricy axp THE MurnrtinatioN AL CORPORATION

World investment has been growing at a rate which outstrips the
growth in trade. And, indeed, it is often referred to as the more im-
portant of the two facets of international economic intercourse. In
the United States, for example, exports have increased less than 11
percent since 1964 and their net contribution (trade balance) has de-
creased more than 11 percent annually. In the same period, the net
contribution (including outflows) of U.S. private foreign investments
($4.2 billion in 1970) has increased over 16 percent !

Much of this increase in the net contribution of foreign investments
is due to the so-called multinational corporation—as, indeed are about
one-fourth of U.S. exports (some $10 billion a year) which go to
American affiliates abroad.

THE ATTACK ON TIIE MULTINATIONAL CORPORATION

In testifying last year to the Joint Economic Committee, I sug-
gested that a special medal should be struck for the entrepreneurs
of the multinational corporation in doing for the world economy
what the limited liability company did for Europe during the indus-
trial revolution some 200 years ago; namely, pooling development
capital and skills and applying them to the world at large. These
entrepreneurs are, of course, motivated by profit; but in pursuing it,
they are buffeted by nationalism, socialism and opportunism, casti-
gated as unpatriotic by labor, and treated as public enemy number
one by some academic therists. Now, of course, they are being blamed
for Europe’s currency crisis. Multinational corporations are conven-
ient scapegoats for events over which they have very little control.
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To the extent that corporate treasurers try to avoid currency losses
on large liquid balances abroad, this is as much as anything due to
the U.S. Government’s policy. It has imposed a system of direct invest-
ment controls (partly at the urging of Iuropean central bankers) and
the Treasury threatens to tax money, which might otherwise be re-
patriated, as soon as it is brought home. )

A rising chorus of allegations claim that the multinational corpora-
tion “exports jobs.” This committee will doubtless hear something
on that subject. But the “export of jobs” critics never talk about the
“jobs from exports”; that is, those involved in producing one-fourth
of the total U.S. exports that go to overseas affiliates and which might
not go at all without the investment which maintains access to foreign
markets.

Nor do the critics cite the fact that the products involving the heavi-
est U.S. direct investment abroad tend to fall into the lowest category
of U.S. imports. Conversely, the areas of heaviest imports, such as
shoes and textiles, are among the sectors having the lowest direct
investment abroad. As noted in the introduction, the imports of auto-
mobiles and of steel are overwhelmingly by foreign-owned companies,
not American “multinationals.” They are Volkswagens, in short, not
the Simca (seo table 14). Thus the implication that “runaway indus-
try” services the U.S. market by using “cheap foreign labor” is certain-
ly not true at the macrolevel of ageregation; and it is true only in
relatively few cases. Even the components manufactured across the
border in Mexico for reimportation back into the United States, which
do take advantage of wage differentials, were found by the Tariff
Commission to promise only a modest number of jobs returned to the
United States in the event of repeal of the tariff provisions. And even
these, in the words of the Commission, . . . likely would be more
than offset by the loss of jobs among workers now producing com-
ponents for export and those who further process the imported
products.”

Labor’s desire to “supervise and curb the substantial flows of Ameri-
can capital for the investments of U.S. companies in foreign opera-
tions” can only result in a further decline in America’s global com-
petitiveness and a further loss in the very jobs labor is attempting to
preserve. There is a confusion here between a very difficult and funda-
mental issue in international trade, the comparative costs of produc-
tion and international competition and the question of who owns the
plants. Whatever the desirable policy decisions may be on the first
1ssue, they cannot be carried out by regulatory restrictions on multi-
national companies on the basis of ownership.

Apart from the ill-founded balance of payments and labor-related
criticisms, U.S. investment abroad is threatened not only by expro-
priation without compensation, but also by emotional attacks on the
multinational corporation—a symbol of foreign imperialism. While I
am convinced that many American businesses abroad can improve
their local image and develop their mutual interests with local groups,
there are some things for which business is entitled to look to the
U.S. Government for help. U.S. policy must uphold—and must be
known to uphold—the rule of international law regarding the sanctity
of contracts and international obligations, such as full compensation
for expropriation. Qur scarce public aid resources should be used in
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ways which maximize new economic development, rather than various
“divestment” schemes; and they should make clear our preference for
countries which desire to maintain a cooperative role between public
aid and private investment.

The various investment insurance and guarantee programs have a
great importance in insuring that the capital needed by developing
countries will be forthcoming; the new Overseas Private Investment
Corp. (OPIC) should develop its programs as rapidly and on as broad
a basis as possible. Similarly, the World Bank’s investment insurance
program should receive strong support from the United States.

FOREIGN DIRECT INVESTMENT CONTROLS

In 1968 the United States acted to control capital movements for
investment purposes. The Office of Foreign Direct Investment Con-
trols was established to help the balance of payments and please the
Europeans who were concerned about our investiment presence in
Europe. Today, figures indicate that the controls have not helped the
balance of payments and may indeed have caused some of the “hot
money” problems we are experiencing.

As table 2 shows, U.S. investments abroad are foreign exchange
earners, not spenders, so that the whole premise of these controls may
have been wrong. But let us examine what has happened since 1968:

The United States recorded its largest balance-of-payments deficits
in 1969 and 1970. Therefore, the strict controls were hardly the cure-
all some thought they would be. In addition, the controls forced U.S.
corporations to borrow abroad to finance direct investments and to
repatriate these funds, if need be, to bring their yearend position in
line with their allowables. What has happened is that corporations
bring money back each December and rechannel it out early in the
next year. '

Corporations have borrowed $4 billion from 1968 through 1970 in
the Euro-bond market and $2.1 billion from banks (long-term only).
However, of the $4 billion, they only used $1.67 billion to refinance
direct investment, leaving $2.3 billion as excess balances. Bank loans
might well have the same proportion of current utilization. In effect,
many companies have been forced into borrowing this money against
future needs to satisfy the paper balance approach OFDI has used.
No corporate treasurer who expects to hold his job long can remain
unmoved by obvious trouble in the foreign exchange markets; he
reacts, therefore, to any disequilibrium in the exchange markets but
he does not cause basic currency movements. If he had not been forced
to borrow, his funds would be in the U.S. parent company and he
would not have to react to the sudden crisis. :

OFDI hasn’t had the cure-all effect because direct private invest-
ments are an asset which bring in a net return to the United States.
In no year have U.S. investments caused more ontflow than inflow of
foreign exchange. However, the gap between U.S. earnings abroad
and the return on foreign investments in the United States is
narrowing. ,

There is reason to believe that the OFDI controls are harting our
exports as well as our investments. The regulations consider that ex-
ports of capital such as machinery and equipment to a subsidiary
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abroad arc an outflow of dollars, even though it does not involve a
transfer of money and hence has no effect on the balance of payments
in a strict sense. Many companies with limited allowables are thus
handicapped from exporting from the United States. Some have had
to develop foreign sources of equipment to escape this limitation, off-
setting the higher cost of borrowing abroad with lower prices of
equipment. Thus, they are helping to create a permanent foreign com-
petitive source damaging to the long-range export potentials of the
United States.

There is now broad agreement in the administration that the OFDI
controls are not in the long-run national interest of the United States.
The only real reason for keeping them on is the fear of public criticism
from European financial leaders. In view of the expressions we have
heard from across the Atlantic in the past 2 weeks, it is hardly pos-
sible that the complaints would become any more accrimonious if we
simply abolished the OFDI regulations; in any case, they have not
proved very effective, and they have created artificial demands for
liquidity abroad which have complicated the financial management
of European governments, as well as U.S. companies. Indeed, the
current concern of Iluropeans to control the Euro-dollar market them-
selves by one means or another may soon make U.S. controls irrelevant.

U.S. ANTITRUST LAWS

The U.S. antitrust laws are dvafted in broad and general terms, and
judicial intérpretations have been embarrassing, vague, and conflicting
to businessmen and government officials alike, as one attorney general
described them.* When the laws are applied extraterritorially, as they
have been, American exporters and investors find themselves in a con-
fused and poorly defined gray area, and foreign governments resent
the invasion of their sovereignty. The subject is especially confusing
for companies operating in developing countries where there is a local
trend to compel American companies to enter into joint ventures.

Most other industrial countries exempt from their restrictive busi-
ness practices laws export agreements that have no domestic restric-
tive effects and even encourage export combinations and joint in-
vestment ventures. Articles 85 and 86 of the European Economic Com-
munity Treaty of Rome have been construed to apply solely to activi-
ties within the Common Market. '

The subject is so complicated and involves such different laws of
the various countries that an international agreement would be diffi-
cult. The Council of the Organization for Economic Cooperation and
Development (OECD) on October 5, 1967, adopted a paper “Concern-
ing Cooperation Between Member Countries on Restrictive Business
Practices Affecting International Trade,” but this is only a recom-
mendation for closer cooperation in the form of consultations and
coordination of efforts regarding restrictive business practices.

Congress might give consideration to one of the following courses
of action: (1) Establish an Antitrust Review and Revision Commis-
sion as recommended by Senator Javits in S. 1486 which he introduced
April 5,1971: (2) create a new organization, or designate an existing
one, with authority to grant exceptions, including exemptions from

1 Attorney General Robert H. Jackson, later Associate Justice of the Supreme Court.
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criminal suits, in cases involving political and economic policies in
foreign commerce; or (3) issue a declaration of congressional policy
that U.S. private foreign investment is in the national interest, that
the U.S. antitrust laws should not be applied to activities outside the
United States which do not adversely affect the domestic or interna-
tional commerce of the United States, or where such actions ure re-
qlllired by the law or policy of the country in which the action takes
place.
TAXATION

The Report of the President’s Task Force on Business Taxation of
September 1970, points out that :

The existing provisions of the Internal Revenue Code are extremely complex
and, in our opinion, present unnecessary obstacles to American business in selling
goods or services in foreign markets.

In addition to the tax incentives needed to increase our exnorts re-
ferred to above, the Internal Revenue Code should be revised to place
U.S. oversea operations on a competitive basis with foreign companies
and to encourage the repatriation of funds from abroad. There should
be reasonable means whereby U.S. companies could repatriate funds
from abroad to improve our balance-of-payments account without
incurring tax liability. Bona fide loans to, or investments in a U.S.
firm in the United States by a foreign affiliate should not be subjected
to U.S. taxes as constructive dividends. Special tax reductions should
be applied to dividends paid by controlled foreign corporations doing
business in less developed countries. These and other revisions of the
Internal Revenue Code should be considered to place our companies
on an equal footing with foreign competitors and to help our balance
of payments.

TECHINOLOGY : INDUSTRIAL PROPERTY RIGHTS

The protection of our technology, one of our major assets in bargain-
ing, is a much more complex problem. As a minimum, however, U.S.
Government should clarify by legislation the conditions under which
the results of Government-financed research and development can be
made available to other countries. These conditions now vary from
department to department and product to product with much latitude,
ranging from public dedication at one extreme to almost exclusive
licensing at the other. The results of the $16 billion annual research and
development expenditure by the Government should prove to be a valu-
able source of income if carefully husbanded.

In the private field, we come inevitably to the protection of patents,
copyrights, and trademarks. Ever since the establishment of the Re-
public, the Congress has been resolute in protecting these rights as they
apply to our own jurisdiction. In other countries, however, we have
been somewhat less vocal than the importance of the subject merits.
The rights of ownership of patents should be defended, because these
technical frontiers may prove to be more important to our long-range
weifare than physical plants. This is a question of priority in the
‘thinking of our own people and in our dealings with other nations. I
frankly cannot conceive, however, of a machinery whereby the Con-
gress can impose its views upon our governmental representatives in
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this area, unless it is done as a part of trade legislation defining the
contents of economic negotiations. As a condition of granting most-
favored-nation access to our markets, we should propose protection and
compensation for industrial property rights as one of the conditions.

V. East-Wrst TrADE

Expansion of East-West trade, while desirable in principle wherever
feasible, should not be regarded as an area for greatly improving the
U.S. balance of payments.

PROSPECTS ! A REALISTIC VIEW

With the exception of China, centrally planned economies have
tended to balance their trade bilaterally. The question therefore arises:
what do Communist countries produce which would be desired by any
meaningful segment of the U.S. market ? At the moment, it must be said
very little. The industrially “mature” eastern Furopean countries of
the pre-World War IT era (East Germany and Czechoslovakia) lost
their competitive edge and the momentum for technological advance
through confinement to a Soviet market undemanding in terms of both
quantity and quality. Czechoslovakia especially was known prior to the
war for its fine engineering, footwear and textile products. The con-
straints of COMECON have led several of these countries to look to
the West for new technology, supplies. and the markets they neced to
maintain production at an economically feasible level.

New Hungarian legislation has been adopted to permit foreign
firms to buy into domestic companies. The Department of Commerce
recently reported that modernization of kev industries in that country
affords good opportunities to Western business concerns to sell up-to-
date equipment and technology which is often unavailable in the cen-
trally planned economies. As recently as January of this vear the
Romanian Ambassador to the United States was actively soliciting
American business support for joint ventures in his country.

Why should we encourage advancement in an area whose interests
have long been considered hostile to ours? The answer is that to grow,
we must allow others to grow; and to export, we must import. The
days of a $7 billion American trade surplus have passed. While, be-
cause of the quid pro quo negotiations insisted upon by the state trad-
ing countries, expanded trade with these countries would provide no
panacea for our balance of payments, a case for such expansion can
be made. Five years ago the utilization factor of manufacturing ca-
pacity in this country stood at 90 percent ; as of the first quarter of this
vear, it had dropped to 78.2 percent with the advanced processing in-
dustries being hardest hit. At home, industry must contend with a slack
demand. In Eastern Europe, demand for U.S. products is potentially
high.

CONSTRAINTS ON BUSINESS

Industry is, however, shackled by various regulations. The intent
is often to prevent Communist nations from securing strategically use-
ful items—but often there are readily available alternative sources of
supply. Thus, these regulations often succeed only in causing Ameri-
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can business to needlessly lose, by default, sales they could otherwise
make. Delays due to licensing procedures and confusion over com-
modity lists for different geographical areas frequently mean loss of
sales to less cumbersome channels in Western Europe and Japan.

We believe that the President should be given discretionary author-
ity to control trade with all countries for national security reasons;
but, while retaining national security provisions, we think controls
should be simplified to permit American companies to compete more
effectively with other countries for this trade.

TFFurther, where our own export control list exceeds the COCOM list,
and where such goods as are in question are available elsewhere, the
controls should be liberalized making the COCOM list the lower limit.
In a policy paper prepared in 1969 2i‘)y the Committece for the Promo-
tion of East-West Trade, it was noted that :

The main result (of the restrictive policies of the United States towards trade
with Bastern Kurope) has been the forfeiture of U.S. export sales to our West
European and Japanese competitors and the forfeiture of political and economic
leverage in an area of the world where normalization of relations would be a true
benefit to mankind.

Consumer end-products should be decontrolled to the fullest extent
now. Modernized socictics have been marked by an increasing demand
for consumer products and there is no reason to suspect that the cen-
trally planned societies will proceed any differently as they modernize.
\Vhif; the limited foreign exchange reserves of these countries will be
used sparingly for such purposes in the near future, even minimal
exposure to American products and the prospect of their availability
may assure us a portion of that market as it develops. Maintenance of
those present restrictions and red tape which are not essential will
tend to direct sales elsewhere.

THE LONGER RANGE FUTURE

High-ranking East European officials have made recent overtures to
American businessmen and Government leaders to foster joint ven-
tures in their countries (Yugoslavia, Romania, and Hungary). In
Hungary alone more than 150 such joint projects with non-Communist
block countries have been undertaken. Italy, France and Britain are in
the forefront along with West Germany. Several American companics
which have participated in such projects in Eastern Europe (Corning
Glass Works and American Metal Climax in Romania) have expressed
satisfaction with the cooperation extended and the results obtained.

Concurrently with the need to encourage U.S. trade with East

Europe, given the competition of other countries, Congress should
provide safeguards to American exporters against antitrust prosecu-
tion, especially in cases where the national Interest requires restric-
tions upon the unauthorized re-export of know-how, technology and
products.
P With respect to agricultural products, cargo preference require-
ments for tllie commercial export of agricultural products should be
climinated. A prime effect of these requirements has been the inhibi-
tion of U.S. wﬁeat exports to Communist countries (see table 15). At
the same time, a requirement placed on exports, the result of which is
to kill the trade, has done nothing to enhance the domestic maritime
labor situation.’ ' 5 "
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In conclusion, since 1966, total two-way trade between the Com-
munist countries and the United States, Japan and the European
OECD countries has increased from $9.8 billion to an estimated $13.4
billion in 1970 (see tables 16-18). During the same period, the U.S.
share of this trade increased slightly from 3.9 percent to an estimated
4.3 percent. These percentages represent a small portion of an East-
West trade market that has been increasing at more than 10 percent
annually in the past few years.

The current interest in a European detente should remind use of
the need for America to be more active and imaginative in East-West
trade, unless we are to be left on the outside looking in. If we are to
live in a peaceful world, we must encourage flexibility and receptivity
tl;o imaginative new ideas that can promote mutually advantageous re-

ations.

(Tables attached to Dr. Danielian’s prepared statement appear on
following pp. 152-165:)



TABLE 1.—PRIVATE AND GOVERNMENT SECTORS IN THE U.S. BALANCE OF PAYMENTS, 1960-70¢
[!n billions of dollars}

1960 1964 1966 1967 1968 1969 1970

. Govern- X Govern- Govern- Govern- Govern- Govern- Govern-
Private ment  Private ment  Private ment  Private ment  Private ment  Private ment  Private ment

Exports

Income on investments.

Other service receipts...

Long-term capllal inflo

Reparmen s o
tary sale

Government Ilahllmes LI

Total receipts. .. ... oo i

Imports. ... ...l
Serwces including income paid to foreign
BVESHONS. oo oo oe oo
Private long-term investments including direct
investment abroad.
Military cash outflows.,
Government grants and loans.

Total payments__..__............._.

Basic position.... ...l

Short-term capital outflows.
Short-term liabilities of U,

1 Preliminaty, Note: Private exports equal value of all merghandise exports excludm mmlar and U.S. Govern-
3 Excludes debt prepayments ($270,000,000 in 1968, —$87,000,000 in 1969, and $244,000,000 in  ment expenditures on U.S. merchandise exports which were $3,10: , $3,026,000,000
970). in 1970. These figures represent Government exports, Details may not add due to mundmg Table

h’ xt;,ludes sale of medium-term Government securities to ﬂ;relgn ﬂemmenls wlhlgh repre:ﬁ)nl excludes allocations of SDR's.
the "” k and so-called special transactians. ($2,000,C00,000 in 1968, 341,000,000 in 1369, and $723 Source: Survey oi Current Business, U.S. Department of Commerce, June 1969, pp. 26 and 34,

000,000 in 1970).
‘ To reconcnle this balance to the liquidity balance, net private and Government columns andadg  and March 1971,

or subtract lines 45 and 58 of table 1, Survey of Current Business, March 1971, p. 4
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TABLE 2.—DIRECT INVESTMENT OUTFLOWS, INCOME AND NET BALANCE, 1945-70

{tn millions of dollars]

Balance Net balance

Net Royalties (cols. 3and 4  (cols. 3 and 4
Outflows ! outflows ? Income and fees minus col. 1)  minus col. 2)
Year (O] @) (O] w (%) ©)
-100 —~100 426 NA 326 326
-230 ~230 589 64 423 423
~749 —749 869 77 197 197
—721 =721 1,064 83 426 426
—660 —660 1,112 100 552 652
—621 -621 1294 26 799 799
—508 -508 1,492 129 1,113 1,113
—852 —862 1,419 130
~735 ~1735 , 442 128 835 835
—66 —667 1,725 136 1,194 1,194
~823 823 1,912 158 1,247 1,247
~1,951 —1,951 , 171 229
—2,44, —2,442 2,249 238 45 45
-1,181 —1,181 2,121 246 1,186 1,186
—1,372 1,372 2,228 348 1, 1,204
~1,674 ~1,674 2,355 403 ' 1,084
—1,598 —1,598 2,768 463 1,633 1,633
—1,6 —1,654 , 044 580 1,970 1,970
1,976 -1,976 3,129 660 1,813 1,81
~2,328 ~2,328 , 674 756 2,102 2,102
-3, —3,416 3,963 924 1,419 1,471
—3,661 -3,216 4,045 1,030 1,414 1,859
~3,137 ~2,859 4,517 1,136 2,516 2,79
—~3,209 —2,424 4,973 1,246 3,010 3,795
—3,070 —2,439 5,639 1,369 3,938 4,569
33,700 33,440 6, 095 1,538 43,933 44,193
—43,087 —40,636 66, 315 12,297 35,525 37,976

tIncludes funds borrowed abroad through security issues and used abroad to finance direct investment. This corre-
sponds to the outflow figure in line 33, “Survey of Current Business,’’ June 1971, table 1, p. 44.

2 Excludes funds in footnote 1. To establish actual dollars that leave the United States, funds borrowed abroad are ex-
cluded. Before 1965, these funds were minimal.

3 Adjustment has been made to omit $267,000,000 in negotiated liquidations in Latin America involving the sale of in-
vestments for foreign interest-bearing obligations.

4 In accordance with footnote 3, adjustment has been made for forced liquidations.

Source: “‘Survey of Crrent Business,” U.S. Department of Commerce, June issues through 1971, Washington, D.C.
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TABLE 3.—U.S. TOTAL ! AND COMMERCIAL 2 NONAGRICULTURAL TRADE BY AREA, EXCLUDING MILITARY, 1963-68

{In millions of dollars—census basis)

Other Western 19 Latin American
Total Europe United Africa and Near East East and South Asia Republic
— — e nite
Commer-  Canada, EEC, Commer- Kingdom,  Japan, Commer- Commer-  Oceania, Commer-
Totat cial total total Total cial total total Total cial Total cial total Total cial
33,279 3784 31,161 1,079 971 ,723 1,043 3515 , 747
33,485 31,127 sL2n 1,32! 1,203 , 755 1,091 3742 , 212
33,433 31,166 31,169 1,453 1,331 , 620 9 3793 , 257
33,723 31,220 31,373 1,501 1,411 687 1,008 3714 ! 645
33,951 31,40 31,714 1,516 1,438 , 925 1,076 3864 , 559
24,564 11,554 31,987 1,749 1,694 , 034 1,448 3949 , 094
. 425 , 60 2,494 1,920 1) 080 ‘ 882 4,324
, 605 , 04, 3,355 2,033 ) 410 3 1,048 5,047
.......... , 278 , 04 1,448 918 H2 . 68 , 764
- , 573 "t 1,723 707 - 829 .. 73 , 871
- , 046 .37 2,364 71 , 049 __ 105 , 017
- , 793 , 73 2,909 869 ,212 . 135 ,208 .
, 124 , 68 2,967 15 . 375 146 149
, 517 , 026 4,017 883 _ , 757 . 209 , 289
, 437 , 086 4,851 877 . , 264 275 , 314
.......... , 188 , 160 5,838 795 ,582 ... 275 , 588
31,00t 3260 3 287 161 1,011 331 3447 983 9
3912 3 3452 6 26 262 1669 , 341 1,164
3387 3213 31,195 682 571 —80 3688 240 1,038
170 3 511 31,536 632 475 ~114 3579 437 1,097
66 3459 31173 3282 31,193 801 550 —299 3718 , 406 1,158
~2,302 3 1,454 3 953 3473 32,030 866 217 —309 3740 , 805 1,531
l; 31,908 3 —12 3 —478 32,357 1,043 -1 ? 3607 , 010 ‘;
4) 2 —2,801 3412 3117 32,483 1,238 ~-172 : 373 , 459 J

1 Total trade excludes certain exports of military equipment and other special category items but ¢ Not available,
includes Public Law 480 and AID-financed shipments.

2 C!ommercial trade excludes Public Law 48U, AID-financed exports, and exports of military equip-  araas.
ment.

$ Certain DOD mifitary imports are included in imports. These cannot b2 broken out by separate

3 Commercial trade is the same as total trade, little or no shipments of Public Law 480 or AID Source: US. 09;0 tment of C , Overseas Busi Report No, 69, May 11, 1969, and

goods to these areas. No. 70, May 21, 19

29



TABLE 4.—U.S. TOTAL 1 AND COMMERCIAL 2 AGRICULTURAL TRADE, EXCLUDING MILITARY, 1963-68
[tn millions of dotars—census basis)

19 Latm

Other Western United Africa and East and American

Tolat Canada EEC. Europe Kingdom Japan Near East South Asia Oceania Repubhics
Com- Com- Com- Com- Com- Com- Com- Com- Com- Com-

mer- mer- mer- mer- mer- mer- mer- mer- mer- mer-
Total  cial3  Total cial  Total cial  Total cial  Total cial  Total cial  Total cial  Total cial  Total cial  Total cial

1963 4111 597 S 1173 1,158 408 8 651 638 201 44 s 423 276
1 4,736 615 S L4l7 1,412 440 S 720 710 239 47 s 531 319
1 4,906 620 S L4717 1,471 398 S 876 S 0 52 S 434 339
1966 5, 569 626 S 1,559 1,557 A71 S 943 S 358 50 s 487 399
1 5,143 556 S 1,460 s 424 s 865 S 429 45 S 482 379
I 5,049 595 S 1,367 S 374 s 933 S 463 52 S 500 360
i 4,918 710 S 1,269 s 361 S 934 S 374 s 444 342
197 6,217 810 S 1,55 S 402 s 1,241 S 583 52 S 562 478

5
b1
3

w__~_~__,________
BT SCERRRER

Trad
94 423 S 381 S 605 592 —449 -3 $ ~1,229 -1,36
654 439 S 417 S 680 670 —450 314 $ —1.102 -1,314
818 386 S 374 S 839 S 9]  —426 292 § —~1,194 -1,289
1,077 386 s 441 S 906 S 80 —316 —4u5 S —1,280 -1,368
355 S 396 S 833 S 694 250 392 S ~1,247 —1,35%
5 369 S 342 S 896 S 555 279 —435 S —1,499 -1,639
—~36 466 S 326 S 897 S 321 402 503 S ~1,456 —1,558
552 502 S 366 S 1,204 S =210 359 432 231 544 § ~1,629 ~1,713
t Yotal agri | trade includes Public Law 480 shipments. S=8ame: Since there are tittle or no smpmenls of Publlc Law 480 or AID goods lo these areas,
:‘Qommmgaw rade excludes Public Law 480  financed shipments, commercial trade is the same as total tra
otal | bartered for strateglc materials not included in Source: US %eoaltment of Commerce, Ovetseas Busifess Report No. 69-11, May 1969, and No.

1 mc-)
area data for 1964 70-21, May 19

gq1



TABLE 5—U.S. AGRICULTURAL EXPORTS TO THE UNITED KINGDOM AND EUROPEAN ECONOMIC COMMUNITY, TOTAL AND BY SELECTED COMMODITIES—FISCAL YEARS 1964-70 1

[1n thousands of dollars}

1964 1965 1966 1967 1968 1969 1970
United Kingdom:
. 448,293 417,227 434,982 453,997 397,333 328,842 405,419
1. Wheat and flour. 31,410 7,862 41,881 41,205 16, 222 , 139 14, 082
2, , 681 5,670 6, 305 10, 006 10, 421 10,193 11,418
3. Feed grains including corn, oats, and barley. 90, 225 97, 021 116, 812 92, 066 81,493 66, 887 76,771
4, Oilseeds 16, 288 20,297 23,788 12,061 11,019 12,514 20,194
5. Oil cake and meal. . 195 2,398 8,384 8,572 10,333 4,055 , 335
Total eXports. ... ..o .- 1,332,906 1,370,946 1,593, 589 1,509, 889 1,402, 883 1,299,937 1,383,135
1 a .. 98,961 40,557 105, 396 99,1 87,854 86, 008 48,301
2, illed 15,569 9,817 14,910 22,25 25, 545 27,408 32,167
3. Feed grains including corn, oats, and barley. 278, 161 377,741 538,016 368, 547 391,693 267,751 247,109
4, Oilseeds 204,674 219,573 278,111 318,038 278, 356 299, 245 371,489
5. Oil cake and meal. ... 55,379 101, 865 129,473 151,399 169, 650 173,434 204,767

1 Pleliminarz. i . .
21tems marked ate nonvariable levy items; all others subject to variable levies,

Source: U.S. Department of Agriculture **Foreign Agricultural Trade of the United States,” November 1969, September 1970.
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TABLE 6.—U.S. TRADE IN MINERAL FUELS AND RELATED MATERIALS—1960-70!
[In millions of dollars)

Exports Imports Balance

_Other
Other Other minerals

mineral minerals includin,

Petroleum fuels Petroleum including Petroleum  coal an

and including and  natural and natural
Year Total products coal Total products gas Total products gas
1960 . ... ... 842 468 374 1,574 1,537 37 —732  —1,069 337
1961 . ... ' 797 433 365 1,725 1,672 53 -928 —1,239 312
1962, . ...__..... 828 430 398 1,874 1,778 86 --1,046 1,348 302
1963 ... ... 978 474 504 1,924 1,814 110 —946 —1,340 394
1964, ... ... 953 461 492 2,030 1,907 123 1,077 —1,446 369
1965 . ... .. 947 418 529 2,221 , 0 129 —-1274 —1,674 400
1966. . ... .... 976 434 542 2,262 2,127 135 ~1,286 —1,693 407
1967 ... ... 1,104 539 565 2,248 2,086 162 ~1,144 -1 547 403
1968. . ... ... 1,050 454 596 2,527 2,343 184  —1,477 —1,889 412
1969 .. ... .... 1,150 433 697 2,794 2, 560 234 —1,664 2,127 463
1970 ... 1,594 487 1,107 3,081 2,770 311 1,487 —2,283 796

1 Preliminary.
NSo;Jlrcgc:mU.S. Department of Commerce, ‘‘Overseas Business Reports’’ No. 67-43, No. 69-2, No. .9-59, No. 70-3, and
0. 71-009.

TABLE 7.—U.S. TRADE IN AUTOMOBILES AND TRANSPORT EQUIPMENT—1960-70 !
{In millions of dollars)

Autemobiles and parts 2 Transport equipment
Year Exports Imports Balance Exports Imports Balance
761 627 134 1,756 115 1,64
757 378 379 1,589 197 1,39
901 515 386 ,678 205 1,47
1,012 527 485 1,528 237 1,29
1,195 649 546 1,649 253 1,39
1,268 757 511 1,936 391 1,54
. 1,435 152 1,891 0 1,19
1,922 1,960 —38 2,372 735 1,63
2,501 3,218 =717 3,102 997 2,10
2,766 3,887 —1,121 3,500 1,305 2,19
2,424 2,432 -1,901 3,775 1,472 2,30

1 Preliminary.

2 Excludes engines and parts which are included in census data under ‘Machinery’’ but includes all other auto parts and
ar-essories. Imports of auto engines and parts were about $373,000,000 in 1968, $440,000,000 in 1969, and $55 ,000,000
in 1970, Exports of auto engines were $245,000,000 in 1968, 5273 000 000 in 1969 and $339 000, 000'in 1970,

Source: U.S. Department of Commerce, ‘‘Overseas Business Reports'’ No. 67-43, No. 70-3, and No. 71-009.

TABLE 8.—U.S. TRADE IN OTHER MANUFACTURED GOODS, INCLUDING STEEL-MILL PRODUCTS, TEXTILES,
FOOTWEAR, CLOTHING, AND PAPER PRODUCTS, 1960-70t

[in millions of dollars)

Year ' Exports  Imporfs Balance Year Exports  Imports  Balance
3,791 4,559 —768[1966. .. ... _....._.. 5, 388 8,668  —3,2%¢

3,646 4,912  —1,275 7 ... 5468 9,004 —3,536

6,084 11,508 5,424

3,753 5180 —1,427
4046 5516 —1,500
4795 6188 —1,393
4,800 7,528 —2,638

1 Preliminary,
Source: U.S. Department of Commerce, Overseas Business Reports No. 67-43, No. 69-2, No. 79-3, and Nr, 71-009.
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TABLE 9.—U.S. TRADE IN CRUDE MATERIALS INEDIBLE EXCEPT FUELS, 1960-701
[tn millions of dollars)

Year Exports  Imports Balance Year Exports  Imports Balance
2, 805 2,711 3,071 3,309 —238
2,794 2,485 3,284 2,997 287
2,226 2,668 3,541 3,346 195
2,495 2,726 3, 569 3,460 109
2,97 2,880 4,6% 3,312 1,297

1 Preliminary.
Source: U.S. Department of Commerce, Overseas Business Reports No. 67-43, No. 69-2, No. 70-3, and No. 71-009.

TABLE 10.—U.S. TRADE IN MACHINERY, 1960-70
[tn milllons of dollars]

Year Exports  Imports Balance Year Exports  Imporis Balance
4,476 724 2,688 4,990
, 968 789 X 5,181
5,447 954 3,772 5,072
5,702 1,054 4,571 5, 566
6,525 1,314 5,374 6,302
6,935 1, 800

t Preliminary.
Source: U.S. Department of Commerce, ‘‘Overseas Business Reports’ No. 67-43, No. 69-2, No. 70-3, and No. 71-009.

TABLE 11.—U.S. TRADE IN CHEMICALS, 1960-70!
[in millions of doilars}

Year Exports  {mports Balance Year Exports  imports Balance
1,776 821 5 2,675 955 1,720
1,789 738 1,061 2,802 958 1,844
1,876 772 1,104 3,287 1,129 2,158
, 701 1,308 3,383 1,228 2,155
2,364 703 1, 661 , 826 1, 450 2,378
2,403 768 1,635

t Preliminary. X
Source: U.S. Department of Commerce, “‘Overseas Business Reports'’ No. 67-43, No. 69-2, No. 70-3, and No. 71-009,

TABLE 12.—U.S. TRADE IN FOOD AND RELATED PRODUCTS, BEVERAGES, TOBACCO, AND
LIVE ANIMALS, 1960-701

{In millions of dollars}

Year Exports Imports  Balance Year Exports  tmperts Balante
3,392 —225 5,126 4,590 596
3,455 11 4,710 4,701 9
3,674 69 4,592 5, 353 ~771
3,863 325 4,447 5,309 —862
4,022 608 5, 051 6,234 -1,183
4,013 506

1 Preliminary.
Source: U.S. Department of Commerce, “'Overseas Business Reports'’ No. 67-43, No. 69-2, No. 70-3, and No. 71-009.



TABLE 13.-~TOTAL WORLD EXPORTS, WITH SHARE OF WORLD EXPORTS FOR SELECTED COUNTRIES, IN AREAS, 1959-701

[In percent]

1960

Germany.
ta ‘. -
Netnerla

Austria...._..
Denmark.
Norway-.. ..
Switzerland.
Sweden.......

2. United States 2_..
3. United Kingdom_
A Japan. . .._....
5. Latin America 3. _

Total world exports (i

1959 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970
1. Industrial EUFOPO. ... . eomooeeen eem . 3.8 3.2 34.4 4.7 34.9 35.2 36.4 36.3 36.9 37.4 38.4 39.3
European Economic Community . _ ... ... ___. ... 2.9 2.2 27.2 21.6 7.9 2.0 29,0 2.5 30.2 31 3L9

. 3.3 3.3 3.6 3. 3.9 3.8 3.7 3.8 o1 4.

5, 6.1 6.1 5.9 5, 6.1 6.0 6.0 6. 6.1 6.

9. 10:1 10.7 10.7 10. 10.8 1.1 1.4 1L 1.9 12,

2. 3.2 3.5 3.7 3. 44 44 4.6 4 4.8 4,
3 3.6 3.6 36 3. 3.9 37 3.8 3. 41 42

1. 1.0 1.0 ) R 1.0 .9 .9 . 1.0 1.

I 1.3 1.3 1.4 1. 14 14 1.3 1. 1.2 1.

. .8 .8 '8 . 19 9 .9 . .9 .

1. 1.7 17 1.8 1. 1.8 18 1.8 1. 1.9 1.

22 2.3 23 2.4 24 24 24 24 2 23 2

17. 18.2 1.7 _ 12 17. 16.6 16.8 16.6 16. 15.6 15.

9. 9.4 9.3 9.0 8. 8.3 8.1 7.5 7. 7.2 7.

3 3.6 3.6 4.0 4 51 5.4 55 6. 6.6 7.

X 7. 7.0 6.8 6.7 6. 6.3 6.1 5.8 5 5.2 4
n billions of doltars). . . 105  113.4 1186 136.1  152.7  165.4  181.3  190.6  212.9  244.0 278.0

1 Preliminary—{n addition
2 The figures used to calcul

the woild tota} excludes the Soviet area countries and Cuba.

late this percentage re

ernment-financed exports and military exports. T
listed.

ﬁresen( U.S. exports, census basis, including Gov-
is assures comparison with the other countries

3 1969 percentage is based on 1st half at an annual rate.

Source: International Financial Statistics, international Monetary Fund, March, April 1970,

681
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TABLE 14.—PASSENGER CAR IMPORTS BY . MPANIES, EXCLUDING IMPORTS FROM CANADA, 1969 AND 1970

1969 1970

1. Imports of cars produced by U.S.-controlied companies:
Capri (FOrd) . e 0 17,258
Cortina (Ford? ........ 24,187 10,216
Opel (General Motors). 93,520 86,630
Simca (Chrysler)..........._.._... f 6,035
Rootes (Chrysler) . .. e 2,980 3,160
Subtotal .. . e 128, 463 123,299
548, 904 568, 216
127,018 169, 350
60, 872 104, 067
68,089 ,430
36, 146 44,513
41,536 38,095
Mercedes-Be 21,466 , 055
Renault.___. 18,536 20,732
Bavarian Motor Works. . 11,777 14, 584
Saab_..._ ... ... 10,922 11,121
Porsche. ... , 008 13,677
Peugeot....._... 4,190 4,952
Audi... .. ... 7,741
SaADUNU . L e e 0 6,151
Subtotal. e 955, 464 1,097, 684
Total (0 and 1) oot 1,083,927 1,220,983
Other CarS 1. e 72,073 100,017
Grand total. .. 1, 156, 000 1,321,000
U.S. made as a percent of total identifiable (1 and I1).__. 1.9 10.0
U.S. made as a percent of grand total _ _ .. .. .. ________. 1.1 9.3

1 Other cars include cars brought back by U.S. tourists and other makes of cars not representing significant amounts.
Source: ‘‘Automotive News Almanac,” Automotive News, Detroit; ‘‘Overssas Business Reports,’” U.S. Department

of Commerce, Washington, D.C., No. 71-009, February 1971; and industry sources.
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TABLE 15.—FREE WORLD WHEAT EXPORTS TO COMMUNIST COUNTRIES, FISCAL YEARS 1961-70
[in thousands of metric lons)

Other East
Europe and  Malnland
Exporting country Yugoslavia Poland USSR, Cuba China Total
381 1,651
299 3,511
1,361 1,470
272 326
............. 14
® 10
1,470
7.948
5,144
3,539
182 147 476 2,127 2,932
1969-702._. 71 1,105 626 1,830 3,642
Australia:
196061 . L e eeiaiieen-

1,551
871

253 254 507
1969-19702. .. ... . .. .. ® 60 *) 477 761 1,301

I Less than 13,500 metric tons,
2 Exports of wheat and wheat flour (preliminary figures).
3 Less than 500 metric tons,

Sources: ‘‘Wheal Situation,” November 1969, p. 35 (U.S. Department of Africunure Economic Research Service),
bushels converted to metric tons. International Wheat Council: *‘Review of World Grains Situation,’” 1969-70 (London,
1970), and ‘1970 World Wheat Statistics,”” (London, 1970).



TABLE 16.—U.S. TRADE WITH COMMUNIST COUNTRIES
[Value in thousands of U.S, dollars}

Exports January to December— Imports January to December—
Country 1966 1967 1968 1969 1970 1966 1967 - 1969 1968 1970
Tola! to/uom Eastern Europe and Commumst

198, 006 195,150 0 249, 288 353, 323 182,179 179 812 201,014 197,819 226,534
134,953 0 143,739 34, 129,115 136, 057 140, 243 143, 953 153,483
, 219 1 , 645 2,529 2,814 7. 1,598 431
19,155 ' 14,363 27,695 912
26,330 32,313 8,194 39
, 570 0 , 252 , 985 224
60, 827 L 52, 694 82,948 946

60, 195 v 105 547 49,553 ki
1 0 . 1 1

.................. Q .

"""" 18 0 43 - a 11 15 -
15,796 1) 32,394 66, 399 4,655 6,176 5,820 7,966 13,425
1 Not available from same source at this time. Source: International Trade Analysis Division, Bureau of International Commerce, U.S. Department

Note: Data are preliminary and unrevised. of Commerce, series 1966, February 1971.
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TABLE 17.—~JAPAN'S TRADE WITH COMMUNIST COUNTRIES
[Value in thousands of U'S, dollars]

Exports Imposts
1966 1967 1968 1969 1970 1966 1967 1968 1969. 1970
Janvary- January- January- January- January- January- January- January~ January-
Country ] b D b ] b D b January D b D b D b D b October
Tolal to/from East Europe and Communist .

A 599, 230 565, 120 1 764, 541 862, 588 688, 001 868, 352 837,424 848, 016 735,682
99, 161 70,789 1 73,620 79,649 48,629 107, 985 108, 887 113,265 96, 601
24,549 24,511 1 11,810 13,95 13, 559 15,073 6,574 8,6 6,997
4,297 6,287 ! 14,341 6,674 6,921 17,981 14,672 10,705 13,222
2,531 3,05 ! 5,853 10, 541 3,653 15, 269 30, 702 30,956 33,082
2,088 3,565 0 , 171 9, 765 681 1,355 2,308 4,977 3,493
2,983 5,919 g 14,070 17, 591 4,121 26, 265 39,384 43,673 35,770

21,931 27,327 0 22,216 20, 372 19,776 32,032 15,244 , 258 ,
214,039 152,701 Q 268, 269 267, 672 300, 385 453,954 463, 549 461,600 406, 38
315,175 328, Q 390,834 , 63 06, 262 369, 460 224,203 234,559 193,943
5,549 1, 0 7,260 4,1 , 651 3 6,108 6,015 4,17,
6,500 2,407 0 9,79 31,940 22,229 26,117 33,213 68, 044 87,528
1 Not available from same source at this time, Source: International Trade Analgsls Division, Bureau of International Commerce, U.S. Depart-

ment of Commerce, series 1966, February 1971,

Note: Data are preliminary and unrevised.
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TABLE 18.—EUROPEAN OECD CCUNTRIES’ TRADE WITH COMMUNIST COUNTRIES ¢
{Value in thousands of U.S. doltars}

Exports Imports

1966 1967 1968 1969 1970 1966 1967 1968 1969 1970

January- January- January- January- January- January- January- January-
Country D D i D thh D b Janvary 2 D D e D A ] b January 2

Total tojfrom East Europe and Communis

na... ... .. 3,927,862 4,614,427 3 5,655,408 24,574,273 4,224,818 4,403,708 4,684,516 5,289, 864 24,452,218
ept 2,721,252 2,967,947 3 3, 4lg, 816 32,672,228 2,426, 551 2,535, 268 2,710,836 , 080, 056 22,486,380
. 323,213 302, 398 3) 246, 466 2222,538 178,886 177,956 192,380 186, 050 2176, 851
475,435 429,430 3 581, 806 2556, 407 407,298 426, 854 474,218 580, 527 2517,683
729, 221 686,198 2 876, 399 562,923 604, 787 604, 647 666, 267 714,025 4490, 074
313,112 361, 565 2) 4ub, 192 240l,8/6 321,088 335, 488 338,135 438,687 2 397,675
515,994 99, 117 2) 704,317 621,131 601,688 606,990 645,583 708, 507 2 705, 066
714,425 1,020, 524 2) 1,621,452 1,438,116 1,380,879 1,493,514 1,592,629 1,757,163 21,593,991
472,542 09, 804 ) 466, 184 457,062 06, 102 366,116 367, 895 425,226 2342, 560
1,892 2,395 ) 1,313 11,467 3,544 1,178 3. 1, 11,440
149, 791 161, 291 2) 233,246 2220, 285 93,485 92,341 99,673 95,606 281,663
353,608 581, 044 ) 581,632 2 504, 508 309,460 378,752 387,597 418,168 2 411,639

1 Europsan OECD countries include Austria, Belgium-Luxembourg, Denmark, Germany, Federal
Republic of, Greece, Iceland, Ireland, ltaly, Netherlands, Norway, Portugal, Spain, Sweden, Switzer-

land, Turkey, United Kingdom,

3 Data for 1970 is cumulative as follows: Austria, January-October; Belgium-Luxembourg, January-
August; Denmark, January-November; France, January-November; Germany, Federal Republic of,
January-October; Greece, January-May; feeland, January-October; lreland, January-October;
Italy, January-September; Netherlands, January-October; Norway, June-November; Portugal,

January-November; Spain, January-October; Sweden, January-October; Switzerland, January-
November; Turkey, January-July; United Kingdom, January-November.

3 Not available at this time from same source.
4 Includes Germany only, May-September.

Note: Data are preliminary and unreviewed.

Source: International Trade Analysis Division, Bureau of International Commerce, United States
Dept. of Commerce, Series 1966-February 1971,
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Senator Risicorr. The committee will stand adjourned until 9:30
tomorrow morning. The staff will notify the witnesses of the earlier
time tomorrow,

(Whereupon, at 2 p.m., the subcommittee was adjourned, to recon-
vene at 9:30 a.m., Tuesday, May 18, 1971.)
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FOREIGN TRADE

TUESDAY, MAY 18, 1971

U.S. SENATE,
SUBCOMMITTEE ON INTERNATIONAL TRADE
oF TiiE CoMMITTEE ON FINANCE,
Washington, D.C.

The subcommittee met, pursuant to recess, at 9:30 a.m., in room
2221, New Senate Office Building, Senator Abraham Ribicoff
(chairman of the subcommittee) presiding.

Present: Scnators Ribicoff, Long, Talmadge, Fulbright, Bennett,
and Hansen.

Senator Risicorr. The subcommittee will be in order.

Our first witness is Mr. George Meany, president of the AFL~CIO.
We welcome you, Mr. Meany. All of us have the highest respect for
you and your organization. I appreciate your changing your schedule
to be here at 9:30 but we fOllll({) yesterday that our hearings were run-
ning so long we wanted to try to accommodate as many witnesses as
possible. You may proceed as you will, Mr. Meany.

STATEMENT OF GEORGE MEANY, PRESIDENT, AMERICAN FEDER-
ATION OF LABOR-CONGRESS OF INDUSTRIAL ORGANIZATIONS

Mr. Meany. Thank you, Mr. Chairman. The AFL-CIO welcomes
these hearings because world trade and international in-estment are of
direct importance to American workers.

Specifically, the current deterioration of the U.S. position in world
trade is having a major adverse impact on America’s steelworkers,
machinists, electrical workers, on clothing, garment, textile, and shoe
workers, on glass and pottery workers, on shipyard and maritime
workers and many others.

Almost no segment of America’s work force has escaped some
adverse effect. The American worker is today the major victim of the
falloff in exports or the flood of imports, or both.

The American workers have come to their unions for help. And
their unions, in concert, seek redress and remedies to this very great
threat. Tens of thousands of American workers are suffering loss of
jobs, underemployment, a lowered standard of living, and loss of their
dignity and their role in our work-oriented society. These workers’
grievances are with the Government of the United States because it is
the Government’s foreign trade and investment policies that have been
responsible in most part for thissituation.

The AFL-CIO intends to pursue this issue and intends to fight for
international trade and investment policies that will end these
hardships.

(167)
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. The AFL-CIO seeks a national policy of healthy expansion of
international trade on a reciprocal basis. %,Ve seek a trade policy that
enhances the well-being of the American people in place of one that
enhances private greed.

This is not a problem of the unions alone. It is a problem of all
Americans because the loss of our productive base and the loss of our
industrial employment will most certainly be followed by job losses in
all segments of the economy. And with those losses will go much of the
American standard of living.

Since 1934, the trade union movement has provided consistent sup-
Eort to Government policies for the expansion of world trade. We have

ased our support on the trade union goal of increasing employment
and improving living standards both at home and abroad. We are not
interested in trade for trade’s sake alone.

For many years, as world trade expanded, the majority of Ameri-
cans and, for that matter, the majority of the people of the world bene-
fited. But, during the 1950’s, changes in world economic conditions
occurred and they accelerated in the 1960’s. The benefits to Americans
of expanded world trade decreased. The problems grew. And the
Americans workers suffered.

By the late 1960’s, imports were taking over large and growing
portions of T.S. domestic markets of manufactured goods and
components.

The United States has become a net importer of steel, autos, trucks,
and parts, as well as such products as clothing, footwear, and glass. In
consumer electrical goods, imports have taken over major parts of the
U.S. domestic market, Even in electrical and nonelectrical machinery,
during the 1960’s, imports increased more rapidly than exports—pos-
ing serious potential problems for the days ahead.

These events are the result of changes in world economic conditions;
they require that changes be made in the U.S. trade policies. The hard
facts of life dictate that the Government’s foreign trade policies be
swiftly modernized in light of these rapidly moving events.

QOur insistence on change is not a new concept for us. Since 1965, the
AFL-CIO has sought a shift in Government policy. To date, our pro-
posals have not been met and the situation has grown more urgent.

The causes are rooted in the many changes in the world economic

scene.
MANAGED ECONOMIES

Since World War II, most countries have moved to manage their
economies. As part of such national economic management, govern-
ments have established direct and indirect subsidies for exports and
barriers to imports.

All countries, including the United States, have every right to pro-
tect and advance their interests as they see them. But certainly sub-
sidies for exports and barricrs to imports are not free trade.

These policies are one reason for the flood of imports into the United
States—the market that is most open to imports of all major indus-
trial nations. At the same time, expansion of U.S. exports is held down
by direct and indirect barriers erected against American-made goods
by other governments.
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FOREIGN INVESTMENT

Another major change, which gained momentum in the 1960, is the
soaring rate of investment by American companies in foreign opera-
tions. These investments—combined with patent and license agree-
ments with foreign companies—have transferred American technol-
ogy to plants throughout the world. Many of these plants, operating
with American machinery and American know-how, pay workers as
little as 15 cents an hour.

In 1960, for example, U.S. firms invested about $3.8 billion in plants
and machinery in foreign subsidiaries. In 1971, the Commerce Depart-
ment says U.S. firms plan to invest over $15 billion. These estimates for
1971 show that more than $8 billion will be invested abroad in manu-
facturing. This is about one-fourth of the $32 billion planned invest-
ment in manufacturing, in the United States this year.

This large investment of U.S. corporate funds abroad has now
changed the meaning of trade, investment, and production worldwide.
TIfor example, in 1969, Ford was reported to be England’s biggest
exporter and IBM was the leading French exporter of computer
equipment.

In the past 25 years, according to estimates by Harvard Professor
Raymond Vernon, about 8,000 subsidiaries of U.S. companies have
been established abroad, mostly in manufacturing. Their impact on
the U.S. market and U.S. exports to other nations is obvious. It is es-
timated that the annual sales of foreign branches of U.S. firms are
approximately $200 billion—about five times U.S. exports.

et me cite an example of what all this means in terms of U.S. for-
eign investment, U.S. technology, and U.S. jobs. During last year’s
trade hearings before the House Ways and Means Committee, Wil-
liam Sheskey told how he purchased a modern U.S. shoe plant and im- -
mediately shut it down.

He told the committee:

I shipped-the lasts, dies and patterns and management and much of the leather
to Europe, and I am making the sam¢ shoes under the same brand name, selling
them to the same customers, with the same management, with the same equip-
ment, for one reason, The labor where I am now making the shoes is 50 cents an
hour as compared to the $3 that I was paying. Here is a perfect example of where
I took everything except the labor and that is exactly why I bought it.

Another example is an advertisement in the Wall Street Journal of
July 15, 1970, which said, “If you have a patented product or a prod-
uct that has a market in the United States, we can help you find a re-
sponsible licensor in Mexico.” ‘

Mexico, incidentally, is a managed economy. It won’t let imports
into Mexico unless it wants them in. But the advertisement secks U.S.
firms to produce their ideas behind the Mexican trade barrier to sell
in the U.S. market at U.S. prices—while taking advantage of low
Mexican wages.

In March 1970, the Wall Street Journal reported that Zenith Radio
Corp., in the process of completing a large plant in Taiwan, had said
it would reduce its work force by about 8,000 jobs this year, and more
than one-third of those laid off would be blacks. The chairman, Joseph
S. Wright, said that, in addition to the 3,000 layoffs in 1970, probably
another 4,000 layoffs will occur in 1971,

62-790 O—71—pt. 1——12
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Such operations by American companies obviously displaces U.S.-
produced goods in both American markets and in world markets.

hese companies export American technology—some of it developed
through the expenditure of Government funds paid by American tax-
payers. Their biggest export, of course, is U.S. jobs.

EXPORT OF U.S. TECHNOLOGY

As an example of the export of U.S. technology, let me cite one par-
ticular company, General Electric.

This firm is divided into five international GE spheres of influence—
Area Division Europe, Area Division Far East, Area Division Latin
America, IGE Export Division, and International Business Support
Division.

In all of these areas U.S. technology has been exported, but for the
sake of example here I shall cite only examples of U.S. technology
that have been licensed by GE to Japan alone. All of these examples—
from a list of 84 separate licensing agreements—were, with little
doubt, developed at the expense of the U.S. taxpayers.

The licenses to Japan for production include: Carrier system micro-
wave device; torpedo; a new type of radar; an M-61 Vulcan type of
20mm machine cannon for defense aircraft; gunsight for F-4E jet
fighter; technologies pertaining to hull of spaceships, communications
systems of spaceships and other controlling mechanisms for space-
ships; nuclear-fuel energy, aircraft gyrocompass system, and boilers
for nuclear power reactors.

As you can see, none of this is outmoded technology, but the latest,
most sophisticated type of manufacture upon which our industrial
society is based. This is the technology upon which Americans depend
for their jobs and upon which our national defense must rely.

MULTINATIONAL FIRMS

An additional major change since World War II—and particularly
in the last decade—is the emergence of a new kind of business, the
multinational firm. These are often American-based companies with
plants, sales agencies, and other facilities in as many as 40 or more coun-
tries around the world. Some are conglomerates, such as ITT and
Genesco.

Some are big auto firms, such as Ford and General Motors. Some
are big names in computers, such as IBM.

These multinational firms can juggle the production of parts and
finished products from one subsidiary in one country to another. A
multinational corporation can produce components in widely separated

lants in Korea, Taiwan, and the United States, assemble the product
in Mexico and sell the product in the United States at a U.S. price tag
and frequently with a U.S. brand name. Or the goods prodiced in the
multinational plants in a foreign country are sold in foreign markets,
thus taking away the markets of U.S.-made goods. i .

The multinational firms can juggle their bookkeeping and their
prices and their taxes. Their export and import transactions are within
the corporation, determined by the executives of the corporation—all
for the benefit and profit of the corporation. This is not foreign trade.
Surely it is not foreign competition,
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The complex operations of multinationals—with the aid of Madison
Avenue advertising—have utterly confused the picture of the national
origin of products. For example, Ford’s Pinto has been heralded as
the U.S. answer to imported small cars. But the engines are imported
from England and Germany, and the standard transmissions are im-
ported from Europe.

This phenomenon is far different from the development of corpora-
tions here in America during the last 100 years. The multinational is
not simply an American company moving to a new locality where the
same laws apply and where 1t is still within the jurisdiction of Con-
gress and the Government of the United States. This is a runaway cor-
poration, going far beyond our borders. This is a runaway to a country
with different laws, different institutions, and different labor and social
standards. In most instances, even the name changes.

To demonstrate how far reaching are the tentacles of American
industry in foreign lands, we have attached as an appendix to this
statement a list of some major U.S. multinational corporations and
the names by which they are known in other lands.

Tronically these are the same multinational corporations who have
sought to influence U.S. trade legislation in the name of “free trade.”

‘Meanwhile, back in the United States, expansion of large national
corporations has been tempered to a degree by Government regula-
tions, standards, and controls. And, in the past few decades, large U.S.
corporations have had to meect responsibilities to their employees
through labor unions. Moreover, the multinationals’ global operations
arc beyond the reach of present U.S. law or the laws of any single
nation.

IMPACT ON UNITED STATES

All of these developments—the multinational corporations, the man-
aged economies, the foreign investments, the export of technology—
have had a serious impact on U.S. international economic relation-
ships and have displaced large portions of U.S. production.

A congressional estimate—and this is conservative—is that auto
imports are now 20 percent of the U.S. market, TV receivers 30 per-
cent, glassware over 40 percent, sewing machines and calculating ma-
chines nearly 60 percent. As far as we have been able to determine, 100
percent of all casettes are imported. Nearly all radios sold in the U.S.
are imported. Similarly, large proportions of U.S. production of shirts,
work clothes, shoes, and knitgoods are being displaced by imports.

And many of the parts and components of products assembled in
the U.S. are imported—including defense items. ‘

IMPACT ON JOBS

"The impact on America’s production is, of course, most adversely
felt by the American worker. Unlike capital, the worker cannot move
about with ease.

While capital and machinery can be moved from one part of the
country to another—or to other countries—workers do not have full
mobility. Workers have great stakes in their jobs and their -om-
munities. They have skills that ave related to the job or industry. ..ey
Thave seniority and seniority-based benefits, such as pensions, vacai s,
and supplemental employment benefits. Workers have investmen. n
their homes, a stake in the neighborhood, schools and churches.
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This lack of mobility is not a fault. It is a virtue. It is an important
factor in giving stability to a community and to society.

Moreover, a worker’s skill is among his most valuable assets. It can-
not, however, be transferred to another industry or occupation with
ease,if at all.

Labor is not an interchangeable part, as some economists belicve. A
jobless shoe worker in Maine does not automatically become a clerical
worker in New York or even in Portland. More likely, a displaced
worker will be unem%)loyed for many weeks and may wind up with a
job at lesser skill and lower pay.

Unfortunately, there is a marked indifference to these trade-caused
worker problems. There are those who recommend, airily, that a
worker must “adjust’”—equating a worker with the retooling of a
machine. This attitude is not only shocking in terms of social ethics, it
also reflects an ignorance of workers problems.

Further illustration of this indifference is the lack of data and
information on the impact that international trade has on U.S. work-
ers. There is a great void of information bearing on the employment
impact and other effects on workers. This shortcoming can only be
attributed to a lack of interest by foreign trade experts in Government
and business. We note that there is a great abundance of information
and data available from the U.S. Government to businessmen who
wish to relocate their business abroad.

One scrap of data is available, however. The U.S. Department of
Labor estimates that there was a loss of about 700,000 job opportuni-
ties in the 1966-69 period because of imports. This does not include an
estimate of the job loss caused by foreign trade barriers to exports
from the United States or the markets lost to U.S. multinational
companies abroad. For the same period, the Bureau of Labor Statistics
estimated that the number of jobs attributable to exports increased by
only 300,000. Thus, in that 3-year period we suffered a loss of 400,000
job opportunities. These figures are undoubtedly conservative, but
they do make clear a heavy net loss of jobs to imports.

More recently, the Department of Commerce disclosed that employ-
ment in the clectronic industries declined by an estimated 107,000
last year. For years, Government statisticians have told the unions
that jobs-were not being lost and there were no problems in that indus-
try. The Commerce Department statement pointed out that imports
now represent more than 30 percent of domestic consumption of con-
sumer electrical products and rougher times are ahead. It warned
that a new area of electronics—the domestic telephone equipment in-
dustry—would be the next to suffer rapidly rising imports.

It must also be pointed out that imports and exports do not of them-
selves necessarily create an industry and jobs for Americans. We
are the world’s largest trading Nation—with ports on two occans
and the Gulf of Mexico—yet the merchant marine sector of our
cconomy has nearly gone down the drain.

We carrv about 5 percent of this Nation’s trade in ships flying the
U.S. flag. We have suffered staggering job losses among seamen, ship-
builders, and ship repairmen. Yet, at the same time, runaway shipping
operations of U.S.-owned firms, including multinational firms, are
flying the tax-haven flags of Panama, Liberia, and Henduras. Neediess
to say, the wages paid to the foreign scamen on these vessels are a
fraction of the American wage standard.
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But the impact on U.S. workers is not solely the loss of jobs. We
are told that imports serve to “discipline” prices. Often, however, the
American consumer receives no benefit at all. The imports are sold
at the American price, with substantially widened profit margins.

Frequently, the process results in the K)ss of workers’ jobs, while the
consumer receives little, if any, benefit.

The actual “discipline” is often more divectly on the workers’ wages
and fringe benefits, and his union’s negotiating strength. For example,
copper imports by major U.S. corporations in 1967 and 1968, con-
tributed to prolonging the copper strike.

It is also false to claim that increasing imports to compete with U.S.
products will benefit consumers through lower prices.

There is little, if any, genuine price competition in many areas that
are dominated by powerful corporations. For example, the auto com-
panies raised prices on their 1971 models despite a surge of auto
imports. And shoe prices rose 38 percent between 1960 and 1970—
faster than the 31-percent increase in the overall Consumer Price
Index. During this period shoe imports skyrocketed, thousands of
Amlerican shoe workers lost their jobs, yet the consumer benefited very
little.

INTERNATIONAL BANKS

In the 1960’s we have seen an important related phenomenon—
the expansion of TU.S.-based international banks, which service
and help to finance foreign subsidiaries of U.S. companies. At
present, there is a vast global network of branches of U.S. banks,
which moves funds easily from one country to another, beyond the
direct reach of the monetary policies of any government, including
our own.

In 1969 when the Government’s squeeze on the American money
market threw homebuilding into a recession and hit other groups in
the American economy, the U.S. international banks increased their
borrowing from their foreign branches by an amazing $7 billion.

This $7 billion was for the aid and comfort of the American
central offices of those international banks and their prime customers—
the big corporations. The rates to the special customers were consid-
erably less than those paid by small businessmen or home buyers.

When the money squeeze eased here, and the interest rates declined,
this same “hot money” was transferred back abroad, and was partly
responsible for the recent dollar crisis in the European money market.
Financial reporters attributed much of the manipulation in the money
market to the treasurers of multinational corporations who were busy
selling their dollars for stronger currencies.

In view of these developments by the banks, the multinational firms
and the radically changed concepts of international relationships, the
question must be asked: How long can the U.S. Government and the
American people permit such operations of private companies and
banks to continue without regulation?

The worldwide operations of U.S.-owned multinational com-
panies do not represent free, competitive trade among the nations
of the world. What they do represent is a closed system of trade,
within the corporation, among 1ts various subsidiaries in numerous
countries. They represent the export of American technology and the
export of American jobs.
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These issues of foreign trade and investment require U.S. Govern-
ment attention. They need Government action. Government controls
over the investment outflows of U.S. companies to foreign subsidiaries
are essential. In addition, the Government must develop machinery to
regulate the U.S.-based multinational companies and banks.

We in the AFL~CIO are not isolationists and have no intention of
becoming isolationists.

‘We support the orderly expansion of world trade. We oppose the
promotion of private greed at public expense or the undercutting
of U.S. wage and labor standards. We want expanded trade that ex-
pands employment at home and abroad, and that improves living
standards and working conditions, here and abroad. ‘

We want the U.S. Government to protect the interests of American
workers against the export of American jobs.

Because of our great concern with this problem, the AFL-CIO
Executive Council last week adopted a program caﬁing for new in-
ternational trade and investment legislation.

I ask that our statements, the “Export of Production and Jobs,” and
“The Critical Need for New International Trade and Investment
Legislation,” be included in the record at the conclusion of my remarks.

enator Risicorr. Without objection, so ordered.*

Mr. Meany. In these statements we offered specific steps for the
protection of American workers and for the preservation of our in-
dustrial society. These proposals include :

1. The U.S. Government must stop helping and subsidizing U.S.
companies in setting up and operating foreign subsidiaries. Sections
806:30 and 807 of the Tariff Schedules should be repealed; these sec-
tions of the Tariff Code provide especially low tariffs on imported
goods, assembled abroad from U.S. made parts. Moreover, the U.S.
tax deferral on profits from foreign subsidiaries should be eliminated,
so that the profits of these subsidiaries will be subject to the T.S.
corporate income tax for the year they are earned.

2. The Government should regulate, supervise, and curb the sub-
stantial outflows of American capital for the investments of U.S.
companies in foreign operations.

3. The Government should regulate, supervise, and curb the export
of American technology-—by regulating the foreign license and patent
arrangements of American companies. )

4. The Government should press, in appropriate international
agencies, for the establishment of international fair labor standards
in world trade.

5. In the face of growing unresolved problems, an orderly market-
ing mechanism is necded immediately—to regulate the flow of imports
into the United States of those goods and product lines, in which
sharply rising imports are displacing significant percentages of U.S.
production and employment. Such quotas that bar the rapid displace-
ment of U.S. production and employment by floodtides of imports,
could slow down the disruptive impacts on American society and help
to provide an orderly expansion of trade. ) )

(Attachments to Mr. Meany’s statement follow. Hearing continues
an page 185.)

*See pp. 181 and 183.
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AMERICAN FEDERATION OF LABOR AND CONGRESS
OF INDUSTRIAL ORGANIZATIONS,
Washington, July 31, 1970.

A -full page advertisement in the Washington Post of July 13, 1970, urged
Congress not to enact a traae bill that would place quotas on imports that have
recentty cost 00,000 American workers’ jobs and threaten tens of thousanas more.
The aavertisement (attachea) gave the impression that all the group of 51 corpo-
rations named as the “Emergency Committee for American Trade’ oppose quotas
solely to preserve their role as U.S. companies engaged in world trade.

In the interest of fair play—-—if not fair trade—we believe that Congress should
be aware of these companies’ non-American interests, particularly that many of
these companies have large foreign operations and export goods to the United
States. Thus, any import restriction legislation would have a direct effect on
their foreign-made products. These companies are not American firms in the
textbook sense. In matters of U.S. imports, they are no different from any other
foreign corporations which ship foreign-made products (often made at pitifully
low wages) into the U.S. to compete with U.S.-made goods at the same or only
slightly lower prices.

* The companies in the ad have foreign affilitates in 108 countries, and 32 of
the companies have ownership in Japanese firms, many producing the same
goods abroad they once produced in the U.S. Wouldn’t it be fairer to the reader
and to the Congress, for example, if Xerox had identified itself as Fugi-Xerox
and Caterpillar Tractor had identified itself as Caterpillar-Mitsubishi, Ltd.?
Wouldn’t it have been fairer if Singer Sewing Machine had identified its affilia-
tion with Pine Sewing Machine Company of Japan and its full ownership of
Matsumoto Mokko, Ltd. of Japan?

A full list of the foreign ownerships, patent arrangements, joint ventures and
marketing agreements of these companies in unobtainable, but some public
records (attached) show a high degree of financial involvement abroad, par-
ticularly in Japan. Similar ties exist in Canada, England, the European Economic
Community, Sweden, Mexico, Taiwan, Hong Kong, Korea and elsewhere,.

The corporations that paid for the advertisement should level with Congress
and the American public by using their real names. It would then be clear that
these “American” companies in ECAT seek more investment abroad, more manu-
facturing abroad and thus more goods to be shipped into the U.8, That is not
foreign trade. That is intra-corporate transfers, and the losers are American
citizens who lose their jobs in machinery, electronic plants, sewing machine
plaini;s and many more. Eventually, the loser is the entire American standard of
living.

Sincerely,
DEPARTMENT OF LEGISLATION,
ANDREW J. BIEMILLER, Director.
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CONGRESS

Please
don’tdeclare

aworid

trade war!

We're talking about the kind of
trade war that niay well result if
p nist quota Ivgislati
now pending in Congiess before
the Commitice on Ways and
Means of the House of
Representatives is passed.
After 36 years of trade expansion,
Congress now is considering the
enactment of protectionist quota
proposals that rur: contrary to our
traditionel trade poli. v. contrary

_ tothe needs of mwst American
business and agriculture, contrary
to the budget of every American
household and contrary to our
vital, immediate interests in

international negotiations, If
passed., this legislation could
touch off a chain reaction of
retaliatory measures by our
trading partners around the world.
This threat of a global trade war
is one of the reasons the
Emergency Committee for
American Trade is concerned
about the proposed protectionist
legislation. But there are other
close-to-home reasons. Enacting
such protectionist legislation
would:

¢ Gravely jeopardize foreign
markets for Ainerican business,
labor and agriculture that now

total some $37 billion

¢ Create further harmful
inflationary pressures to the
détriment of the consumer by
arbitrarily limiting foreign
sources of supply.

¢ Weaken the U.S. balance of
payments position by reducing
the U.S. balance of trade surplus.
Government experts curently
expect that, under present
circumstances, the 1970 trade
surpius will be double that of
1969's $1.3 billion. A trade wa
will drastically alter these
circumstances. ,
 Blunt domestic incentives to

modernize, to cut costs, to
increase productivity and outpa
by erecting shiclds of
government restrictions about
certain industnes.

o Jeopardize jobs of American
workers now employed in
foreign trade. a labor force of
some 4 million.

We urge Congressmen, the
Administration and every
American to think of these
things when considering the
import quota legislation.
After all, who wants to start a
trade war which nobody wants
—and nobody wins?

s

Emergency Committee for American Trade

1211 CONNEGTICUT AVENUL, K. W., WASHINGYON, D. C. 20036 + 749 BROADWAY, NEW YDRY. NEW YORK 10003
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PARTIAL SUMMARY OF FOReIGN FIOLDINGS OF MULTINATIONAL COMPANIES LISTED
IN ADVERTISEMENT IPAID FOR BY “FMERGENCY COMMITTEE FOR AMERICAN TRADE"

Boeing Company

1. Wholly owns Boeing of Canada Ltd. ; engaged in overhaul, modification, field
service and spare part support for Vertol helicopters in Canada.

2. Is affiliated with and owns 109 of the largest aerospace company in Ger-
many Messerschmidt Bolkow-Blohm GmbH.

3. Company planning to construct a $£3.5 million structural fiberglass factory
near Winnipeg, Manitoba.

National Biscuit Company

1. Company has world-wide operations.

2. Some of the company’s subsidiaries are: Christie, Brown & Co. Ltd.
(Canada) ; Nabisco, Ltd. (England) ; Fireside Food Products Co. Ltd. (Can-
ada) ; Griffin & Sons, Ltd. (New Zealand) ; Nabisco-La Favorita C.A. (Caracas,
Venezuela) 609% owned; Kut-as-Sayyid Estate, Ltd. (Iraq); Saiua Biscotti ed.
affini S.P.A. (Italy); Reid Mmilung Ltd. «Canada) ; Nabisco-Fomosa, S.A.
(Mexico) ; National Biscuit (France) ; Oxford Biscuit Factory Ltd. (Denmark) ;
Industrias Nabisco-Cristal, S.A. (Nicaragua).

Honeywell, Inc.

1. Some subsidiaries are: Honeywell Controls, Ltd. (Toronto); Honeywell,
A.B. (Stockholm, Sweden); Honeywell, N.V. (Amsterdam, The Netherlands) ;
Honeywell Europe, Inc., (Brussels, Belgium) ; Honeywell, S.A.LI.C., (Argentina) ;
Honeywell GmbH. (Frankfurt, Germany); Honeywell Defense Products Eu-
rope, S.A.R.L.; Oy Honeywell A.B. (Helsinki, Finland).

2. Affiliates: Yamatake-Honeywell Keiki Co, Ltd. (Japan) 509 owned; Yam-
atake-Honeywell Co. Ltd. (Taiwan).

Caterpillar Tractor Company

1. Wholly owns: Caterpillar of Australia Ltd.; Caterpillar of Belgium S.A.;
Caterpillar do Brasil S.A.; Caterpillar of Canada Ltd.; Caterpillar Mexicana,
S.A. de CV.; Caterpillar Overseas Credit Corp. S.A.; Caterpillar France S.A.;
Caterpillar (Africa) (Pty) Ltd. Johannesburg S. Africa; Caterpillar Far East
I.itd. Hong Kong.

2. Affiliates : Caterpillar Mitsubishi Ltd. 'Tokyo, equally owned with Mitsubishi
Heavy Industries Ltd., Sagami, Japan.

Bendix Corporation :

Some subsidiaries are: Akelono Brake Industry Co. Ltd., (Tokyo) 10.3%
owned ; Jidosha Kiki (Tokyo) 13% owned; Bendix Taiwan Ltd. (Taiwan);
Ducellier et Cie, (Paris, France) 60% owned; Jurid Werke GmbH (Hamburg,
Germany) 49% owned; Bendix Mintex (Pty.) Ltd. (Australia) 51% owned;
Greenpar Engineering Ltd. (Essex, England).

American Motors Company

1. Some subsidiaries are: American Motors (Canada) Ltd. Canadian Fabri-
cated Products Ltd.; American Motors of South Africa (Pty.) Ltd.; American
Motors del Peru; A.M.C. de Venezuela, C.A.

2. Afiliates: IKA-Renault S.A.; Vehiculos Automotors Mexicanos, S.A.

McDonncell-Douglas Corp.
Some subsidiaries are: Douglas Aireraft Co. of Canada Ltd.; McDonnell-
Douglas Japan Ltd. (Tokyo).

McGraw-HAill, Inc.

1. Some major subsidiaries are: McGraw-Hill Co. of Canada, Ltd.; McGraw-
Hill Book Co. (South Africa) (Pty) Ltd.; McGraw-Hill Publishing Co. Ltd.
(England) ; McGraw-Hill Book Co., GmbH, Dusseldorf, Germany; Libros Mc-
Graw-Hill de Mexico S.A. de C.V.

2. Affiliates: Technic Union, Paris, France (499, interest); New Medical
Journals Ltd. London, England (509% interest); World Medical Publications
S.A. Brussels, Belgiuin (509 interest) ; Nikkei-McGraw-Hill Inc. Tokyo (49%
owned) ; Tatu—McGraw-Hill Pvt. Ltd., New Delhi, India (40% owned) ; Penguin
Publishing Co. Ltd. (Great Britain) 109% owned. ]
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Ford Motor Company

1. Ford Motor Company, Ltd., Britain, produces cars, trucks, commercial vans
ilrid Ford tractors, and is the 2nd largest producer of such items in the British

sles.

2. Ford Motor Company of Canada Ltd. (81% owned) is the 2nd largest pro-
ducer of passenger cars and the largest producer of trucks in Canada.

3. Ford-Werke A/G produces Iord cars, light buses, pickups and vans, and is
the 8rd largest producer of such vehicles in Germany.

Subsidiaries and branches:

4. Ford also has affiliates in many countries: Ford Motor Co. S. A. Mexico;
Ford Motor Argentina; Ford (Uruguay) S.A.; Ford Motor Co. del Peru S.A.;
Ford Motor Co. A/S Denmark 789 owned; Willys Overland do Brazil S.A. In-
dustria E Comercio (Brazil) 529 owned.

Sperry Rand Company

1. Main subsidiaries are: Sperry Rand Canada ; Sperry Rand Ltd. (England) ;
Sperry Rand Italia, S.P.A. (Italy); Vickers (Germany) GmbH ; Sperry Rand
Australia Ltd.

2. Affiliates: Tokyo Keiki Seizosho Co. Ltd.; Nippon Univac Kaisha ILtd.
(Japan) ; Oki Univac Kabushiki Kaisha (Japan) ; West & de Toit (8. Africa).

Bristol Myers Company

1. Subsidiaries: Bristol Banyu Research Institute Ltd. (Japan) ; Bristol Lab-
oratories (Japan) Ltd.; Bristol Industries Ltd. (Taiwan) ; British Laboratories
of Canada Ltd.; Bristol-Myers Co. Ltd. (England); Deutsche-Drackett Inc.;
Bristol-Myers, Canada Ltd. ; Bristol-Myers (Japan) Ltd.; Clairol (Japan) Ltd.;
Hair Coloring Industries (J apan) Ltd

W. R. Grace ard Company

1. Some subsidiaries are: Dearborn Chemical Co. Ltd. (Canada); Dubois
Chemicals of Canada, Ltd.; Golding Bros.,, Canadian Ltd.; Howard & Sons
(Canada) Ltd.; Leaf Confections Ltd.; Williard Chemical of Canada Ltd.; Leaf
Belgium N.V.; S.A. Rene Weil. FFrance 839 owned; Hughes Bros. Ltd. Ireland;
N.V. Cacaofabriek de zoan (The Netherlands).

United Aircraft

1. Subsidiaries: United aircraft of Canada Ltd. 90.6%.

2, Affilintes: Ratier-Forest S.A. France (15% owned) makes aircraft and
missle components; Precile S.A. France (159% owned) makes aircraft and missle
components; Precilec S.A. France (209 owned) makes electronic components;
Orenda Ltd. (Ontario) 40% owned.

Tewas Instruments

1. Texas Instruments Japan Ltd. (owned equally by Co. and Sony Corpora-
tion).

2. Some subsidiaries are: Geophysical Service International Itd.; Texas In-
strumentos and Ilectronicos do Brazil Ltda.; Texas Instruments Ltd.
(England) ; Indonesia Surveys S.A.; G.S.L de Mexico, S.A. de C.V.

Roise Cascade Corporation

1. Company has foreign utility operations, mainly sale of electricity, conducted
through subsidiaries in Ecuador, Guatemala and Panama—the subsidiaries are:
Empresa Blectrica del Ecuador Inc.; Empresa Electrica de Guatemala, S.A.:
Cia, Panamena de Fuerza y Luz.

2. Company has subsidiaries including: Boise-Cascade International, Inc.
which owns Ontario-Minnesota Pulp and Paper Company, Ltd. ; Mobile home and
recreational vehicle plants in British Columbia, France, England, and The
Netherlands.

CoPC International

Principal subsidiaries: Clifford Love & Co., Ltd. (Australia) : Reflneries de
Maiz, S. A. I. y C. (Argentina) ; Refinacoes de Milho, Brazil Ltda. (Brazil) ;
Canada Starch Co. Ltd. ; Brown & Polson Ltd. (England).

Lockheed Aircraft
1. Among the companies principal subsidiaries, wholly-owned. are: Lockheed

Aircraft Int'l, A.G. (Switzerland) ; Lockheed Aircraft Int’l, Ltd. (Hong Kong) ;
Lockheed Aircraft Corporation of Canada, Ltd.; Lockheed Offshore Petroleum
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Services Itd. Canada; Lockheed S.A. de C.U. (Mexico); Lockheed Aircraft
(Australia) Pty., Ltd.

Continental Can Company, Inc.
1. Principal subsidiary: Continental Can Company of Canada, Ltd.

H.J. Heinz Company

1. Subsidiaries: H. J. Heinz of Canada Ltd.; H. J. Heinz Co. Ltd. (91.16%
owned) British Isle; Nichiro-Heinz Co. Ltd. (809 owned) to make and market
Heinz products in Japan also in Australia, Belgium, Luxembourg, Holland,
Portugal, Venezuela, Switzerland, Italy, Pago Pago, ete.

Deere and Company

1. Subsidiaries: John Deere Ltd. (Canada) ; John Deere Intercontinental Ltd.
(Ontario, Canada) ; John Deere (France).

2. John Deere S.A. Mexico 759 owned; John Deere-Lanz Ver Waltungs A.G.
Germany (99% owned) ; John Deere, Ltd., South Africa, 76% owned.

Hcwlett-Packard Company

1. Company’s European operations are handled by wholly-owned Hewlett-
Packard S.A. (Switzerland). This company has 2 manufacturing subsidiaries
and 9 marketing subsidiaries.

2. Aflilintes: Yokogawa-Hewlett-Packard, Ltd. (499 owned) makes electronic
measuring instruments in a plant at Hachoti, Japan. The affiliate also handles
companies marketing operations in Japan. Also in Canada, Mexico, Argentina,
Brazil, Venezuela, Australia.

International Paper Company .

1. Subsidiaries: Canadian International Paper Company; British Interna-
tional Paper Ltd.; Canadian International Pulp Sales Ltd.; International Paper
Company (Europe) Ltd.; International Paper (France).

Carricr Corporation

1. Subsidiaries: Carrier Air Conditioning (Canada) Ltd.; Camwell of Canada
Ltd.; Toyo Carrier Kogyo Kabushiki Kaisha (Japan) 75% owned; Carrier In-
ternational Sdn. Malaysia; Carlyle Air Conditioning Co. Ltd. United Kiung-
dom ; Carrier GmbH Germany.

Borg-Warner Corporaticn

1. Wholly-owned subsidiaricz include: Arpiec N.V. (Holland) ; Borg-Warner
Investments Pty. Ltd. Borg-Warner (Canada) Ltd.; Borg-Warner Ltd. (Eng-
land) which owns Marbon, Australia Ptdy. Ltd. (559 ) Borg-Warner Australia
Ltd. (75%) etc.

2, Affiliates (jointly owned); Ube Cycon ILtd. (Japan); Nsk-Warner KK
(Japan) ; Aslin-Warner KK; York, India I.td., New Delhi, India.

Standard 0il Co. (Ncw Jerscy)

1. Company owns 709, of Imperial Oil Ltd. (Canada); Company owns 239
of Interprovincial Pipe Line Co. (Canada); Company owns all of Esso East-
ern Chemicals, Inc. which coordinates chemical interests in Japan; Southeast
Asia, ete.; Company has extensive European, Latin American, Middle Bast and
Far East holdings in Norway, Denmark, West Germany, Belginm, Venezuelan,
Brazil, Argentina, Chile, ete.

B

Has 17 mfg. plants in 15 nations, including Japan; IBM World Trade Corp.
and its subsidiaries operated facilities in 108 countries in 1969.

Pepsi Co.

1. Subsidiaries: Paso de los Torros, S. A. (Uruquay); Shani Bottling Co.
(Pty Ltd. S. (Africa) ; Pepsi-Cola Italin S.PA.; Pepsi Co Oversea Corp.; Food
Iinterprises Ltd. (Japan); Mike Popcorn K. K. (Japan) ; Pepsi-Cola (Japan)
Ltd; Pepsi-Cola (Pakistan); Pepsi-Cola Ltd. (England); Pepsi-Cola Refrig-
erantes Ltd. (Brazil).

Kimberly-Clark Corporation

1. Subsidaires: Kimberly-Clark of Canada Ltd.; Kimberly-Clark Pulp & Paper
Co. Ltd. (Canada); Kimberly-Clark Lumber (Canada) ILtd. (inactive); Kim-
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berly-Clark de Mexico 8.A. (60% owned) ; Kimberly-Clark Far East Ltd. (Singa-
pore) 60% owned; Kimberly-Clark Ltd. (¥England) 66249 owned.
2, Co. has property in Japan.

Singer Co.

1. Subsidiaries: Commercial Controls Canada Ltd. (Canada); Friden (Hol-
land) N.V. (Netherlands); Friden S. A. (France)—869 ; Singer Co. of Can-
ada Ltd.; Singer-Cobble Ltd. (Great Britain) ; Singer Industries Ltd. Nigeria.

2. Afliliates: Pine Sewing Machine Mfg. Co. (80% owned) which make sew-
ing machines in a plant in Utsunomiya, Japan; Wholly owns Matsumoto Kokko
Ltd. which makes cabinetware; Owns 509 of Pine Transportation Ltd.; Owns
459, of Controls Co. of Japan.

Time, Inc.

Company publishes 8 international editions of Time Magazine.

Subsidiaries : Time-Life International de Mexico, 8. A.; Time-Life International
(Nederland) N. V. (with subsidiaries in England, IFrance, Switzerland and
Curacao) ; Time International of Canada Ltd.; Little Brown & Co. (Canada)

Ltd. 60% owned.

American Metal Climax

1. Some subsidiaries are: Climax Molybdenum N.V. (Netherlands) Amax
Exploration Quebec Ltd.; Amax of Canada Inc.; Kawneer Co. Canada ILtd.;
Northwest Amax Ltd. (Canada) 75% owned the Climax Molybdenum Co .of
Michigan owns the Climax Molybdenum Development Co. (Japan) ILtd.

Cumming Engine Company, Inc.
1. Subsidiaries (wholly owned) ; Cummins Diesel of Canada I.td.; Komatsu-

Cummins Sales Co. Ltd. (Tokyo-Japan) 519% owned.
2. Foreign Licensees, etc.; Komatsu Mfg. Co. Ltd., Tokyo, Fried's Krupp
(Germany), Diesel, Nacional S.A. (Mexico) ete., Mexico City.

Lever Bros. Co. (Unilever Lid.) .
Has interests all over the world, including Japan—subsidiaries and affiliates
are not listed separately.

Booz, Allen & Hamilton, Int.
International consultant firm in Canada, West Germany, France, Mexico, etc.

Bell & Howell Co.

1. Markets in U.S. a line of cameras produced by Canon Camera Co. Inc., Tokyo
and sold as Bell & Howell-——camera eqriipment.

2. Owns 909 of Japan Cine Equipment & Mfg. Co.

3. Wholly owned subsidiaries include: Ditto of Canada Ltd. Toronto; Bell &
Howell Canada Ltd. Toronto ; Bell & Howell H.B., Sweden ; Bell & Howell France
S.A. Paris; Devry Institute of Technology of Canada, Ltd. and other subsidiaries
in Sweden, Belgium, Switzerland, ete.

Pfizer, Inc.
Produces in Japan—owns Pfizer Int. Corp. (Panama); owns 809 of Pfizer
Taho Co. Ltd. (Japan).

Kaiser Aluminum & Chemical Corp.
Company has world wide foreign affiliates in Japan, England, Canada, Ger-
many, Italy, ete.

Marcona Corporation—=Subsidiary of Cyprus Mincs
Has some world wide affiliatesh—as $250 million contract to provide Japanese
Steel Makers with 4.2 million tons of lump ore.

Qenzral Motors Corp.

Has world wide holdings such as: General Motors of Canada, Ltd.: Motors
holding of Canada Ltd.; Vauxhall Motors Ltd. (I'ngland) ; Adam Opel (Aktienog-
sellschaft (Germany) General Motors Holden's Ptg. Ltd. (Australia) ete.

Clark BEquipment

Company’s products made world wide by licensees, some of whom are in Japan.
Subsidiaries include: Canadian Tyler Refrigeration T.td.; Clark Equipment of
Canada Ltd.; Clark Equipment Ltd. (Great Britain). Also in Switzerland.
¥rance, Venezuela, West Germany, Belgium, Brazil, Argentina, Mexico, Spain,
ete.



181

Quaker Oats

Subsidiaries: Quaker Oats Co. of Canada Ltd.; Quaker Oats Ltd. (England) ;
Quaker Oats Co. (Germany) ; Quaker Oats Co. (New Zealand) ; Also in Mexico,
Nicaragua, Colombia, Sweden, etc.

Detltec International Lid. ,
1. Company is in investment banking business primarily in Latin America and
Europe. :

Litton Industries, Inc.
1. Has plants world wide, including Japan

Chrysler Corporation

1. Subsidiaries include: Chrysler Antemp Ltd. (England) ; Chrysler Australia
Ltd.; Chrysler Canada Outboard Ltd. (Canada) ; Chrysler Canada Ltd.; Chrys-
ler Antemp S.A. (France) ; Rootes Motors Ltd. (England) owns 73.3%; (Com-
pany entering into agreement with Mitsubishi Healy Industries Ltd. subject to
Japanese government approval to form joint auto ventvre in Japan. (65%
Japanese owned.)

American Export

1. American Export Industries owns 97.499% American Export Isbrandtsen
Lines, Inc.

2. Owns 95% of Premium Iron Ores Ltd. (Toronto) ; owns American Export
International, Inc,

Xerow Corporation

1: Company is world wide; some principal subsidiaries include: Universal
Microfilms Ltd. (England) ; Xerox of Canada Ltd.

2. Company affiliates include: Bank Xerox Ltd. (England) owns 509 of
Fugi-Xerox (Japan)

Chase Manhattan Bank
Has branches in many countries.

First National City Bank
Has branches in many countries.

Bank of America
Has branches in many countries.

STATEMENT BY THE AFI-CIO ExEcUTIVE COUNCIL ON EXPORTS OF
PRODUCTION AND JoBS

ATLANTA, GA.,, MaYy 12, 1971

Programs to export U.S. employment and promote low-wage labor markets
abroad undermine labor’s goals everywhere. Such programs are a mockery of
international development and goodwill. Policies to subsidize profit greed at
public expense destroy labor’s goals of better living standards and working con-
ditions in the U.S. and every other nation. Such policies must be changed. The
programs must be halted.

U.8.-Mexican economic relations are the closest and clearest example of a
growing problem. Despite three decades of steady economic growth, a strong
currency, and the production of autos, paper, glass, chemicals, and other in-
dustrial products, Mexico remains a non-consumer based economy, highly mau-
aged by government direction and closed to imports that it determines are not
necessary for Mexican development. U.S. and foreign firms have invested bil-
lions in subsidiaries and other afflliates to produce in Mexico, because Mexican
laws require production in Mexico for sale in Mexico of many products. Wages
are low, often ranging from about 20 cents an hour to 46 cents an hour.

Despite economic development in the interior of Mexico and billions in in-
vestment by U.S. and other international firms, several years ago the Mexi-
can government established a “Border Industralization Program,” designed to
lure U.8. firms to use low-wage Mexican labor along the 1,600-mile border betwcen
the Mexican and U.S. economies. The U.S. Administration has continued to
encourage this program. Since its first public notice in 1967, when 30 U.S. com-
panies were operating plants in the Mexican border industralization area, the



182

number soared to 219 last year and about 250 at present. Regulations and meas-
ures of the Mexican and U.8. governments, in combination, have promoted this
export of American jobs and displacement of U.S. production.

U.S.-owned plants on the Mexican side of the border recelve special tax and
tariff breaks from the Mexican government, including exemption from its tight
controls on foreign trade. They pay substandard wages to assemble components
from the U.S. into final products for export to U.S. markets. These goods usually
come into the United States, under the special low tariff duties of items 806.30
and 807 of the U.8. tarift schedules, and are sold at American prices.

The Mexican government recrncly announced the extension of these border
industrialization lures into th. interior of the country, with reports of subsidies
for exports. The lures are directed not only to American firms, but to companies
of other countries, which would be given many tax and tarift incentives to op-
erate plants to produce for export, essentially to the nearby lucrative American
market, with low transportation costs, as well as low wage costs and Mexican
concessions on taxes and tariffs.

There are now at least 500 manufacturing subsidiaries of U.S. companies in
the interior of Mexico—in addition to those on the border and aside from licens-
ees and other joint venture operations. There are also subsidiaries of numerous
companies from other countries operating throughout Mexico.

The extension -of the Mexican government’s program of tax and other incen-
tives for the production of goods for export presents American workers and
trade unions with the immediate threat of a rising flood of imported goods, pro-
duced at substandard wages and with various Mexican government benefits.

In the world of 1971, international firms, with production units in Mexico,
frequently have similar plants in Hong Kong, Taiwan, Korea, France, Germany,
and Haiti and in other parts of the world. History has shown that U.S. tariff
code loopholes, like items 807 and 806.30, merely aild companies to take
advantage of the cheapest labor in the world for the assembly of goods, until
the multinational companies, with the aid of foreign governments, can produce
whole products for export to the United States.

The AFL-CIO’s compilation of the numbers of industrial concerns moving
from the United States to Mexico to export back to this country—first, the as-
sembly of components, under tariff schedule items 8u6.30 and 807, and subse-
quently, the production of entire products with the further displacement of
Anierican jobs—confirms the view that the Border Industrialization Program
has assumed utterly unacceptable economic and social proportions for the United
States, far in excess of any questionable benefits to the Mexican workforce,
employed at substandard wage rates and working conditions by U.S. firms op-
erating in Mexico.

Technology and transportation have speeded up the process of exporting Amer-
ican jobs. A major part of a whole industry—such as consumer electronics—can
be exported from the U.S. within five years. The export of American jobs and
displacement of U.S. production is escalating at a tremendous pace,

The AFI~CIO views with grave concern the coincldence of high unemploy-
ment in the United States with government economic policy and the pursuit of
low-wage labor markets abroad by U.S. companies, enhanced by subsidies and
bootlegged assistance.

We urge the following aciions by the U.S. government :

The Congress should repeal items 807 and 806.30 from the tariff schedules
of the United States.

U.S. customs officials should enforce U.S. laws against dumping, the subsidy
of exports te the United States and other practices which injure American
workers and the U.S. economy.

Imports of products which displace significant proportions of U.S. production
and/or employment should he regulated by quantitative quotas.

U.S. labeling laws—on foreign origin, as well as health, safety and similar
standards—should be effectively enforced and expanded.

The reporting of investiaent, production, employment and trade by U.S. firms
in Mexico should be requ:red by the United States government, ‘

The United States government should discourage participftion in Mexican
border industrialization arrangements by U.S. firms and direct government
agencies to cease their encouragement of this mushrooming operation.

Border crossings of Mexican labor should be regulated effectively through
legislative action and adequate administrative measures.

We urge the government to press In appropriate international agencies, for
the establishment of international fair labor standards in world trade,
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We support the orderly expansion of world trade. We oppose the promotion
of profit greed at public expense or the undercutting of United States wage and
labor standards. We want expanded trade that expands employment at honte
and abroad and that improves living standards and working conditions, here and
abroad. We want the U.S. government to protect the interests of American
workers against the export of American jobs. We want the government to halt
the undermining of the American economy.

We serve notice on the Administration that we will not rest until the U.S.
government effectively and adequately protects the interests of American workers
and the American economy, by curbing the mounting displacement of U.S. pro-
duction and export of American jobs.

STATEMENT BY THE AFIL~CIO ExXEcUTIVE COUNCIL ON THE CRITICAL NEED FOR
NEW INTERNATIONATL TRADE AND INVESTMENT LEGISLATION

There is n critical neces«ity for the United States to adopt new international
trade and investment legislation that will meet the realities of today’s economic
world and the needs of the American people for a healthy economy.

Rapid changes in international economic relationships have deteriorated Amer-
ica’s position in world trade and affected the world standing of the American
dollar.

Other major nations have adjusted their policies to benefit their national
interests, but the United States has failed to adjust. These nations have managed
national economies, subsidized exports, erected barriers to imports and geared
their tax structures to foster these practices,

Meanwhile advances in transportation, communications and technological ad-
vances have accelerated the scope and pace of change. American technology has
been transported overseas and production and employnient have been exported
to other lands. Multinational firms and banks, usually U.S.-based and sometimes
in tandem with foreign-based multinationals, now have global operations which
henefit from the policies of every country, but which are beyond the reach of
present U.S, law or the laws of any single nation, The policies of these U.S.-
based firmg and banks are designed solely to profit the corporations and are
made with disregard for the needs of the United States, its economy and its
people.

Over the past decade, U.S. firms have invested billions of dollars in their for-
eign subsidiaries, rising from $3.8 billion in 1960 to $18.2 billion in 1970. Outlays
for foreign affiliates this year are expected to be more than $15 billion, with $8
billion in spending projected for manufacturing facilities alone. In addition,
joint ventures, foreign licensing and patent agreements and other relationships
of U.S. firms abroad have changed the patterns of the U.S. economy in its rela-
tion to world trade and investment.

As a result of all these developments: U.S. exports have been retarded. Im-
ports have been spurred. Production has been displaced. Jobs and employment
opportunities have been exported.

In view of the fact that existing laws are no longer capable of meeting the
problems and the realities of the 1970s, the AFL-CIO proposes that new trade
legislation, embracing the following concepts, be enacted.

1. New tax measures to halt the coport of U.S. jobs, remove the incentive to
cstablish production and assembly facilitics abroad, and creatc tax disincentives
to curd cxepanded production abroad.

Profits earned by the foreign operations of TI.S, corporations should be taxed
at the time that they are earned. Under present law, corporations are allowed
to defer U.S. taxes until they are repatriated to the U.S. and distributed, which
may never happen. Foreign tax payments should be allowed a deduction on U.S.
taxes, but the present allowance of a tax credit should be halted.

A treasury study and report should be undertaken to determine the degree of
enforcement and compliance with Section 482 of the Internal Revenue Code.
Undey this provision, the IRS has {le authority to require corporations to at-
tribute their income to the specific foreign subsidiary where the income was
earned. Its purpose is to prevent corporations from allocating their foreign in-
come among various subsidiaries so as to pay the minimum possible taxes.

Wherever corporations with global accounting systems are found to be not
in compliance with Section 482, they should be given a reasonable period of time
for compliance, but compliance should be made mandatory in all instances.
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The amount of write-offs, under U.S. tax laws, of depreciation presently al-
lowed to U.S. corporations, for their foreign subsidiaries, should be replaced by
a sliding scale allowance which relates to the tools, technology and purpose of
the facility. If, for example, 100% of the capital assets (machinery, etc.) in the
foreign subsidiary was developed at the expense of the U.S. government and the
U.8. taxpayer, the depreciation allowed would be zero. However, if the produc-
tion of the foreign subsidiary serves a great social purpose and has no adverse
impact on U.S. trade, then the depreciation allowance could be the maximum.

A tax should be imposed on the value of any patents, licenses and technology
that are exported. Further, a tax should be levied on the royalties received by
U.S. companies.

Items of the Tariff Schedule which help to transfer production abroad should
be repealed. As an example, item 807 and item 806.80 are an open invitation to
U.S. multinational firms to use low-wage foreign labor to assemble products out-
side the U.S. and then ship them back to the U.8, at a specially low tariff rate.
Both of these items should be repealed because they have spurred the export of
broduction and jobs.

2. Supervise and curb outflows of U.S. capital.
Clear legislative direction is necessary to give the President authority to regu-

late, supervise and curb the outflows of U.S. capital. At the present time, controls
on foreign investment are loose, inadequate and not related to trade and produc-
tion. Authority within the President’s hands should include considerations for the
Kind of investment that would be made abroad, the product involved, the country
where the investment would be made, the linkage of the investment to the flow
of trade and its effect on U.S. employment and the national economy.

We object to the AID legislation now before Congress which turns over to mul-
tilateral agencies, such as the World Bank, the supervision of private investment
abroad for AID purposes.

In addition, there is a strong need for a report on enforcement of 22 TUSCA
2370 (d) of the Foreign Assistance Act of 1961. This provision in the law was
aimed at keeping development loans from disrupting U.S. production. It requires
that not more than 209 of production in a foreign factory created by a develop-
ment loan may be exported to the U.S. to compete with U.S.-made products. To
date.there has been no disclosure as to the operation—or effectiveness—of this
provision.

Similarly, the reports of the Export-Import Bank should include a yearly
review of the impact its loans are having on U.S. exports, imports and the na-
tional economy.

3. Supervise and Curb Bxport of Technology.

U.S. government policy has encouraged the export of technology in recent
Years. U.S. companies have been licensing production to foreign licensees and
patentees who produce behind foreign trade barriers for export to the U.S.

This policy should be reversed by giving the President clear authority to regu-
late, supervise and curb licensing and patent agreements on the basis of Con-
gressionally determined standards. These would include, the kind of investment,
the product involved, the country of investment, the linkage to trade flows from
such transfers and the effect on U.S. employment and the economy.

4. International Fair Labor Standards.

Reports should be made to the U.S. government (Labor Department) on for-
eign wages paid by the military and U.S. business. These reports should be on the
same basis that U.8. law now requires reporting on wages, hours, ete. within the
U.8. Only by this means can data be acquired that gives a perspective of labor
factors in these U.S. foreign operations.

The State Department and other U.S. agencies should press for international
fair labor standards in trade agreements.

5. Quantitative Restraints.

It shou}d be the expressed policy of the United States to recognize that the
healthy eéxpansion of the world economy is linked to the continuation of a di-
versified, productive and fully employed economic and social system here, as well
as abroad. To assure this policy, mechanisms should be established to avoid the
continued displacement of U.S. production, tax-base erosion, market disruption
and export of American jobs.

Quantitative restraints, with a base year of 1965-69, should be applied to prod-
ucts and parts of products imported into the United States, allowing for a flex-
ible growth factor related to U.S. production of the item. Wxceptions to such
quantitative quotas could be:
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(a) where a legitimate voluntary agreement now exists or is negotiated on the
item with other supplying countries; and

(b) where the failure to import the item would disrupt U.8. production and
U.S. markets.

A review of the operations of such restraint mechanism should be made after
one year to determine the degree of effectiveness in achieving the above stated
objectives.

To carry out this program, a single agency with quasi-independent authority
to serve the Congress should be established. This agency would determine the
quantitative limitations based on the criteria established, advise, the Congress of
necessary interim adjustments for items where data are not available, and super-
vise the maintenance of the program. Because of the broad spectrum of its opera-
tion, the agency should be composed of the merged operations of the Tariff
Commission with the necessary trade-related parts of the Commerce, Labor and
Treasury Departments.

8. Truth in Labeling.

Products should be clearly labeled to show the country of origin for com-
ponents and parts as well as the final product. For example, a TV set made from
parts produced and assembled in Taiwan, Hong Kong, U.S. and Korea should
show the source of the components as well as the final product. The current law
places labeling within the discretion of the Secretary of the Treasury and, as
now functioning, does not give the consumer truthful evidence of where the
product, or its parts originated.

Similarly, advertising of imported products should include references to the
country of origin of the products and components.

7. Oonsumer Protection Enforcement.

All imports should conform strictly to all laws designed to protect the safety
and health of American consumers.

8. International Accounting.

Tederal standards for international accounting by U.S. firms with foreign
operations should be established and enforced. Such accounting standards should
be consistent with the uniform accounting required by Section 718 of the Defense
Production Act of 1950.

Under current law Customs officials classify imports under general categories
related to the collection of tariffs rather than to the actual description of the
imported product. Census and Customs Bureaus should have consistent reporting
systems so that imports can be related to production in the United States. The
Tariff law should be amended so that shipping declarations and invoices include
product descriptions.

9. Hscape Clause and Dumping.

The Antidumping Act of 1921 must be modernized to assure effective action
against dumping. Under current operations, dumping findings have taken as
much as two years. Interpretations of the law have not made clear that em-
ployment and working conditions should be part of the test of injury to an
industry. The law should shorten the period of a finding of sales at less than
fair value (dumping) to 4 months, make the injury determination simultaneous
with the determination of sales at less than fair value, and place the determina-
tions within the single agency established to supervise international trade.

The escape clause of the Trade Expansion Act of 1962 has been interpreted to
make findings of injury almost impossible. This provision allows the United
States government to raise tariffs or impose quotas when a finding of injury is
made by the United States government. The new agency should replace the
Tariff Commission and much easier tests of injury should be available. These
tests should include labor effects, such as underemployment, loss of fringes and
wage effects, .

Not all provisions of the Tariff and Trade laws grant standing to sue to em-
ployees and their representatives. Thus, in an investigation where multinational
corporations are involved, the “U.8. industry” is the only party which is allowed
to bring suit. In the escape clause, however, employees are permitted to bring
suit. There should be a consistent provision throughout U.8. trade and tariff laws
providing that workers In the United States have legal standing to bring suit
cooncerning injury.

Senator Risrcorr. Thank you very much for your very important
contribution. I hope the other members of the committee will allow me
to defer to our chairman, who has another committee meeting, for first
questioning. Senator Long.

62-790 O—71—pt. 1——13 ,
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Senator Loxa. Thank you very much, Mr. Chairman.

Myr. Meany, let me applaud you for a very fine statement. T was so
impressed by the statement that Mr, Biemiller made on behalf of you
and your organization some time ago that I put it in the Congressional
Record, and even went back and asked that 1t be printed a second time.
I think every American ought to read it.*

Now, while it is possible to have a trade policy that is good for the
country although it might not be good for some small or isolated seg-
ments of our Nation, is it very likely that we could have a trade policy
good for the country but at the same time bad for 70 million laboring
workers and their families? :

In other words, can you conceive of a trade poliey being good for
the Nation even though it is bad for 70 million laboring people and
their families?

Mr. Mraxy. Noj because in the long run if it is bad for the 70
million people in the work foree it must. be bad for the entire econemy
because vou are destroying the consumer purchasing power which
must be the basis of our economy. ,

Senator Loxa. Tt would seem to me if it is a bad thing for 70 million
working people and their families there is not a great deal more than
that in this country when you really get down to it. That T should
think would take care of about 85 percent of the people—those that
work for a living—wouldn’t it ?

M. Meaxy. Yes.

Senator Loxa. So when your organization finds that it can no longer
support a trade policy that we have followed for many years, it is
time to start really asking some questions.

Has vour organization always taken this attitude toward free trade
or was there a time shortly after World War TT and for scveral
years thereafter when you did support a world free-trade policy?

Mr. MEaNY. We supported the so-called free-trade concept since the
establishment of the ITull Reciprocal Trade Pact which T think was
in 1934, and wo have consistently been international minded with this.
We want to trade with other countries in the world. But we have an
entirely different picture today than we had 30, 35 years ago.

Senator Lona. Well, basically speaking, the kind of program that
you were supporting, as I understand it, was the sort of program
where we sell the other fellow something that we can produce more
cheaply than he can produce. and he sells us over the long term an
equal amount of commodities that he can produce more cheaply than
we ean produce. and it was that concept that you were supporting down
through the years, I take it.

Mr. Meaxy. Yes. ‘

Senator Loxa. You never intended to support a program where
vou are bankrupting the country on the one hand buying commodities
vou can’t afford and displacing literally hundreds nf thousands of
honest working people from their hard-earned jobs. That sort of thing
you never had in mind, I take it.

Mr. Mraxy. No.

Senator Loxa. Now, if you look at the pure theory of free trade.
were vou aware of the fact that the purist, in terms of free trade, thinks

*Congressional Record, May 11, 1971, pp. S0586-6589.
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in terms of a free flow of capital to go wherever it can produce goods
more cheaply ?

Mr. Meaxy. Well, that may be the purist theory, but under that
theory, of course, you go where you can produce most cheaply, but the
theory was we could establish some other industries to take up the
slack, but that is not happening.

The potential of this present trend is enormous. You now can’t buy
a radio that is made in this country any more, and they tell me that in
television that it is almost the same. The shoe industry has been leaving
the country. The manmade fibers and textiles are going out of the coun-
try. The tive industry is going out of the country.

Senator Loxa. Well, a witness for the Zenith Corp. testified yester-
day that while the Japanese and others have taken almost 100 percent
of the American market for radios, and a great deal of our black-and-
white television market, his company can still, even at American
wages, produce and ship color televisions to Japan and sell in that
market cheaper than the Japanese can do it, but they won’t let him sell
color televisions in Japan.

Mr. Meaxy. This is the trouble. Tn this international picture we are
the most open country in the world, and all these other countries have
laws and rules that block our selling in this country. In fact, in a good
many of these cases when they set up factories in these other countries
they do so under the express agreement they will not even attempt to
sell in that country ; that is, the product will come back home.

Now, in the clectronics industry, even though we can still produce
things cheaper, we have figures compiled by the International Union
of Electrical Workers, AFI~CIQ, that in the 4 years from 1966 to
1970 this industry lost 127,000 jobs. This is in the consumer electronics
industry alone—and the industry concurs in these figures.

Now, if this trend continues in the direction which it is going, and
the figures show that it is expanding. especially this Mexican-border
complex, the question naturally arises: Where is the purchasing power
coming frem to buy the things that we can make? In the final analysis
the best customer of American business over the years has been the
American people, the American worker. Now if we are going to con-
tinue to lose these jobs, I don’t know where the purchasing power will
come from.

Now we are told by some of the people you call the purists that,
the minute we can’t make something cheaper than another nation, we
should stop making it and we should then do something in the way of a
new product which we can make cheaper than anybody else, and put
it on the market.

However, when you take a plant in a small town, a one-factory
town, with 2,500 employees, and you put them out of business, what
do you do with those 2,500 employees? Do you pay them their unem-
ployment insurance, and then they go on relief, they go on welfare?
The idea that you can train them to build up some new product is
not a very practical idea, but this is the theory of the purist that we
have got to meet this foreign competition by producing something
with these workers that we can produce cheaper than anyone else. 1
don’t see the new good-paying jobs coming up in this country to re-
place the jobs that we are losing, and in the final analysis I don’t see
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where the purchasing power is coming from to keep American in-
dustry going if this trend continues.

Senator Loxa. Well, it is sort of like saying that according to these
pure theories in the leng run everything is going to be all right.

But in the long run we are all going to be dead in our graves. Some
of these workers you have been speaking for will have starved to death
in the meantime waiting for all these things to correct themselves.

I applaud you for taking a practical, commonsense point of view.
I support the kind of trade I believe you support, Mr. Meany, and
that is where it is a good deal for both sides. But this sort of thing
where it is a “heads I win, tails you lose” proposition—people who in-
sist on frequent access to our market and who will not permit us to sell
in theirs—I must say that I share your concern. I also share your con-
cern about losing good jobs to be replaced by substandard jobs while
we wait and hope for them to raise wage standards in these foreign
countries. '

Now, it may be that someday the Koreans and the Taiwanese, and
the people of Hong Kong and the Japanese, will raise their wage
standards up to where their pay is in line with ours, but meanwhile
we would have lost most of our best industries. That is the way it is
working out, isn’t it ?

Mr. MEANY. Yes.

Senator Loxa. Thank you very much.

Mr. Chairman, I appreciate very much your kindness. I am sup-
posed to be managing a bill in the Commerce Committee right now
and I have to leave now but I appreciate having the opportunity to
present my views.

Senator Risrcorr. Thank you, Mr. Chairman.

Senator Hansen.

Senator Hansen. Well, Mr. Meany, let me compliment you on your

very excellent testimony. I happen te be in the livestock business in.

Wyoming and I recall a few years ago, and I am not trying to speak
disrespectfully or to discredit any previous 1dministration because as
far as I am concerned this policy with respect to trade has not known
any political label.

It has been the same one under Republicans and Democrats alike
and I think it is no good, I think it is costing us jobs and putting peo-

le out of business, and will make inevitable the need for greater wel-
are rolls.

But I recall when there was some concern about the price of shoes
in this country, if we continued to export hides to Japan and for the
manufacture of leather that it might result in shoe prices geing up
so there was an embargo put on cattle hides.

Well, that cost the American stockman about $7 per annum. That is
exactly what it amounted to in the decreased selling price of the
average head of livestock.

Now, this year, the same thing can be said for wool. I have talked
to a number of woolmen who, with the deteriorating textile industry
activity in this country, can’t find any place to sell their wool. Sales
have been as low as 15 cents a pound, and have gone up; the highest
one I know of has been about 29 cents a pound, and yet when we tried
to develop an export business with Japan to provide them scme live-
stock over there, just as soon as it was set up, Senator Bellmon tells
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me, and they had a little chance of getting off the ground, the Japa-
nese immediately put a duty of $180 per head on each calf that we
proposed to ship from this country to Japan. As far as I am con-
cerned, I think the philosophical side of this argument has gone com-
pletely by the board.

I am not concerned any longer in trying to debate the issue, “Does
free trade make good sense 2 I think that there may have been a point
at one time that we all started out evenly and, if wages were the same
throughout the world, then I can agree with the philosophical idea ; but
to me it seems we have got to get down to the practical basis of trying
to support, on the one hand, the standard of living that we have in this
country, and I think it ties right directly to the 70 million laborers
that you represent and I agree with you completely when you say that
you can’t separate their welfare, on the one hand, from the welfare of
the 205 million people, all Americans, of whom they are a part. I think
if you hurt the }ubor in this country you are going to hurt America,

t is just that simple, and I am not at all sympathetic with these
multinational corporations or with foreign companies that want to
have access to our markets and yet want to apply their own rules.

So, I don’t really think T have any questions. You have made a won-
derful statement. 1 think you underscore the important fact that must
be kept in mind by every American as we consider this very serious
problem today, and that is what we are doing to American jobs. Do
we want to put Americans out of work by our shortsightedness and by
our blindness as we contemplate the commerce that we have today, and
if we want to do that all T can say is that we are ~ure headed in the
right dirvection. If we are concerned about how our people live here
then I think we have got to recognize that we, through our good-
heartedness and our desire to try to set a standard, have been pursuinsg
a course that will inevitably bring about the downfall of American
%gl,b.or» and seriously result’ in the deterioration of our standard of
iving,

I c%m liment you on a very excellent statement.

Mr. Meany. Thank you.

Senator Risrcorr. Senator Talmadge.

Senator Tarmapar. Mr. Meany, I want to join my colleagues in com-
plimenting you on your very excellent statement. I concur with vir-
tually everything that you have said. Is it not true that at the present
time there are about 50 billion U.S. dollars in 1furope?

Mr. Meany. Well, I don’t have the detailed information on that. I
read that in the paper.

Senator Tarsabpae. Approximately correct, is it not ?

Mr. Meany. 50 billion, these so-called Eurodollars.

Senator Tanmaner. But we have only about $10.7 billion in gold
to pay them if presented for payment, is that correct ?

Mzx. Meany. Ithinkso;yes. ’

Senator TaLmape. You are aware of the fact, I am sure, that, on a
c.i.f. basis rather than an f.o.b. basis, the truc trade deficit over the
past 5 years is about $15 billion, are you not ¢

Mr. MeaNY. About that.

Senator Tarmapae. We wouldn’t have these billions of dollars float-
ing over the world unless there was something seriously wrong with
our trade practices would we?
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Mr. Meany. I would think so.

Senator Tararanar. I read with interest your concluding statement,
and I refer to paragraph five:

In the face of growing unresolved problems, an orderly marketing mechanism
iy needed Immediately to regulate the flow of imports into the United States of
those goods and product lines in which sharply rising imports are displacing
significant percentages of U.S. productlon and employment. Such quotas that
bar the rapid displacement of U.8. production and employment by floodtide of
imports could slow down the disruptive impacts on Amerlcan soclety and help
to provide an orderly expansion of trade.

What you are really talking about there is protecting the job oppor-
tunities of American people, are you not.?

Mr. MEaANY. What we are really saying here is that we don’t want to
shut out all the other people in the same area, but we are saying that
they shouldn’t be allowed to displace all of our people. That they
should be given a quota that would at least leave our people in the
industry. In some trades, in the shoe industry, in particular, we are
face to face with the possibility of eliminating this country from the
manufacture of shoes completely. That is now a definite possibility.

Senator Tararapae., Also in many other areas, such as textiles.

My, Meany. Oh, yes.

Senator Tarsanae, T believe Secretary Stans testified that we are
losing about a hundred thousand jobs a year in our textile industry.
Do you think that is in our nutionaf] interest ¢

Mr. Meany. I don’t think so, no.

Scenator TarLsanar. I certainly don’t, ecither. In my State we have
about a hundred thousand people that work in the textile industry and
about 65,000 that work in the garment industry, and T don’t believe
they sent me to the U.S. Senate to help liquidate their jobs. Do you
share that view ?

Mr. Meany. T certainly do, Senator.

Scenator Taryavar. If this continues, in my judgment, the textile
industry in a few years will be completely destroyed. Do you think
that is in our national interests?

Mr. MeaNy. No, I do not.

Senator Taryange. About two and a half million people, T believe,
are involved in textiles directly or indirectly. Tt has been reported
that in the event of a war that is the second most important industry
in our country, second only to steel. Do you share that view?

Mr. Meany. Well, T don’t have any comparative rating of impor-
tance. But it certainly is an important industry. I don’t know
whether—— :

Senator Taryancr. You don’t think the welfare check is any substi-
tute for a job.

Mr. Mrany. No,sir; I do not.

Senator T'araavee. Neither do L

Some people talk about free trade, and it sounds fine as a theory,
but do you know of any major power on the face of the carth that
practices free trade to date?

Myr. Meany. No, T do not and frankly T can’t understand why the
United States, in this area, shouldn’t deal with the countries on the
same basis as they deal with us.

Senator TaLmanar. In other words, bilateral rather than the most-

favored-nation practice ?
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Mvr. Meany. Why should we be wide open to a country like Japan
that blocks practically everything that we produce; why should we
have this open-door policy when they shut the door in our face?

Senator Tararavar. The last time I saw the record the Japanese had
some 98 restrictive quotas on imports. Is that substantially correct?

Mr. Meaxy. Yes, and it is not just Japan. It is other countries too.

Senator Tanaanae. That is true.

Mr, Meaxy. I think we should deal with them on the basis of the
way they deal with us.

Senator Taryanar, For the last several years Japan has been run-
ning an enormous trade surplus of about one billion and a half dollars
a year. Is that approximately correct?

Mr. MEanyY. That is what our figures show.

Senator TaLmapee, And they send to us sophisticated products that
are labor intensive. Qur principal exports to Japan are coal and lum-
ber and things of that nature which are not labor intensive. Are you
concerned about that ?

Mr. Meany. Very much concerned about it. We are very much con-
cerned about the fact that these American corporations are intro-
ducing into these countries machine tools and technology developed
in this country, so that they not only get the cheaper wages but they
get the advantage of modern methods of production, which further
putsusata disn(f'antage.

Senator Taryanae. There is considerable talk about a trade war if
we do anything to try to protect American jobs.

Mr. Meany. Oh, yes,

Senator Taraancr, Do you think any country that practices greater
protectionism than we do and has a trade surplus with us is in any
position toinitiate a trade war?

Mr, Meany. Well, T have no fear of a trade war. T think that we
are already in some sort. of a trade war, and I don’t think that we can
afford, and this is a very practical approach, T don’t think we can
afford to see our production go overseas. I don’t think we can afford to
lose any more jobs, because the inevitable result is the enlargement
of the relief rolls.

Now the relief rolls are going up at a tremendous percentage, and
we are going to get to the point soon where the whole thing is going
to collapse. It is not going to be possible for those who work to sup-
port those who are on relief. In the city of New York last month
17,000 new people, ‘I understand, went on relief. The ratio there is
now one person on relief to every six-and-a-half persons working,
something like that.

Where do we get, if that ratio gets down to 1 to 5, 1 to 4¢

Senator Tarmanor. It gets to the point where the working people
can’t support the nonproductive people, does it not

Mr. MeaNY. That is right.

Senator TaLMabee. Now, with reference to Japan, you are aware of
the fact that our country absorbs 50 percent of Japanese textile ex-
ports, are you not ? European countries absorb only 5 percent. In other
words, they take one-tenth of what the United States takes. Yet they
have more people than we have, less unemployment than we have, and
greater gold reserves than we have, is that not correct?
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Mr. MeaNy. That is so.

Senator Taryapae. You know where the Japanese buy most of their
cotton at the present time, don’t you?

Mr. Meany. No, I don't.

Senator Taraanar. Mexico. They buy the cotton from Mexico and
ship the textiles to us. Do you think that is a fair trade? Neither do 1.

ou made a reference in your statement as to whether consumers
benefit by lIarge imports. T wish you would restate your view on that,
please.

Mr. Meany. Well, we. point out that in a good many cases the im-
ports made by American corporations with American technology and
with everything American except labor, that we point out that the
consumer does not get the benefit of a price reduction in most of these
areas, Now the auto companies in 1971 are importing a good deal of
the things they put into the finished car. For instance, the motors for
some of Ford cars are made in England, and despite the increase of
auto imports, the automobile companies in this country have raised
their prices. The prices have gone up in 1970,

Shoe prices have gone up 38 percent between 1960 and 1970, and this,
of course, is at a faster rate than the Consumer Price Index, and this at
a time that more and more shoes are being made abroad and more
and more thousands of American shoe workers are losing their jobs.

Senator Tararance. And that provides jobs for foreign workers and
displaces American workers, does it not?

Muv. Meany. That is right.

Senator Tararanae. Do you know if the Department of Labor has
conducted the studies necessary to show the job impact of our trade
policies?

Mr. MeaNY. No, they haven’t; so far as we know they have not. Most
of the studies that we have are made by private organizations, in-
cluding in most cases the representatives of the workers who are ad-
versely affected. But the Department of Labor hasn’t anything on this.

Senator Tarataner, Has your stafl ever done an analysis of the jobs
created and lost by our foreign trade and, if so, can you submit that
for the record?

Mr. Meany. Yes, we can supply you with our figures on it.

(Information supplied fo]lows:g,

THE BEMPLOYMENT IMPACT

AI~CIO President George Meany pointed out to the Subcommittee, at its
hearing on May 18, that there i{s a “lack of ‘data and information on the impact
that international trade has on U.S. workers. There is a great vold of informa-
tion bearing on the employment impact and other effects on workers.”

The only available information from governmment agencies Is the rough, Humited
and over-all estimates, presented by George Shultz, when he was Secretary of
Labor, to the Joint Economic Committee of Congress in 1969 and to the Ways
and Means Committee of the House of Representattives in 1970,

These rough general estimates of the U.S. Department of Labor indicate the
net loss of 500,000 American job opportunities in the three years, 1966-1969.

In his statement to the Joint Economic Committee, Dr. Shultz reported that
about 74% of imports, in 1966, were “nearly competitive with domestic preducts,”
about 13% were products not produced in the U.S. and another 13% were goods
“produced in the U.S, but in short supply.” In this regard, it should be noted that
in the 19508, according to trade experts, only about 30%-40¢, of imports were
considered “competitive” with U.S.-made products. So, between the 19i0s, and
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the latter 1960s, the total volume of imports rose sharply uad ‘“competitive”
imports, as a portion of the rapidly rising total volume, approximately doubled.

Dr, Shultz reported to the Joint Economic Committee that “about 1.8 million
jobs in 1966 would have been required to produce the equivalent volume of the
749 of imports that were competitive with U.8.-made products.” He updated
these estimates, in a later statement to the House Ways and Means Committee:
“In 1969, if we had attempted to produce domestically goods equivalent in value
to such imports, the Bureau of Labor Statistics has esitmated that we would
have needed 2.5 million additional workers . . .”

These rough estimates indicate the loss of about 700,000 job opportunities, in
the three years 19661969, due to the sharp rise of ‘“‘competitive” imports.

During the same 3-year perlod, the Bureau of Labor Statistics estimates that
the number of jobs attributable to increased merchandise exports rose only 200,-
000. This small increase of export-related employment was due to the small
increase of the total volume of exports, the relatlvely low manpower require-
ments of much of those exports and the increasing productivity of the American
economy.

Therefore, there was a net loss of about 500,000 employment opportunities in
the three years 1966-1969, according to these Labor Department estimates.

The Labor Department’s estimates are not precise and may well be under-
statements of actual developments. But the fact of substantial net losses of
American job opportunities is clear.

However, there 1s scant information, from government or business sources on
_ the details of direct job-displacement, resulting from trends in international
trade and investment.

Reports from a number of unions indicate the following estimates of direct
and specific job-displacement : In consumer electronics, reported job losses were
127,000 between October 1988 and 1969. Closings of shoe plants in 1971 involve
about 10,000 jobs. In ball bearings, direct job losses were approximately 11,200
in 1970-1971. There are many others, involving plant or department shutdowns
in a wide variety of industries and product-lines.

Comprehensive information on direct job-displacement is lacking because trade
experts and government agencies have essentially ignored the employment and
related social-impacts of developments in international trade and development.
Until the U.S. government examines and publishes detailed information on these
very important issues of direct job-losses—industry and product and location,
as well as their impacts—such comprehensive data will be missing.

C08T8 AND BENEFITS OF DISC

The AFL~-CIO maintaing that by permitting corporations to spin off into a new
form of corporate subsidiary organization—a so-called Domestic International
Sales Corporation—the Administration is cavalierly willing to risk, through the
creation of a new tax loophole, the loss of up to $1 billion annually in federal
revenue, in the hope of gaining an uncertain, but at best, marginal increase in
exports.

The Treasury estimates that, over time, exports will increase $1.25-$1.50 billion
as a result of enacting DISC. The AFL-CIO contends that this is a highly sub-
jective and overly optimistic estimate.

The DISC provides no incentive to increase U.S. exports. The beneflts of tax
deferral, under the proposal, would flow to all firms exporting goods, if the ex-
port trade is conducted by a DISC subsidiary, especially set up for that pur-
pose—regardless of wl.ether such exports increase, decline or remain stable.

The DISC tax benefits would go to some $83 billion of existing export sales,
in order to induce a $1.25-$1.50 billion increase, if the Treasury’s optimistic
estimates are valid. In other words-—using the Treasury’s own estimates—959%
or more of the tax benefits would go for exports that already exist. Therefore,
the DISC “incentive” is grossly inefficient, with 959 or more of the tax benefit
going for existing exports.

The annual loss of federal revenue, due to the adoption of DISC according
to Treasury estimates, would be $630 million. However, the Joint Committee on
Internal Revenue Taxation estimates the annual loss to be in the range of $720-
$925 million, a 10-point cut in the tax rate for export corporations, using DISC.
~ The loss in revenue would have to be made up by other taxpayers—by individ-

uals and corporations which do not benefit from DISC operations.
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In order to induce the outside estimate of a $1.256-$1.50 billion increase in ex-
ports, over time, the Treasury admits, by its own estimates, that it would give
up $630 million in federal revenue-—and the Joint Committee’s estimate is a rev-
enue loss of $720-$925 million,

Examination of the dollar costs and benefits indicates that DISC would result
in little if any net addition to employment, In fact, adoption of DISC may result
in a net loss of U.S. employment.

Approximately $630 million to $925 million of consumer income and non-DISC
business income would be lost—with the accompanying loss of jobs in the produc-
tion, distribution, and sale of consumer goods and services, as well as business
plants and machines. Against such losses, the Treasury poses its benefit-estimate
of $1.25-$1.50 billion of additional exports, But the manpower requirements of
American merchandise exports are considerably less than the manpower require-
ments for domestic production. As a result, $1.25-$1.50 billlon of additional
merchandise exports would generate little if any more employment than the
number of jobs last as a result of the cost of DISC.

If one takes a less optimistic assumption about the DISC-induced extra
merchandise exports—assuming merely a marginal increase—the cost to the
taxpayer would possibly be greater than the {ncrease in exports, due to DISC,
And there would be a net loss of jobs. That would be the clear case, if, for ex-
revenue-loss was about $600 to $000 million. Such eventuality may be closer to
ample, the amount of DISC-induced exports were merely $500 million, while the
realit{ than the Treasury’s optimistic assumptions about DISC-induced extra
exports,

Although it is not possible to accurately forecast the impact of NISC, it s
reasonable to assume that its adoption would result in little if any net addition
to employment and may result in a net loss of jobs. Surely, the Treasury Depart-
ment can find better uses for $630 million to $025 million per year than to create
a new loophole of spectal tax privilege for large export corporations.

THE EFFECTS OF FOREIGN INVESTMENT

Reports that income from U.S.-owned foreign investment are now greater
than long-term capital outflows from the U.S. have resulted in a distorted inter-
pretation of the effects of foreign investment, Such comparisons are misleading,
particularly in relation to the displacement of U.8. production and employment,

Tt is reported, for exampe, that income returned to the U.S. from foreign in-
vestments was $8.8 billion in 1969, compared with outflows of $4.7 billion, in that
year, for long-term investments in foreign countries.

Such comparison of balance of payments figures—dollar outflows and in-flows
in a specific year—do not reflect the impact of U.S. investments in foreign sub-
sidiaries and other ventures in foreign countries on ifmports into the U.S. or
exports from the U.S. They do not present the picture of potential and actual im-
pacts of foreign investments on America jobs and production,

The $4.7 billion long-term outflows in 1969, for example, are far from an ac-
curate account of the actual long-term foreign investments of that year. In 1969,
foreign affiliates of U.S. firms invested $10.8 billion in their foreign plants, ma-
chines and other facilities—financed by the re-Investment of the profits and de-
preciation allowances of the foreign afliliates and by funds raised in foreign
markets, as well as by dollar outflows from the 1.8, While the balance of pay-
ments figures deal with the $4.7 billlon of long-term outflows, the potential im-
pact on U.S, production and employment is from the $10.8 billion invested by the
foreign affiliates.

Moreover, the income returns from foreign investments, in a given year, are
on the accumulated investments and re-investments in foreign operations made
over a long perfod of time, such as 10, 20 or more years, In fact, some part of
current returns are on accumulated foreign investments, including outflows, over
the past half-century or more.

Comparisons of balance-of-payments investment flows, in a given year, there-
fore, present an utterly misleading pleture ofthe actual foreign investments and
their impacts on imports, exports, American employment, U.S. production and
the domestic economy. -

Senator TaLmanar. I believe in your statement you stated that from
1966 to 1969 imports displaced some 700,000 American workers and
exports created jobs for some 300,000 workers overseas.
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Mr. MEaNY. 300,000, So there was a net loss of 400,000,

_ Senator Tarmaper. A net loss of 400,000. Do you think we can con-
tinue that policy and survive ?
. Mr. Meanv. It is obvious, Senator, we can’t continue it. If this thing
1s going to go on and on, and the export of jobs is going to con-
tinue, the American standard of living is going down. This is a
standard of life here in this country based on higher wages than in
any other part of the world, and we certainly can’t be a world leader
if we are going to become a low wage welfare cconomy. It is just
as simple as that,

Senator TaLmavok, I concur fully with you, Mr. Meany, and I
congratulate you on your statement. Mr. Chairman, I yield.

Senator Risicorr, Senator Bennett,

Senator BeNNErT. Thank you, Mr. Chairman.

Mr. Meany, I agree with much of your statement. I am concerned
as you are, with the protection of American jobs. I don’t think it is
quite 8o easy to get at the problems of the multinational corporation
as your statement would seem to indicate,

here is one position that AFL-CIO has taken that has puzzled
me and I welcome the chance to talk to you about it briefly and that
is_your opposition to the Domestic International Sales Corporation
idea as a means of encouraging American manufacturers to manufac-
ture more of their components in this country, the multinational firms
if you please, or companies that might become multinational firms,

I think I sense that since hearing your statement today, that part
of your opposition is based on ycur feeling the tax deferral from
multinational firms operating abroad should be denied to them.

Mr. Meany. That is right.

Senator Bennerr. This proposal suggests that American firms
manufacturing in the United States should be given the same deferral
as is élOW available to their American counterpart manufacturing
abroad.

Don’t we have here the same kind of a problem that has been dis-
cussed earlicr, that is the problem of the purists. As long as those tax
deferrals are available abroad or until they are denied, don’t you
think American labor might be better off if we gave the companies the
same kind of tax deferral on products manufactured for import with
the idea that if we ever got——

Mr. Meany, We have to carry the load for any taxes they don’t
pay, and we don’t think they should have the tax deferral on their
companies abroad, the American companies abroad.

e think they should pay taxes in the year they earn them, and what
this DISC proposal does 1s take $40 bﬂhgn odd of exports here and
put it in a tax deferred status, because it is quite obvious if you pass
this bill that all the American corporations, if they haven’t got the
subsidiaries here in this country they will set them up.

So you actually, you are actually giving them a tax break on some
$42 billion. As far as increasing the trade, according to the Treasury
statement, this would result in an increase of one and a half billion
dollars. But at the same time it takes $42 biliion and removes it from
the current tax rolls.

Now we think any tax loophole must be made up by the rest of the
people who are paying taxes at that time.
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Senator BENNETT. I can’t quite figure your $40 billion of a tax loop-
hole. What is the total corporate tax paid in the United States? It is
not much more than that.

Mr. MeanNy. Volume. I didn’t say the tax, I mean the volume.

Senator BENnNETT. You said tax loophole, $40 billion of taxes.

Mr, Meany. On $40 billion, yes, on $40 billion, not a $40-billion tax.

Senator BEnNErT. On $40 billion of volume.

Mr. Meany. Yes. According to the Treasury, this DISC bill would
increase the exports by one and a half billion, one and a quarter bil-
lion, but the bil{)would give a tax benefit to all the present corporations.

Senator Bennerr. It was my understanding of the bill that it gives
tax deferral only on the volume of business which is exported, and
I don’t see how you can say that it will give a tax deferral on $40
billion but only increase the export to a billion and a half,

Mr. MeaNyY. It is not given just a tax deferral on the increase. It is
ﬁiven a tax deferral on all exports and that is where the $40 billion

gure comes in, all exports.

Senator BEnNNETT. OK. Have you estimated how many new jobs
that might produce or how many jobs that might save?

Mr. MeaNy. I haven’t an estimate of how many jobs it would pro-
duce; no. We can give you a memo on that if you want us to go into it.

Senator BEnNETT. I would think you would be concerned about that
phase of it equally as you are concerned about this question of tax
deferral.

Mr. Meany. You would have whatever H)ossible new jobs, you would
have to weigh that against what the workers themselves would have
to pick up in tax payments that these companies don’t pay.

enator BEnNNErT. Well, have you calculated the amount of tax that
is involved on the $40 billion of sales.

Mr, MeaNy. The Treasury estimates that the yearly loss of Federal
revenue under this bill would be $680 million.

The staff of the Joint Committee on Internal Revenue Taxation
estimates the annual costs would range from $725 million to $923
million. So the American taxpayer would have to make up that loss,
whatever it was, whether it was $600 or $700 or $900 million.

Senator Ben~err. I think offsetting against that we should be con-
cerned about the total volume of wages that might be paid to men in
this country to produce the quantity of goods on which that much
taxes would be paid.

Mr. Meany. Well, the theory is that this would create new corpora-
tions, and we would have to test that out. Actually the first thing it
would do would be to transfer the present American corporations into
the status of DISC subsidiaries in order to get this tax benefit, that
they don’t get at the present time.

Syenator eNNETT. Well, the whole thrust of your testimony is that
you want to find ways by which American industry can be persuaded
to stay home and manufacture their products in the United States.
Now this is a way. It may not be the best way, but it is really the first
specific way that has been suggested for a long time.

Mr. Meany. Well, if this were to apply only to the increased pro-
duction we, of course, would have to take another look at it but under
the present circumstances it would apply on the present production
that is covered by taxes.
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Senator Bennerr. We don’t have the other half of the balance to
measure the value of the jobs against the $600 million or $700 million
of potential tax deferral, and this is deferred, it is not lost.

Mr. Meany. Yes, it is deferral and not lost.

Senator BenNETT. But if the new jobs, or if it is the old jobs saved.

Mr. MeaNY. But it is deferral without limit isn’t it. In other words,
until the export company transfers the money to the parent company
it is deferred, and there is no time limit on that.

Senator BENNETT. I think that is right because that is the situation,
until it is set in dividend but of course you and I both know based on
the experience of the European subsidiaries they don’t hold that cap-
ital over there forever.

In fact, as I remember the figures, we are now getting more capital
transferred back per year in terms of dividends than is represented by
new investments boing abroad. So this thing does have a turn around
goint, and based on our experience abroad, can be a long range bene-

t. But I would be grateful if—

Mr. MeaNY. We will check it.

Senator BenNerT. If you would check into the number of new jobs
and the comparative volume of wages, I won’t say new jobs, the jobs
that would be involved in this program, either new ones created or
old ones saved, because that was the objective of the idea which appeals
to me.

Mr. Meany. Yes. We will take a look at it and see what it adds up
to on balance.*

Senator BENNETT. Thank you. That is all, Mr, Chairman.

Senator Risicorr. Senator Fulbright.

Senator Furerigit, Thank you, Mr. Chairman.

On that last point, Mr. Meany, is it true that, do your figures show
that, we are receiving more in return in dividends than we are invest-
ing. You said on page 3 the Commerce Department states we plan to
invest $15 billion in 1971 abroad. It strikes me that if that had been
true that we do not receive $15 billion dividends, do we? Do you have
those figures ?

Senator Ribicorr. I believe, Senator Fulbright, last year we received
$11.1 billion in interest and dividends from our investments abroad.

Senator FurerieHT. Is that private or overall government and
private? :

Senator Risicorr. Private investments that would not be government.

Senator Furerierir, Not return of capital.

Senator Risrcorr. Our investment abroad keep increasing and one
of the saving graces in our balance-of-payments problem is the amount
we are receiving on investments and interest and dividends from our
investments abroad.

Senator Fursrienr. I am glad to know that. It looked as if $15
b}fll%;)nt was more than we had received in dividends. I was not aware
of that.

Mr. Meany, I don’t want to prolong this, I am sorry I came in late,
I have read your statement. As you know, the Secretary of Treasury -
emphasized yesterday that he considers we are in a very serious inter-
national financial condition.

Mr. Meany. Yes, I read his statement.

*See Mr. Meany’s submission for the record, p. 192.
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Senator Fursriarrr. I think some of these matters you recommend
are going to be extremely difficult—that is to supervise and curb the
substantial outflows of American capital. We have toyed with the idea
of restrictions on capital, we have this equalization of interest which
is a very mild, ineffectual program, but I remember there were moves
made to even restrict tourists abroad and everything broke loose, every-
body was upset about that,

I wondered how do you think our business community is going to
receive any proposal to curb their capacity

Mr. Meany. We are not making an issue of tourist dollars but we
are making an issue of the tremendous outflows of American capital.

Senator Fursrraire. I know you are not, but some years ago there
was an effort made to do it and there were all kinds of protests raised.

If you try to do this on business investments don’t you think there
will bo an awful row about that. Do you think they will accept that
lying down or won’t there be an awful row ?

Mr. MrANY. Well, Senator, when you look at this picture, with the
potential, with the possibilities the way this thing is going, surely the
Government would have to take some drastic action if we are going to
get to the point where our mass purchasing power is down where it
can’t sustain American business, I think business themselves would
be concerned about this, Where are the customers coming from. We
haven’t got to that point but the implications and the trends are all
in that direction.

Senator FuLsrranrr. I certainly don’t disagree with either the Secre-
tary’s statement or yours that we are in a very serious situation.

wonder if I could approach it in a little different way. If you look
back over the past 10 years what do you think is the No. 1 con-
tributing cause to our serious situation ? What has happened? As you
well know not too long ago we were considered a rich country. There
was even a dollar gap the other way. Tt was only 15 years ago that
we were trying to find ways to siphon out our wealth into all kinds
of countries.

Mr. Meany. T think the major problem is really the outflow of
American capital into these——

Senator Fursriaar. Why is it ontflow. What has caused this?

Mr, Meany. I think the basic reason is that American corporations
are seeking cheaper labor, and the labor is cheaper, there is no ques-
tion about it. But I contend that if we are going to maintain the type
of society we have here in this country, we are certainly not going to
maintain it on a competition which tends to get the lowest possible
wage.

’Ighis is a high wage dynamic economy, it wouldn’t look the way it
looks at the present time and has looked for years. We certainly can’t
contemplate bringing our wages down to the Taiwan wages or even
the Japanese wages, and very frankly, when you look at the present
welfare system, and you look at the possible actions on_that system
here in Congress this year, T see the Ways and Means Committee is
talking about a $2,400 minimum, and so on and other people are talk-
ing higher, well you could hire about eight to 12 workers for a full vear
at $2,400 in Taiwan. And I think not only the Government, I think
the big corporations should take a good look at this picture. Over the
years the best customer has been the American people, not overseas.
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We were more or less free traders in the past. From the time of the
Hull reciprocal trade tax we took a very, very broad position on in-
ternational trade because we wanted to expand, expand for the bene-
fit of the other countries, expand for the benefit of the American
worker, But this situation we have today is not 1984. It is not inter-
national competition in the sense that it was back in those days. It
is U.S. corporations exporting jobs, technology and capital overseas.
T£ they can afford it, T don’t think the rest of the country can afford it.

Seantor Fursriarrr, Then you think a direct prohibition of some
'kind by the Government on private corporations for foreign invest-
men(s would be in order?

Mr. Meany. T would like to see some study made of it. T would like
to see some Government action. Surely T wouldn’t want to sce some-
thing that would really damage these corporations as American corpo-
rations because in the final analysis when we talk about this being a
high wage economy, well somebody is putting those high wages into
the pay envelope and we don’t want to destroy that fellow.

But at the same time we think that we could get along without all
this export of jobs and capital across the water.

Senator Fursrieirr. Tt wasn’t very long ago that the Government
was urging private corporations to invest abroad. Tt was said to be a
more cfficient way to bring along these underdeveloped countries than
direct Government aid. ’Iﬁmt was an official policy. You are familiar
with that, aren’t you? It wasn’t very long ago that we were advocating
that—isn’t that true?

Mr. MraNy. We were not advocating that ; no.

Senator Fuwsriarrr. Well the Government was.

Mr. MeANY. Some—

Senator IFursrienit. I was under the impression you were,

Mr. Meany. Maybe referring to the Peterson committee report on
foreign aid putting it on a——o

Senator Fursriairt. I was referring to before.

Mr. MeaNY. Actually what we have got here we have got corpora-
tions running away from wages, high wages seeking low wages and
we have had that over the years within the country, and now we are
getting it on a global basis.

Senator Fursriarrr. Well, you are familiar with the program of
ruarantce which has been in”effect for quite a while in which the

overnment guarantees an American corporation if it would go to
country X.

M. Meany. Yes.

Senator Fursrierir. And invest, in other words this was an incen-
tive, & direct incentive for American companies to go abroad. It was
snid to be part of their patriotic duty to go abroad and invest and a
lot of these companies have,

Mr. MEany. In the underdeveloped countries.

Senator FuLsricirr. Some of them are now having those invest-
ments expropriated, as in Chile. Of course we do have the dilemma
that pm-ticu*m'ly in minerals such as copper and iron and bauxite
and gas and chrome and nickel, we are a have-not country. We have
to keep our sources of supply of those coming if we are to maintain
industrial society, but I would suggest to you for whatever it may
be worth that our over involvement in military affairs all around the
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world has done much to contribute to the disclocation of our economy.

Take Japan, which you say is so profitable. We are spending hun-
dreds of millions of dollars in the upkeep of our forces there, As
was stated yesterday, we spend roughly 10 percent of our gross
national product on the military, and they spend, I think, less than
1 percent on their defense. In other words, we are paying for their
defense. The taxes of your workmen help pay for the defense of
Japan, so that they have low taxes, not only low wages but low taxes
corr;parcd with ours, which puts them at an advantage in competing
with us,

I just suggest it as one clement that could be considered as con-
tributing to our lack of capacity to compete, as we used to many years
ago. That is all, Mr. Chairman.

Senator Risrcorr. Mr. Meany, I listened to your testimony with
reat interest. In my view it is abont as significant testimony as could
o given, and I would say to the foreign press for their own govern-

ments, it is an indication that there is very serious re-thinking in this
country about the problem of foreign trade.

For years I think we have had a false debate in this country with
words that have lost their meaning, “free trade” and “protectionism.”
I don’t think anywhere in the world there is such a thing as “free
trade™ or “protectionism.”

Mr. Meaxy. That is right.

Senator Risicorr. Today I think the objective of the United States
and the rest of the world has to be fair trade and reciprocity.

IHere you are, representing one of the most important economic
segments of American society. For years the AFL-CIO has been in
the forefront of what cuphemistically can be called “free trade.”
Now you would be accused of going all the way over, 180 degrees to
protectionism,

Mr. Meaxy. No.

Senator Risicorr. Let me make my statement.

Mr. Meany. We will be accused of that but that is not our position.

Senator Risicorr. You will be accused of it, which would indicate
that something is happening in the United States and in the world
that we fail to recognize and the rest of the major world trading
partners failed to recognize, at all our peril.

Last year our exports were some $42 billion, our imports were some-
thing like $40 billion so there is a very huge pool of trade taking place
from the United States into the United States. Now there has been
a great shift in philosophical thinking in this country. We do know
that the countries that accuse the United States of protectionism, are
themselves guilty, in many instances, of the most restrictive types of
trade practices.

There are some 500 to 600 nontariff barriers in the world today.
You have quotas, you have subsides from nations, border taxes, re-
bates, there is every conceivable type of restrictions. I don’t imagine
that you, as a leader, elected leader, of a large segement of the people
of this country, would say that you are interested in cutting out the
$42 billion of exports because certainly that would take away jobs, too.

Don’t you think the time has come to appraise realistically and
pohtlcallﬁ the trade conflicts in the world today. It is always right
to talk about the comparative evaluation of labor and jobs, but no
nation, no senator, no deputy, no foreign minister politicaliy could
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sit back and watch the elimination of a large segement of his country
or his State or his Nation against the inroads of imports. When you
are faced with 50- to 60-year-old workers, the difficulty of retraining
the shock of moving people around from generations of living in ‘he
same area, the accumulation of capital for new investments, the length
of training for people for new jobs is a matter of a decade or two,
it could not be done overnight—these are very real human problems
we can’t afford to overlook. Don’t you think, with this in mind that
since everyone is facing the same problem, the time has come for the
major trading nations of the world—the Common Market countries,
the United States and Japan—to come together for a conference to
work out an agreement based on fairness, based on reciprocity, and
the protection of the vital trade interests between nations and not the
destruction of basic industries in each nation,

Don’t you think that is over due in the world ¢

Mr. Meany. I certainly do. We certainly don’t want to destroy
foreign trade. But we would like to have it on something of an equit-
able basis.

Now, I think any country that sets up those what you call non-
tariff barriers we should take a good look at that country and cer-
tainly try to treat them as they are treating us.

Now, I noticed that back in 1961 when Congress passed the Forei
Assistance Act that year they had a provision in there regarding de-
velopment loans, an(f, it was pointed at this very problem. It required
that not more than 20 percent of the production of a foreign factory
created by a development loan could be sold in the United States. We
don’t know how—we had never had a report of how that section of
the law operated but it is an indication that Congress itself as long
ago as 1961 was concerned with this problem. Now, we certainly have
not been isolationists in our thinking. We have been more or less on
the free trade end of it but now we are getting this, Senator, deliv-
cred to us in packages, with representatives of our workers come and
say “Iere is a city, here is what is happening to us, here are the number
of jobs and they are gone.”

o we are facing a very, very practical problem, and I think if we
could look at the whole picture of world trade and set up a system-on
a completely reciprical basis I think we would be much better off.
I thinE we can compete with these other countries but certainly it is’
not fair for them to look, to put every barrier to our trade or our
selling something in their country and we sit here with open arms.

I think we have got to take a new look at this.

Senator Ribicorr. In other words, the warning signals are up
around the world, that there is very hard thinking going on in this
country on the entire economic foreign policy. Do you, from your
experience, think that the United States has an economic foreign
policy at all?

Mr. Meany. Not at the present time.

Senator Ripicorr. It doesn’t have any ¢

Mr. Meany. No.

Senator Rinrcorr. As was testified yesterday the problem of eco-
nomies in its relationship at home and abroad is one of the key factors
of every basic trading nation in the world except in the United States.
Can we sit idly by and have a nation without an economic policy and
just have a geopolicy run from the State Department without an eco-
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nomie policy involving Treasury, involving Commerce, involving the
Labor Department, and involving the President himself, because for
the prime minister of every other country in the world, one of the
key departments, and the level that is closest to him, is the economic
minister of each particular nation.

Mr. Mraxy. T think we have a right, as a nation, to look at the
social policies of the nations we deal with. T feel that we certainly
shouldn’t encourage these nations that pay wages that are absolutely
ridiculous, T mean these so-called coolie wages. I think one of our
aims in this field should be to encourage them to develop a better
standard of living in their own countries.

Scnator Risrcorr. Mr. Meany, in 1969 the countries that we pro-
tect with our defense umbrella—supposedly being protected against
the danger of Eastern Furope—did an export-import business with
Tastern Europe of $16.6 billion.

In the same year we did business with Eastern Europe to the extent
of $444 million. Do you see any reason why the United States should
not be more deeply involved in the east-west trade with nations that
need American technology, need American products, not basically de-
fense oriented, and my understanding is they would prefer to do busi-
ness with the United States than any other nation in the world. Aren’t
we short sighted in not doing business with Eastern Europe while we
m‘e]def%nding Western Europe against the East? Aren’t we just being
suckers

Mr. Mrany. Well, it depends on what the goods are, what the stra-
tegic value of the goods is. T think we have got to look at what you call
Eastern Europe. T think we have to look at that situation in a global
context. Whether we like it or not this is still our competition, not
only economically but militarily and otherwise, and we certainly should
take a different look at Eastern Europe than we do with countries who
have the same philosophy that we have.

Senator Risrcorr. Well, if Fiat can build an automobile plant in the
Soviet Union why can’t Ford. T mean who’s kidding who. They im-
port the product anyway, but from our competitors who we protect
with a NK)TO umbrella.

Mr. Meany. If Ford would take a good look at Fiat he would not
want to build in the Soviet Union.

Senator Riricorr. Ford wouldn’t want to build.

Mr. Meany. He would not want to build because that plant has not
been successful.

Senator Risrcorr. It may not be successful with Fiat but perhaps
could be with our technology. Let me turn to China trade. We are talk-
ing about opening up China. Would you object for us to do business
with China?

Mr, Meany. I think that we could do business with China on the
same basis. I think that what they really want, you know, what they
really want from us is money. They want long term loans at favorable
interest rates and American banks, of course would like this, too, pro-
viding Uncle Sam gives them a guarantee. I think when you are talk-
ing about the dictatorial countries. I think you have got to take a look
at their policies and their purposes and their——

Senator Risicorr. Do you think after 50 years the United States is
going to be able to tell other countries what type of government and
economy they should have.
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Mr. Meany. I don’t think we should tell them what type of govern-
ment they should have but I think we should deal with them on the
basis of our best interests and certainly our best interest, Senator, No.
one, is to try to preserve this type of government we have here with
all its fault. :

Senator Risicorr. Well, in preserving this type of government, how
do we hurt our Government by doing business and selling equipment
that is not strategic in character to Eastern Europe.

Mr. Meany. Well, I said before I said it depends on the strategic
character of what we would sell these people. But I don’t think there
is an overall blanket policy that would apply to this.

Senator Risicorr. Now, are you concerned with this $50 billion of
Eurodollars that float around between Europe and the United States,
does that bother you?

Mr. Meany. Yes, I am very much concerned with it when reports
indicate that it was this money, this American controlled money that
was being used about 10 days ago in a very deliberate attempt to bring
down the value of the American dollar, to the profit of the people who
had this money in Europe. Buying harder currency.

Senator Riricorr. Now you have $50 billion floating around and
basically the way it has been used since it has floated around between
the United States and FEurope is on the basis of short term investment
and speculation for manipulation of short-term gains.

You have this $50 billion. Don’t you think that $50 billion could be
used more constructively for investment where there is a shortage of
capital, both in the United States and abroad. We could use this $50
billion constructively instead of using it for speculation.

Mr. Meany. Well, I can’t disagree with you on that argument that
it should not be used for speculation. I think we could use some of it
in this country. .

Senator Risrcorr. All right. Yes, we could.

Mr. Meanvy. I think we have a lot of things to do in this country that
this money could be used for.

Senator Risrcorr. That is right. Under these circumstances with $50
billion floating around and no one knows where it is going to strike and
who it is going to strike next don’t you think there is an obligation on
the Eart of our Government to get together with the central banks and
the finance ministries of the governments that control thig $50 billion,
to work out some program of regulation of this $50 billion because
somebody is going to do _it, the Europeans are going to do it, it is
mainly American money. Don’t you think that the United States should
be involved in making plans of how do you control this $50 billion
outlaw that is riding around which could assault on any currency and
no one having the control over it except speculators at any given
moment.

Mr. Meany. I don’t see anything wrong with our Government hav-
in some control over that kind of money; I don’t see anything wrong.

Senator Rieicorr. But the trouble is we have been very lax and very
indifferent to this $50 billion floating around.

Now another question you raise and I think you raise a_very im-
portant point. Like the $50 billion you have this multinational cor-
poration that owes a loyalty to nobody. A corporation that is in this
country, is subject to all kinds of laws and regulations of the State
and Nation, and a corporation in a foreign country owes obligations
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in accordance with the laws of these countries. Now, what do you think
U.S. policy should be toward multinational corporations basically
based in the United States?

Mr. Meany. I think the U.S. policies in this area should be based

on what is best for the country as a whole. I think that there cer-
tainly should be some control of this money. I don’t think the United
States should allow private citizens to do things that the country
itself feels it shouldn’t do.
. Now, as far as these multinational corporations they are now trad-
ing with Eastern Europe through their l%uropean sabsidiaries, a good
many of them. I think the Government has a perfect right in this situa-
tion to have something to say about how this money is used.

You say right now it is floating around, it is under nobody’s control.

Senator RiBicorr. That is right.

Mr. Meany. Is there any other country in the world that allows its
capital to run around like this?

Senator Risrcorr. Well, I think what the world is facing today is
corporations untrammeled, who are bigger than nations themselves.
The multinational corporation has no loyalty, it is powerful, it can
shift its money, its investments, its manufacturing as it suits them
without a yes or no from anybody to anybody. So we have the ques-
tion of responsibility. What should be the responsibility and to whom
of the multinational corporation? Or does the multinational corpora-
tion continue operating bigger than nations themselves?

Mr. MeaNy. I don’t think so. I think the Government should take a
good look at this whole business of multinational corporations. I ask
%gain isé there any other country in the world that allows this to

appen

gnator Risrcorr. I think they do. I think the multinational cor-
poration has gotten beyond any nation’s control. It isn’t just Ameri-
can companies, French companies are multinational now, English,
Dutch, German.

Mr. MEaNY. Are they exporting capital outside without consent?
Do the British control the outflow of capitil, the Germans likewise?

Senator Risrcorr. Some. It is my understanding today that the
multinational corporation is being formed over and above the sover-
eignity and the jurisdiction of any nation, and they have almost be-
come a law unto themselves. Again I point this out as a grave economic
responsibility of every important nation of this world to get together
to come to an understanding on international investments, on currency,
on reciprocity, and fairness of trade because remember we are going
so fast and we are forming new economic giants, new economic con-
glomerates internationally such as the world has never seen before,
and this is changing the economic progress of the world, because, and
T think our thinking is based on past norms, Mr. Meany. and we don’t
have these conditions. )

Mr. Meany. I completely agree that the Government of the United
States should certainly try to develop, for instance, we will develop
a currency situation where allies, our allies throughout the world can
work with us on currencies so that you could not attack the currency
of one nation, in other words, to have some sort of a common front
there, and insofar as getting into this position of the multinational
corporation, setting up some sort of ground rules in connection with
other governments, I am completely for that. But in the meantime
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while this continues, what is going to happen to the American worker,
what is going to happen to our economy ¢

Senator Risicorr. This is what we are trying to find out, Mr. Meany.
We are in a very, very complex situation. That is one of the reasons
we have got you here and many other people this week. These hearings
will continue for many more weeks to follow because I do believe
that we have a responsibility here in Congress to address ourselves
to basic problems in all elements of society, whether it is the geo-
politics or through Senator Fulbright’s committee or ecopolitics
through the Finance Committee, and they both intertwine—ecopolitics
and g(i%;)ohtics. One final question.

On Wednesday we have a vote on the Mansfield resolution. One of
the great problems of our balance of payments is that our overseas
military costs us about $4.8 billion according to table 3 of the staff
study. After 25 years, we still have some 300,000 men stationed in
Western Europe, with some 200,000 families. You have developed a
situation of the old saying, “You can do anything with bayonets but
sit on them,” still applies. Do you think that 25 years after the war
we should have such a large contingent and we are paying for them
with a short dollar supply, while our allies, who we are supposed to
protefact,.h?ave got all our dollars and are doing so well—should they
pay forit

Mr. Meany. I think this is a question for the President of the
United States.

Senator Risicorr. In other words you don’t think——

Mr. Meany. I think he has got to look at the whole global picture.
I think when he looks at Europe he has got to look at Asia, he has got
to look at any place where there is a threat to our way of life, I think
he has got to look at Israel and everywhere else.

‘I don’t agree with the Mansfield proposal at all.

Senator Rieicorr (continuing). In other words, you don’t think
that Senator Fulbright or Senator Ribicoff or Senator Bennett or
Senator Hansen no matter what their philosophy mair)be have an ob-
ligation as U.S. Senators to look at it as well as the President of the
United States.

Mr. MeaNY. I think they can look at it but I think in the final analysis
the decision has got to be made under our system by the one charged
with the responsibility.

Has the President of the United States?

- Senator Risicorr. So in other words, you believe that the President
of the United States should make all basic and economic and foreign
policy decisions in this country and the U.S. Senate has no right to—

Mr. MEaNy. No, I didn’t say that. I think he should make all the
decisions of a military nature. I think that is his job. And I think he
has got to look at the whole global defense picture, not just the Euro-
pean picture.

Senator Risicorr (continuing). Well, of course there is no sense of
any debate. I know how you feel about the Vietnam war and have
felt about it but these are mistakes that Presidents have made and I
think that this country is in position to change those mistakes. I
think that a President doesn’t have omniscience any more than a U.S.
Senator or labor leader and this is in the public debate and public
position.
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Mr. Meany. Well, our position on the Vietnam war is we_would
like to sec it like everybody else, we would like to see it over. But we
feel again this is a job for the President. The President said he was
going to wind down the war, he was going to get the American troops
home. Up to now his plan seems to be working.

Senator BEnNETT. Mr. Chairman, when I was questioning Mr.
Meany I discussed the question of the relative volume of income from
receipts from abroad and outgo. In 1969 the total long-term invest-
ment of private capital abroad was $4,658 million and the total re-
ceipts from investment, the income balance, was $8,800 million, nearly
twice as much. Now it has not, the difference has not, been that great
in years immediately earlier than that, but I am quoting from tables
in the hearing, in the report of the Senate Finance Committee on
the interest equalization tax debate. So I think we have reached a
point where in the long term we are talking now only as the Gov-
ernment in terms—no, talking only in terms of the effect on our bal-
ance of payments, where our investments abroad or our income from
investments abroad, is substantially greater every year than our an-
nual increase in investments abroad.

Senator Risicorr. Senator Long.

Senator Long. Mr. Meany, you have left one important item out
of your statement and it might be regretted. If you don’t know about
it T think your attention should be directed to it and your organiza-
tion should be invited to put their economists to work on this matter
and to comment on it. T am particularly concerned about these officially
misleading trade statistics.

If I were speaking in a labor hall T wouldn’t talk about officially
misleading statements. I would talk about a down right Government
lie so that the ordinary wage earner would understand me. We have
been told for many years that the reason we have got the loss of these
jobs in shipyards and on shipping and in automobile plants and elec-
tronic plants is that we are making a profit out of all this—we have
to make this profit in foreign trade so we can sustain these other
commitments that we have around the world. I would like for you to
look at table 2 of the staff study.

(Table 2 referred to follows:)

TABLE 2.—BALANCE OF TRADE C.I.F. ADJUSTED 1960-70
[4n billions of dollars]

Less

Government- Total Estimated )
Total financed  Commercial imports imports Overall Cornmercial
exports exports exports f.o.b. cif. balance balance
(¢)) @) 3)=(H-() (O} 1(5) B)=(D)=) D=3~
1970. . 42.7 1.9 40.8 40.0 44,0 +2.7 -3.2
1969. . 37.4 2.2 35,2 36.0 39.6 +1.4 —-4.4
1968. . 33.0 2.9 30.1 32.0 35.2 +1.0 -5.1
1967. 39.9 2.8 28.1 26.8 29.5 +4.1 -1.4
1966. . 29.4 2.7 26.7 25.6 28.2 +3.8 -1.5
1965. . 26.7 2.6 24.1 21.4 23.5 +5.3 4-.6
1964 __ 25.7 2.8 22.9 18.7 20.6 +1.0 +2.3
1963. . 22,4 2.6 19.8 17.1 18.6 +5.3 +1.2
1962 ... 21.0 2.1 18.9 16.4 18.0 +4.6 +.9
1961 ... 20.2 L7 18.5 14,5 16.0 +5.7 +2.5
1960. ... 19.6 L6 18.0 14.7 16.2 +4.9 +1.8

1 Imports including the cost of insurance and freight.
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Senator Loxg. Incidentally, that table was from a speech that I
made when I put your speech in the record. Look at that top column.
The sixth column shows the way that this Government reports its
“good news” announcements to say we had a favorable balance of
trade.

Mr. Meaxy. As distinguished from the balance of payments.

Senator Loxa. Yes, sir. Well they don’t even talk about the balance
of payments in that good news announcement because the balance
of payments is and always has been in the red for a long, long time.

But they said one good part of this is our favorable balance of
trade. If you look at the sixth column you will notice for 1970 as an
example, they report there we made a profit of $2.700 million. Now
look at the seventh column. Just move over to the final column, and
that is the way any other nation on carth would report the fool thing,
and you would see we lost $3,200 million. So there is a difference there
of $6 billion depending upon how you keep your books.

Here is what I am complaining about. If we buy a Japanese Toyota,
and let’s say we are going to pay $1,700 for it. We pay Japan for
the Toyota at Japan, and plus tKat we pay for cargo to bring that
thing over here in Japanese ships. By the time we pay them for the
shipping plus the Toyota, we arve paying let’s say $2,000 instead of
$1,700. ‘

All right, now, 94 percent of all this cargo is moving in the other
guys’ ships, and we are paying him for his ship when he hauls these
commodities into the United States.

Now, you are looking at about a 10-percent item, so on a $40 billion
import bill you are talking about $4 billion that they are leaving off
the books deliberately to mislead somebody. That’s my judgment.

Furthermore, usually we give away part of our grain surplus to
India because they are hungry and our people have enough food to
get by with and we don’t expect to get 5 cents back from it. If we
do, it will be an accident. So they take all that wheat that we gave In-
dia, and })ut that down there as though India paid us for it. So by
putting the giveaway down and by adding about $2 or $3 billion of
giveaway and subtracting several billion dollars of ocean freight, they
give us a quarterly good news statement which is always published on
the front page of the New York Times. And any time somebody from
Japan or Germany or South America or anywhere comes to talk about
the fact that we may have to cut back on our generosity, they say
“but you are making all this money, you have this big favorable
balance.” That is just an outright fraud.

Mr. Stans who is going to appear here agreed he was going to try
to correct that mess. Here is the Republican Party platform; it says:
“the basis for determining the value of imports and exports must be
modified to reflect the true dollar value.”

That is because of Everett Dirksen who was the Republican leader
(;f the U.S. Senate who sat here on this committee and pointed up this
fact.

How long are you going to let them give you these officially mis-
leading statements before you and I start calling them what they
ought to be called. It is one thing for a man to tell you something that
is not true when he doesn’t know he is telling you a falsehood. What
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do you call it when you know it is not true and he knows it is not true.

Mr, Meany. Well, our staff people have been talking to the Budget
Bureau on this very question. I notice here Public Law 480 is listed
here as part of our favorable balance.

Senator Lone. Oh, yes; I will make you a fair proposition on that
Public Law 480 and the rest of that AID stuff. Put it on that sheet only
when somebody gives you a dollar back for some of that stuff. But as
long as it is foreign currency to be spent in those countries, don’t
count it. As a matter of fact, I sat on that Foreign Relations Com-
mittee for years and tried to fight for a proposition when we gave
all this money away to at least be able to take some of the money that
was given in country A and apply that to country B if they need some
help later on—instead of paying it back to themselves let them pay
it to some third country that might need it worse than they do.

I couldn’t even get that agreed to. Notwithstanding that, every
time they give all this stuff away in these foreign countries they put
it down as though we made that much money. If you are not going
to get paid for it—leaving out the good feeling we get knowing we
are feeding a lot of hungry people—but so far as our lgmlance of trade
is concerned wouldn’t aﬁ that wheat to India just as well be dumped
out into the ocean and save the ocean freight.

Mr. MeaNY. Yes, so far as the ocean freight is concerned.

Senator Lona. That is the way it appears to me, I would appreciate
it if you would do all you can do with your fine organizations to call
these people down when they make that officially misleading state-
ment sa?rmg we are making a profit when we are going broke all the
way to the poor house.

ou notice all those last 5 years. When you add it up they reported
to us we made a profit of $12 billion, $800 million. If you add up that
final column which is the way the other countries and IMF are trying
to keep up with all these statistics, we didn’t make $12.8 billion—we
lost $14,800 million. I would suggest you do what you can to help me
persuade them to give us honest figures and quit publishing this good
news when we are going broke trying to get there.

Senator Hansen. Mr. Meany, I would like to ask a few questions if
I may. I would call your attention to the Business and Finance Sec-
tion of the Washington Post for Friday, May 14. On that page D12
is a statement by, it reports an interview between Robert Irvin and
Henry Ford. He said Ford talked about imports in response to a stock-
holders question. He said that for every 1 percent increase in foreign
sales U.S. jobs decreased by 20,000.

(The article referred to follows:)

[From the Washington Post, May 14, 1971]
Forp WARNS OF INDUSTRY TROUBLES
PRICE OF PINTO COULD INCREASE $1,000 BY 1975

(By Robert W. Irvin)

Detroit, May 13—Henry Ford II admitted today that American car manu-
facturers have not been able to slow imports despite the new subcompact cars.
He said foreign cars may wind up with 20 percent of the U.S. market.

The Ford Motor Co. chairman, speaking at the firm’s annual shareholders
meeting at Ford Auditorium in Detroit, also warned that government regula-
tions and inflation could drive up car prices to the point where a subcompact car
like the Pinto could cost $1,000 more in 1975,
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Ford talked about imports in response to a stockholder’s question. He said
that for every 1 percent increase in foreign sales U.S, jobs decrease by 20,000.

“It’s becoming a big problem and question of whether we're stepping up to
it,” he said. “Frankly, I don’t see how we're going to meet foreign competition
. .. we have tried to stem the tide (with the subcompacts) and we've been
unsuccessful, I might say, to quite an extent.” .

Ford said there is a possibility—of which Americans should be aware—that
we are moving toward becoming a service oriented country, rather than a
manufacturing country. He said this is not strictly a problem for Ford or the
auto industry but rather for the country at large,

Asked how he felt about protectionist sentiment and if there should be some
restrictions on imports, he indicated he didn’t favor them because of the con-
sequences that might follow if other countries retaliated.

Ford noted that the U.S. auto makers are going to have to get used to the
idea that foreign competition is going to be “tougher, tougher and tougher.”

“Wait ’till (the Japanese) get a hold of the central part of the U.S., then
see what they will do,”” he sald. This referred to the fact that while the Japanese
autos are second in import sales, their efforts to date have been largely cen-
tered on the West and East coasts.

Ford warned that the price tags for the American consumer for the safety
and emissions programs alone would be $6 billion a year, assuming $10 million
sales and a $600 per-car cost.

He noted that the Ford Pinto was introduced last fall at a $1,919 price, “but
if we are to meet mandatory safety and environmental costs the Pinto may
have to be increased by as much as $600 by 1975 and if you add inflation, the
Pinto could be $1,000 higher by 1975,” Ford said.

He urged the stockholders to “join with us in an effort to develop greater
public awareness of the price pressures building up within our industry and
the forces that are creating these pressures.”

“You also can do much to encourage greater government sensitivity to the
need for a more orderly scheduling of those product changes that are genuinely
necessary and feasible, and provide benefits that justify their costs,” he told

the stockholders. .

“Holding the industry’s feet to the flame might be a satisfying and politically
useful kind of exercise for some people, but it’s not a justifiable practice when
it costs the car buyer far more than he might otherwise have to spend for the
same end result,” he said.

Senator HaNsEN. Do you think he is right ?

Mr. Meany. I have no reason to challenge him. I don’t know. I
couldn’t tell you.

Senator HanseN. You testified that a congressional estimate and in
your opinion it was conservative, is that auto imports are now ‘20
percent of the U.S. market.

Mr. Meany. That is right.

Senator Hansen. If you were to take Henry Ford’s figures and
multiply that for each 1 percent would it be fair to assume that he

"is saying in effect that the UAW in this country has lost 400,000 jobs.

Mr. Meany. That is the arithmetic.

Senator Hansen. I want to clarify, if I can, the position of your
union as contrasted with that of UAW’s. It is my understanding, and
of course we will hear later from Mr. Woodcock, but I believe gen-
erally the UAW has been on record as indicating its support of low-
ered trade barriers all around the country, not only in this country
butdin other countries as well, and has been quite an exponent of freer.
trade.

Mr. Meany. Not any more than the rest of the labor movement has
been for the last 30 years. We have been exponents of freer trade.

Senator Hansen. Do you go as far as they go today.

Mr. Meany. No of course not because I have got to think of the
textile workers, I have got to think of the seafarers, I have got to
think of the shoe workers, I have got to think of the steel workers.
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Senator HanseN. Are you thinking primarily of American textile
workers, American shoe workers, American steel workers.

Mr. MeaNy. Yes, that is what T am concerned with.

Senator Hanskn. Do you think the same concern motivates what the
UAW says all the time. I mean are their concerns primarily national-
istic or are they trying to speak for an international union.

Mr, Meany. Well, naturally they speak for an international union
although I assume that they are looking at the whole picture but their
primary concern is of course their own people.

Senator Hansen. Well, I have before me a report on the Canadian
automobile agreement and on page 50 of that report* 1 find these fig-
ures, that in 1965, comparing exports and imports, exports to Canada
and imports from Canada, we had net exports totaling $800 million.
This is 1n 1965. That situation steadily changed so that by 1969 we did
not have net exports at all, rather we had net imports of $1,252 mil-
lion representing a change in that 5-year period of time of in excess
of $2 billion. Does that seem to you to be in the interests of American
workers to permit that sort of a situation to manifest itself.

Mr. Meany. Obviously it is not.

Senator ITansen. I have before me the American Labor magazine,
and I find in the March 1971 issue of that magazine this statement:
Rubber products exports versus imports. In 1967 exports were 156 mil-
lion, imports 92 mi{lion. Two years later exports totaled 195 million
and imports totaled 275 million. And then I find along side this state-
ment “that problem as far as the rubber workers are concerned started
with shoes a long time ago,” said the URW president.

“Now it affects tires and plastics, too,” and he goes on to point out
that there were about 500,000 tires imported into the United States in
1962. The aggregate figure for 1969 comes to an overwhelming total
of 81,465,367

Do you think this, these statistics bode good news for American
rubber workers.

Mr. Meany. The rubber workers’ president told me a few weeks ago
with the present trends, in a few years there will not be a single tire
made in America.

Senator HanseN. Your concern then just to reiterate and to be cer-
tain I understand, is while you have already testified that you would
hope that we might take actions which would result in the bettering
of the standard of living of all people everywhere in all countries, and
that would have to start I think or at least you implied it would have
to start with workers in these countries, your concern primarily is for
American jobs and American workers.

Mr. MeaNy. Definitely.

Senator Hansen. That is what your statement tries to reflect here of
what you think, whether you are talking about the job situation in this
country or taxes or whatever it is, your statement reflects a concern
that stems primarily from an interest in American workers.

Mr. "Meany, Completely, because these are the people that come
to u§ with their problems. For instance the rubber workers, we have
talked about this, T am concerned with the trend of this thing. Where
is it ultimately going to lead us? In the case of the rubber workers what

#
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*Canadian Automobile Agreement—Fourth Anmuial Report of the President to the Con-
gress on the Ogemtion of the Automotive Products Trade Act of 1965, September 1970,
table 17, page 50.
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is going to happen to the rubber workers whose whole lives have
been spent in the tire industry if within 5 years, as this predicts, there
won’t be a single tire made 1n America? What is going to happen to
the tens of thousands of workers? Are they going to go on relief rolls
or are they going to make computers?

Who is going to train them? Who is going to relocate them ?
When you look at this picture it is a very gloomy picture as you see
what could possibly happen down the road, and I think that it is part
o{. _t;;he Government job, part of the Congress job to take a good look
at it.

Senator HanseN. Well, you spoke in your testimony following these
statistics on autos to which I referred, that this same congressional
estimate which you label as conservative, estimates that 80 percent
of the TV receivers we have in this country are imported, glass is
over 40 percent, sewing machines and calculating machines are 60
percent. T might point out that yesterday, Joseph Wright, the chair-
man of Zenith Corp., one of the major TV manufacturers in this coun-
try, testified that they were moving one of their operations into the
Far East because of the great labor cost differential at which they
could manufacture TV sets, I think in Taiwan. As I recall his testi-
mony, they can bring a high-quality product over here, one that
will measure up in every respect to those which are manufactured in
this country, and do so at a savings, as I recall, of from $7 to $8 for a
set. T am not sure if he was talking about TV or radio, but anyway, one
or the other, for a set that would sell for from $80 to $110.

He could save that amount of money despite the costs of doing
business over there, and the transportation that would be involved in
bringing the manufactured product from there to America.

Now, he deplored the situation, but he said that his company was
forced into this situation because of the unrealistic trade policies that
have dominated America’s way of doing business internationally for
al]11 to?o long. Do you disagree with the conclusions that he reached
there

Mr. MEany. Well, his conclusion as far as the interest of his corpora-
tion is quite obvious. There is no question that he can produce cheaper
in Taiwan, there is no question that he can get a good product be-
cause they use American technology, American machine tools, they
use everything American except the labor.

They even go so far, and I am not referring particularly to the
Zenith company but we had an experience where in Taiwan they were
getting these young boys and girls to work in a production factory in
the radio area, and in order to make it easier for them they built dor-
mitories, outside of the city, and one of our American representatives
talked to the manager of the concern and said “Well now, isn’t this a
tremendous experience, you are building dormitories for these people
to live,” and so on and so forth.

“Suppose these people want, suppose they want, higher wages, what
is going to happen to your investment” and this fellow said “Well by
the time we have to pay them higher wages we can just close up shop,
leave the factory and the dormitories behind and have a net profit.”

" Senator Hansen. Well, several of the electronic companies in this
country, big ones, ones that are well known to all of us have set up
plants just across the border in Mexico. At the time these plants were
set up down there Senator Fannin tells me that our minimum wage
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set by the Congress in this country was a $1.60 an hour, I guess that
is still where it 1s. )

‘When they started up operations down there they were paying com-
petent qualified Mexican workers 30 cents an hour, and they were put-
ting out the same high-quality work that would be characteristic of
an American worker. Now I know he was concerned about that. Does
that concern you?

Mr. Meany. Of course it concerns us. What is the answer? Do we
bring the wages of American workers down to 30 cents an hour? Of
course that is ridiculous.

Senator Hansen. If we were to bring them down

Mr. Meany. As I said before, we are concerned with the type of
society we have here, the standard of life, and so on and so forth.
Now we have talked about this—in Mexico, in 1967 there were 30
U.S. companies operating plants at what they call the Mexican border
industrialization area. This is where they have this so-called twin plant
concept. There are now 250 concerns. Whereas in 1967 there were 30,
there are now 250, and they have gone from the border, they have
now gone into the interior of Mexico and built plants there.

If this is the type of competition we have got to have, if the Ameri-
can worker has got to bring his wage down then we have to change
this whole picture. As I said before, the wages of some of these people
are not only below our minimum wage, they are way below what
they could get if they just went on welfarve.

S);nator Hansex. Isn’t it true that one of the main reasons that
America is the great market that it is today and everyone wants an
opportunity to sell their products here in this country is because of
the high standard of living.

Mr. Meaxy. That is correct.

Senator Hansen. Which is directly keyed to what labor earns and
the number of jobs that are here.

Mr. Meany. Of course their actions in the long run could be self
defeating because they go to these countries, they make an agreement
not to try to sell in these countries, to bring the product back here,
selling it at American prices, what happens if the American consumer
buying power disappears or gets down to the point where they can’t
sell it they defeat themselves.

Senator Haxsen. Do you think our purchasing power might drop
rather drastically if about half of our.people were on relief and they
were trying to buy things with relief checks instead of wages?

Mr. Meany. I am quite sure it would.

Senator Haxsex. Thank you, Mr, Chairman.

Senator Risrcorr. Thank you very much. I just want to correct a
figure. The amount of business done in 1969 by Western European
%ountrles with Eastern Europe was $16.6 billion. I misquoted the

gure.

Mr. Meany. Yes.

Senator Risicorr. Mr. Meany, we are very grateful to you. I hope
we haven’t taken too much of your time.

Mr. Meany. No.

. Senator Risrcorr. And impinged upon your patience. But your tes-
timony to this committee is very valuable. You represent a very im-
portant segment of American opinion and American interest, and
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again my thanks and the thanks of the entire committee for the ex-
cellence of your testimony.

Mr. Meany. Thank you, Mr. Chairman.

Senator Risicorr. Thank you very much.

Secretary Stans, please.
. Mr. Secretary, we appreciate your coming here. Your Department
1s in the forefront of what is taking place. We know that your con-
tribution is most valuable, and we thank you for your time, and you
may proceed as you will, sir.

STATEMENT OF HON. MAURICE H. STANS, SECRETARY OF
COMMERCE

. Secretary Stans. Mr. Chairman, I have a prepared statement which
is falrlﬁ long. If it would satisfy the committee I would like to submit
it for the record and summarize it in a way in which I think we could
focus on the issues involved.

Senator Risicorr. I think that would be very, very good of you,
and your entire statement will go into the record.*

Secretary Stans. Thank you,

Mr. Chairman, this subject of international trade covers a very
broad field and has a very great number of aspects to it. What I am
doing in my testimony today is to select out five or six of the key
factors in trade and to make some comments, and provide some in-
formation with respect ot them, particularly an analysis of the effect
of technology on our trade, remarks with respect to trade with East-
ern Europe, the problem of adjustment assistance for companies in
the United States affected by imports, the matter of nontariff bar-
riers imposed by the United States in other countries, and the multi-
national corporations. I have not included any remarks on Senator
Long’s favorite subject of the trade statistics.

I am deferring to Gesrge-Shultz who is going to testify on that
when he appears here but T will be glad to answer any questions on
it when the time comes for questions.

Mr. Chairman, I would like to say I visited 28 countries since I have
been Secretary of Commerce, exchanging views with officials of all of
them. I have studied the problem of international trade since I have
been Secretary of Commerce and I have come very close to the con- -
clusions that you have expressed in your report on trade policy in the
1970s.

There have been massive changes in trade patterns around the world
and in the United States, and the ambitions of the developing coun-
tries are creating more and more changes that will affect us.

My first conclusion is that economic considerations are moving more
and more into the front of international affairs, and looking ahead I
think they are going to force an increase in emphasis in all of our for-
eign policy aspects, perhaps taking precedence over many of the other
elements of foreign policy today.

Now, second, T would like to say that I believe, as does the Presi-
dent, in a forward-looking trade policy. I believe essentially that we
should try to have all of our efforts directed at freer trade among
countries in the interests of ourselves as well as others. Any threat to
the $85 billion of trade that now moves in and out of the United

*See p. 247.
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States could have an impact on business, on employment, on our na-
tional economy, and I don’t believe that the answer is to move back
to trade isolation and high tariff walls.

I don’t believe the answer is for people to line up in two forces,
one in favor of free trade and one in favor of protectionism. These
are out-of-date concepts. I think the answer today is we have to deal
pragmatically and rationally with our problems, and we have to insist
with other countries on a concept of fair trade and reciprocal action in
trade matters.

I think in that vespect I am agreeing with what you have said,
Senator, in your report.

Now, with respect to our trade surplus, and if the Senator will
permit me, I will use the traditional Egures for this analysis; they
can be modified to adopt the concepts that Senator Long advocates
very simply.

Senator Risrcorr. Of course, the problem that concerns me, it isn’t
what Senator Long’s concepts are, but is Senator Long right or wrong.
I think that becomes a problem. I think what is concerning me because
I always went on the historic pattern, that we had a favorable balance
of trade and then Senator Long brings up this very provocative point.
If he is right then we are living in sort of a fool’s paradise, and I do
think there is an obligation to straighten this out because Senator
Long, whether you agree with him or not, is usually right on his
facts and I, in my own mind, like to get this straightened out because
it has been a very confusing thing to me to listen to this between Sen-
ator Long and other witnesses and I read his statement and I am
curious to know myself.

Secretary Stans. Could I answer that at the conclusion of this
testimony

Senator Rieicorr. Certainly.

Secretary Stans. Taking the traditional figures though we had a
trade surplus in the 1960’s of somewhere between $4 and $7 billion a
year up to 1968; then it dropped to a billion dollars a year in 1968
and in 1969. Last year it was back up to $2.7 billion, but we expect that
it will be less favorable in 1971, perhaps $2 billion or less.

Now, there are many people who will argue that the deterioration
in our trade position beginning in 1968 was the result of inflation.
My feeling is that while inflation may have played a part and of course
while wages in the United States compared with other countries
are a significant factor, that the shifting of technology is a very im-
portant element in the deterioration in our trade position, and that
whatever we do with respect to the wage problem, whatever we do
with respect to the inflation is not going to return the kind of trade
balances we had in the early 1960’s. For that purpose I prepared some
charts and they appear as figure 1 in the paper that I have prepared
for the record, and I would like to refer to that and explain it very
quickly because they present the basis of our concerns about technology.

In agricultural products, which are raw products and processed,
running through the years we have had generally a small trade surplus,
in the range of $1 billion to $2 billion. Tf the Public Law 480 shipments
are excluded from that figure the surplus becomes a very small one,
less than a billion dollars a year.

(The chart referred to follows:)
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Figure 1 TRENDS IN U.S. FOREIGN TRADE
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Secretary Stans. I would say that, considering the strong efforts of
the developing countries to become self-sufficient in agricultural prod-
ucts, there is not any likelihood that this agricultural trend line will
change very much in the future. What T am saying is that I don’t think
we can depend on agricultural products to rebuild our trade balance.
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Now, when you look at raw materials, you will see that we have
been importing a great deal more than we are exporting, and in the
last few years it has ranged from a deficit of $2 billion to $3 billion.
This category includes oil, minerals, and similar items, and it is quite
obvious that we are going to need to import more oil and minerals as
time goes on so I see ahead a probable deterioration in our trade bal-
ance insofar as raw materials are concerned.

The third category is one which we define as manufactured prod-
ucts that are not technology intensive. They are products that come
from industries that do not have substantial research and develop-
ment activities, and here you can see not only that the line between
imports and exll)orts crossed in 1958 but the gap has been increasing
very considerably and our imports now have a very wide margin over
our exports,

In 1970, it was $€ billion. These are products such as steel, shoes,
textiles, and items of that type, and it is quite clear from all we can
observe that this gap is going to increase, that our trade position in
1<})]w technology products is going to be less and less favorable through
the years.

Sc)), we come to the fourth category which is the one where we now
have an export surplus and where we have to depend, it this analysis
is correct, on the maintenance and increasing of our trade balance.

This includes a considerable number of high technology items, such
as aircraft, automobiles, machinery, computers, instruments, chemi-
cals and so on. Our trade balance in the last 8 years has ranged be-
tween $9 and $10 billion and it does not seem to have any tendency
to increase at this time, and there are evidences of increased competi-
tion on the part of some of the other countries, Japan and the Euro-
pean Common Market in particular in items like computers, aircraft,
chemicals, and so on.

The substance of this set of charts, Mr. Chairman, is that we have a
technology problem. If we do not maintain a technology advantage
over other countries I foresee a further deterioration In our trade
balance, and this judgment is supported by other analyses that have
been made by other people.

Now, to get to the question of some of the things that might be done
about this; first of aﬂ the United States is not export minded. It does
not have a strong export environment. We only export about 4 percent
of our gross national product. The other countries of the world aver-
age about 15 percent. We in the Department of Commerce have a
considerable number of programs, trade shows, trade fairs, direct con-
tacts with companies, trade centers, and so on. We spent $16 million
last year in this, and we are doing perhaps as much as can feasibly be
done in attracting American industry to export.

Japan and the United Kingdom and Italy spend in relation to ex-
ports about three times as much as we do in export promotion but.I
don’t think a significant increase in our promotional activities is the
answer.

We do need some of the things such as have been mentioned here,
freeing the export bank from budgetary controls, so that U.S. export-
ers can arrange to borrow the money they need in the market, and
meet the competition of any other country on export' transactions
which is a very important element in exporting.
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Despite the feeling of the previous witness, I feel that the DISC
proposal, the Domestic International Sales Corp., can be a very
important element in stimulating increased exports, and that the
overall value of jobs created, taxes earned and so forth will neverthe-
less be a net advantage to the United States.

As one last thought, there are a number of elements in this problem
that are very difficult to evaluate, and that involves the incentives that
our competing countries give exports. Some of them give financing ad-
vantages, some give direct government assistance, some give tax in-
centives, some give relief from antitrust regulations. Japan gives
accelerated depreciation on capital equipment used in producing ex-
ports, I'rance allows special deductions from taxable income for the
expense of establishing foreign sales offices, and allows firms to ex-
clude from taxable income special reserves to take care of the risk
involved in export trade, and so on.

The United States does not match these incentives for business, and
also there is a very close correlation in the United States between ex-
port and domestic pricing that does not seem to exist in some of the
other countries.

From figures of the international monetary fund, I observe, for
example, that in Japan domestic prices have gone from a base of 82
in 1960 to 146 in 1970 on an index in which 1963 equals a hundred,
whercas their export prices from 1960 have gone up only from 102 to
110, which would imply that there is a very different range of pricing
in export trade as compared with the domestic markets. , ,

Now, it is possible that some part of this is due to the mix of the
products, of course. Unfortunately we do not have the information
at hand in order to enable us to determine why there is such a spread
“between their export pricing and their domestic pricing. But it is a
matter of concern. In the United States there is no such,distinction.
Our trend of export pricing and domestic pricing is almost parallel. -

Moving to the sccond subject, trade with Eastern urope: As we see
it, the significant factors are that the countries of Eastern Furope,
excluding Yugoslavia, imported. $6.3 billion of goods from the in-
dustrial countries of the West, and our share of that was about $350
million last year, a very small part of that market.

Now, there are a lot of problems in selling to Eastern Europe. One
is that there is a geographical advantage, ot course, for the Western
Turopean countries. The second is that the Eastern Juropean coun-
tries do not have convertible currencies, and there is a question also
as to the acceptability of many of their products in our markets. Since
Congress enacted the Txport Administration Act of 1969 we have
reduced very substantially the export controls over trade with Eastern
countries. We have taken ofl export restrictions on more than 1,500
commodities in the last year or so, and we are continuing that effort.

Obviously, there are political factors in the extent to which we deal
with Eastern countries, which have to be taken into account. There are
legal restrictions at this time on export financing, on investment guar-
antees and most favored nation treatment and, I think, that the studies
that are being undertaken in the administration at this time under
the Williams Commission’s activities and under the activities of the
Council on International Ecci.omic Policy, will help to focus on the
question of Fast-West trade to a much greater degree in the months
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The problem of imports into the United States raises a question of
what we do about them. As you know, we have tried for some time to
negotiate agreements with other countries on textiles, without too
much success. Those negotiations are continuing. There are negotia-
tions, preliminaries to negotiations, underway in the matter of shoes,
and negotiations for an extension of the voluntary steel agreement
which deal with three of the major problems caused by imports.

However, we need better long-range means of dealing with import
problems, and one way is through adjustment assistance.

The 1962 act has not been very helpful. No company was found

ualified for adjustment assistance until late in 1969 under the act.
gince then 11 firms have qualified, and 31 worker groups have been
certified as eligible for assistance. But the present law needs some
modification to make it more workable, and to provide more relief to
American companies. We made progosals to that effect last year which
unfortunately were not enacted by the Congress.

The budget for 1972 does recognize the need of adjustment assist-
ance because it provides a hundred million dollars in direct adjustment
assistance funds, and it provides also for a hundred million dollars in
guarantees of loans from private sources. The total of $200 million
could be very helpful in providing adjustment assistance for Ameri-
can companies that are seriously affected by imports, and I would
certainly hope that the relief that is intended could be granted at a
much earlier stage in the game than it has been in the past.

The next subject is nontariff barriers to trade, on which I am sure
other witnesses will testify to a greater extent. I think there are enly
two or three conclusions that are important. We also have nontarift
barriers to trade but I think we are much more the victim than we
are the culprit. I think others have many more barriers than we do.

In my trips to other countries, particularly in 1969, I suggested that
the way to deal with these barriers is on an open table principle. By
that T meant an honest and forthright discussion of these nontarift
problems, including those that are not in writing, including the non-
published administrative practices which in many cases are more
significant than the laws and regulations that are officially published.
ow the GATT Committee on Trade in Industrial Products has
aone to work on this, the OECD has gone to work on i, but progress
is very, very slow. We have pressed the Japanese to reduce their quan-
titative restrictions. They have made some progress, but it is very slow
again.

tqThe Williams Commission will deal with this subject, and T am
awaiting their recommendations in the next month or so. T think the
only other point that T want to make in addition to the foregoing is
that the Administration does not really have any authority to do any
negotiating on nontariff barriers and 1t would be helpful if the Con-
gress would make some expression of its desire that could speed the
negotiations.

Now, we finally get to the last point T want to discuss, which is the
multi-national corporation. T only want to make a few comments here,
We have foreign investments now of about $77 billion on the part of
American companies. 30 percent of that is in Western Europe and an-
other 30 percent is in Canada, and we get very substantial returns on
that investment, which help our balance of payments. I have heard
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criticisms of the multi-national corporation. I think those are prejudg-
ments. It is very difficult to get all the facts, for example, as to what
the return on investments are in total, what exports are generated and
what jobs are created as a result of those exports that go to the multi-
national American companies that set themselves up in other markets
and get part of their materials from here. We have meager informa-
tion on how much of our imports come from multi-national corpora-
tions and what the circumstances of those imports are, and more than
anything clse, we really do not have any studies yet as to what the al-
ternative is. Stopping foreign investments by American companies
may turn out to be more disadvantageous to us than advantageous, and
there is no evidence that the same circumstances would not exist with
corporations from other countries taking advantage of these markets
and lower labor rates and other circumstances if we were not there
with our corporations. We also should remember that we do get returns
on those investments, ’

Now, to get more light on this snbject, the Department of Commerce
is engaging in an effort at considerable expense to develop a compre-
hensive financial profile of the multinational enterprises. It will be
done by a computerized data bank which can be kept up to date so we
can retrieve the kind of information that we want. It is going to take
another 6 months approximately to get that information, and I would
hope that we would not make any prejudgments on the subject of the
multinational corporation until we know a lot more about it.

Mr. Chairman, I will be glad to submit to questions.

Senator Risrcorr. Thank you very much.

I would hope, Mr. Secretary, when you get that profile you would
allow the committee to have the benefit of your study. I think it is
very important. It is a field that we are going to have to go into, and
I must admit there is great ignorance about what is a multinational
corporation, and what its role is.

Now, Mr. Secretary, throughout these hearings and also before
these hearings, I was somewhat concerned with all the adverse pub-
licity that Japan is getting. There could be a very strong reaction, it
seems to me, in Japan, against the United States. Do you share the
concern that the Japanese are being made a whipping boy ?

Secretary Srans. Mr. Chairman, I would like to put 1t in a different
way. There is a lot of criticism of Japan; there is a lot of pressure on
Japan to change its trade and investment policies. Much of this is
justified by what I consider to be the national mood of the Govern-
ment of Japan, and that is that it has still not come to the point of
recognizing the important place it has gained in the world economy.
Japan is now next to the United States in world trade and gross na-
tional product, and it still maintains measures that relate to the secu-
rity that it looked for in earlier days when it was an insecure nation.

Japan has indicated a willingness to move to liberalize its practices.
The real issue is whether it should not do it faster, and whether it
should not face its responsibilities as one of the leading trade nations
in the world.

My hopes, certainly, are that we can do this on basis of discussions,
on a government-to-government basis, that will induce Japan to accept
these responsibilities without causing rancor, bitterness or ill-feeling

between the two nations.
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Our relations with Japan economically and politically are very im-
portant, and its relations with us are, I think, very important to Japan.
What we need is more discussion, more effort to understand each
other’s point of view, and work toward solutions at a faster pace than
we have.

Senator Risicorr. But is not the textile problem multi-national in
character? It involves Kuropean restrictions against as Japan’s tex-
tiles, and now you have other nations besides Japan which are ex-

orters of cheap textile goods, whether it is Taiwan, South Korea, or

ong Kong. So, basically, when we talk about the problem of textiles,
we are talking of other nations besides the United States and Japan,
are we not ?

Secretary Srans. When we talk about the problem of textiles in the
United States, we are talking about the relatively low-priced goods
which are coming from the four countries of the Far East that you
have named.

Senator Risicorr. Now, Mr. Secretary, you say in your statement
that there is worldwide concern over which direction trade policy is
taking. What philosophy of trade policy do you advocate which re-
conciles the contradictory positions of asking for liberalization of
trade barriers in other countries, and at the same time asking for new
import quotas in the United States? )

ecretary Stans. I would advocate a policy of dealing more ag-
gressively with our trading partners in trying to put trade practices
on a reciprocal basis. I think we have not pushed hard enough to rep-
resent the interests of the United States because until recent years our
trade position wag not a matter of serious concern. But now that it is
evident that our trade position has deteriorated, and now that there
seems to be increasing acceptance of the fact that we do not have the
circumstances that are automatically going to cause our trade position
to recover, I think we need to put the cards on the table with our
trading partners and say, “We can no longer be soft in our policies.”
And we have to fight aggressively for our own position in all of the
matters, whether 1t is nontariff barriers or whether it is investment
restrictions or whatever it may be.

Senator Rinrcorr. Well, do you think that this can be done on a bi-
lateral basis or do you think the time has come for the United States,
Japan, the Common Market countries to get at least 2 years to plan for
such a complication, new round. GATT is old hat by now. We have
gone far beyond GATT. The world has changed since GATT. But do
l5)7ou not think the time has come for a deep reciprocal understanding

etween the major trading nations of the world and also their relation-
ships with the developing countries ¢
ecretary Stans. Well, as you know, we are having a number of
problems with GATT, and certainly we ought to reexamine the entire
concept of the GATT to see whether it is adequately serving our pur-
poses in the United States. We also have been pressing the Common
Market countries in Europe on a number of matters, and action in that
respect has been delayed because of all of the work that has been neces-
sary to deal with the expansion of the common market, so that those
discussions have been delayed.

Whatever the forum, whether it is bilateral, whether it is by the

United States with groupings of nations, certainly we need more dis-
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cussion. I would not want to endorse the idea of a worldwide inter-
national meeting without developing an administration policy on it.
But, Mr. Chairman, we do need more discussion, and we do need more
effort to formalize a position on the part of the United States on a
great many of the issues that are involved.

Senator Risicorr., One of the things that I find very disconcerting
is, while we talk about relative problems between the United States
and other countries, that nowhere do we have a list from an authori-
tative source such as your Department or Treasury or Mr. Peterson’s
office, of what these problems really are. What are the American prob-
lems in entering other markets. I know I would, and I think the rest
of the committee also would, appreciate the opportunity to have set
out before us a detailed list of the basic problems facing the United
States in other markets. I think it would be helpful to us instead of
doing it on just a hit or miss basis wherever we can pick up a bit of
information.

Secetary Stans. Mr. Chairman, you have not been reading my
speeches, and I would not expect you to, but I would be very happy to
submit for the record a considerable amount of data that have ap-
peared in speeches and in our various Department of Commerce pub-
lications, particularly the one we call International Business. There
have been listings of these problems, and it is quite a list.

Senator Risicorr. I think then 1f that is the case I would appre-
ciate if you would get them together in a compendium and just send
them to the committee to go into the record at this point.

Secretary Stans. I wou%d be happy to do it.

Senator Risicorr. I think it would be most appreciated.

(Information supplied follows. Hearings continue on p. 233.)

INVENTORY OF NONTARIFF BARRIERS ON TRADE
IN NON-AGRICULTURAL PPRODUCTS

The inventory reproduced below of foreign nontariff barriers (NTBs) that
can directly restrict entry of American non-agricultural products into the mar-
kets of other countries was submitted by the United States to the General Agree-
ment on Tariffs and Trade (GATT) as part of a comprehensive GATT-wide
inventory of such nontariff restrictions, The more important types of nontariff
barriers that can directly limit U.8. exports are the following.

1. Quantitative restrictions limit imports to the specific quantities imposed by
the importing country. While most quantitative restrictions established after
World War II have been removed, thore still are some important exceptions: a
considerable but shrinking list of QR’s by Japan; some Iuropean import licens-
ing systems; and coal import restrictions imposed by the United Kingdom (pres-
ently suspended), Japan, and by all the members of the European Economic Com-
munity (EEC) except Italy.

2. Government procurement practices favor domestic over foreign sources of
supply. Such preferential treatment, which is quite common, may be prescribed
by legislation and administered according to detailed regulations, as in the United
States. Our chief quarrel with the practices of a number of other countries is that
their government procurement agencies and officials are permitted to exercise
broad discretionary powers. In some cases there is little or no publicity in the
bid procedures or public announcement following the contract award.

3. Valuation and taxes are additional burdens on trade. Valuation practices
can constitute a nontariff barrier when the valuation is arbitrarily ecalculated
or when it is subject to officially established minimum levels. A great variety
of taxes, such as sales, commodity, stamp, and port taxes, are applied to imports.
Although some are applied to both imported and domestic products, they gen-
erally apply more heavily on imports since they are usually levied on a c.i.f.
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4. Border taxes take the form of additional taxes on imports and tax rebates
or remissions on exports, and are designed to compensate domestic producers
for the indirect taxes to which their products are subject. Import taxes and
export rebates can under certain circumstances have trade-distorting effects
comparable to those of tariffs and export subsidies.

5. Health, sanitation and safety standards which require that manufactured
products, foods and drugs meet certain standards can have a deterrent effect
on trade, particularly when the standards vary widely among countries. When
these standards are applied for reasons other than health, sanitation or safety,
they beeome N'1'Bs,

FOREIGN NONTARIFF BARRIERS

Argentina, Quanitative restrictions (QR): Imports of automotive products,
wheeled tractors from 12 to 120 hp., crawler tractors from 12 to 85 hp. embargoed,
Valuation and Taxes (V&T) : Nearly all imports except raw materials and capi-
tal goods need prior deposit of 409 c.i.f.,, which is held without interest for 180
days: imported tractors do not enjoy investment tax credit of up to 609% of
liability given to domestic makes; tax of 1.5% on c.i.f. value of all imports
(V.39 if item is duty free); 49% surcharge on ocean freight charges; consular
fee of 1.59% f.0.b. value of import, payable to consulate within whose jurisdiction
commercial invoices to be notarized are issued; special steel fund tax of 2-20
pesos per net kilo of iron and steel products; special tax of 4-10% of forest
products’ c.i.f. value; ¥xecutive can establish minimum values on which import
duties are levied on various officially designated products; sales tax of 10-20%
levied on c.i.f. duty-paid value of various products; exeise tax on various prod-
ucts, which is specific on some and ad valorem on others. Health, Sanitary and
Safety Restrictions (HS&S) ; Pharmaceuticals, cosmetics subject to prior regis-
tration in Argentina.

Ausiralia: QR: Ticenses required for some types of machinery, metals, ve-
hicles, clothing. V&T': Sales tax levied on landed value of wide range of indus-
trial and consumer items, as follows: household goods 2149%; general 15%,
luxnry 256% (tax base for imports is their duty-pald value inflated by 209).
Other Restrictions (OR) ; Screen-time quotas in New South Wales require 15%
of all films shown to be British and 29, Australian; all packaged products sub-
ject to arbitrary weights and measures limitations (uniform system due in
Nov.). Government Aids (GA): exports of many chemicals subsidized (Aus-
tralia has not subscribed to GAL'I' declaration banning such subsidies).

Austria, QR: License required for lignite, except bituminous coal; cinema-
tographic fllm, exposed and developed, except for ioy projectors; fish, plastic
bags, detergents, shirts (not knitted), lumber, artificial sweeteners, toilet soap,
batteries. Quotas restrict penicillin, thyrothium, antibiotics and medicaments con-
taining antibiotics; wine, except sparkling wines in bottles. V&T : Border taxes
ranging from 6.25 to 189 on all imports. Variable Levies (VL) : on sugar, starch,
and products made of these and other agricultural raw materials, in lien of
customs duties, skimming charges—based on price differentials between threshold
and gate prices and consisting of fixed protective element plus a variable levy-—
may be collected. Currently in force: 209 a.v. plus 549 Austrian schillings per 100
kg. on core binders used in foundry work on basis of starch and dextrine: 20%
a.v. plus 525 schillings per 100 kg. on starch-ether soluble in water, and starch
esters. Government Procurement (GP): For all products and services, article
regulating government purchasing provides that “if circumstances permit, only
Austrian products shall be used and Austrian firms shall be engaged.” Regula-
tions do not apply to nationalized industries. BFTA members have equal oppor-
tunity with domestic firms under Art. 14 of Stockholm Convention. Draft law
covering government procurement which eliminates diserimination against
foreign firms submitted to parliament; enactment likely. OR: Antidumping
procedures on all imports. Government establishes “guiding” or “minimum” prices
for products which cause market disruptions, At present, minimum prices in
force for cotton yarn, cotton fabries, woolen fabrics, cardigans and pullovers of
wool. Although imports of salt and products containing salt are liberalized, must
be approved by Administration of the Austrian Salt Monopoly, State monopoly
has sole right to import, produce and sell raw and processed tobacco and
produets. Industrially-produced raw spirits must be sold to the monopoly.

Barbados. QR : Licenses required for fish, plastic bags, detergents, some phar-
maceuticals, shirts (not knitted), lumber, artificial sweeteners, toilet soap, bat-
teries. V&T: Autos, initial registration tax of 20% on c.if. value; rum, beer,
gasoline, diesel.fuel, ‘<egci§e thgs'onfc.i:-.f.‘.'rh‘ntj‘r-paid value; clothing (not knitted),
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minimum c.i.f. value for Customs purposes; all imports except those in following
list, surtax of 209% of c.i.f. duty-paid value; polishes, grease, hardware, im-
plements and tools (ex. agricultural), lubricating oil, cosmetics and perfume,
photographic appliances and accessories (ex. fillms), typewritten and parts,
turpentine, wood headings and furniture, motor spirit for use in road vehicles,
tobacco, snuff, beer and alcoholic beverages, motor vehicles and parts, surtax
of 109, of c.i.f. duty-paid value.

Belgium-Luxembourg. QR : Anthracite and coking coal, under quota restric-
tion, licenses required; on broad variety of products, licenses required but
freely granted for U.S. goods. Changes may be forthcoming in quota system for
coking coal because of short supplies. V&T: Transmission tax or lump-sum tax
levied on all imported goods, generally 79, but may vary on certain commodi-
ties from 19 to 159, (transmission tax scheduled to be replaced by value-added
“tax Jan, 1, 1971) ; road tax based on fiscal horsepower levied on autos. GP:
Belgium: For all products and services, foreign bids may be rejected if “for
economic reasons it is essential that the contract should go to Belgian industry,
subject however to the price differential not exceeding certain limits.” (Price
differential reported to be 109% normally). Luxembourg: Art. 10 (12/29/56)
stipulates that “in principle, produects of foreign origin shall not be used if pro-
ducers in Benelux Customs Union are able to suppy the same quality at prices
which are substantially the same.” (Products of Benelux origin believed given
109% margin of preference. License to trade, which foreign bidders must have,
issued only to nationals of countries having reciprocal arrangements.)

Brazil. QR : Licenses, based on proof of purchase of like amount of domestic
caustic soda, required for caustic soda. Autos and motorboats priced in country-
of-origin at above $3,500 incl. accessories, embargoed. Prior authorization for
petroleum products required (assures full utilization of domestic production and
LAFTA sources of supply before third country imports are allowed). V&T : All
products, port improvement tax of 19 levied on ci.f. value and merchant
marine improvement tax of 109 of freight charges; wide variety of processed
or manufactured goods, industrialized products tax of 4-30% on c.i.f. duty-paid
value : many products, minimum valuation system. GP: On all goods purchased
for publiec account, public entities must give preference to locally manufactured
goods and cannot import “nonessential” goods. State trading mononoly for
packaged lubricating oil, petroleum, rubber. OR: On motion picture films, ex-
hibitors must show one Brazilian feature for eight non-Brazilian films.

Burma., GP: On products purchased for public account, Government purchas-
ing agencies often issue tender notices with short bid deadlines. Government
is sole importer. V&T: Luxury goods taxed 18.75% ; standard goods, 12.5% :;

privileged goods, 6.25%.
Burundi. QR: Licenses required for all imports. V&T: Statistical tax of 3%

on all imports.

Cameroon, QR : Licenses required for all imports. For licensing, all trade classi-
fled into 3 categories: Franc Zone (free of restrictions) ; Common Market coun-
tries (separate import quotas); all other countries (more restrictive global
import quotas) ; licenses not ordinarily issued for commodities available from
Franc Zone; exchange quotas for all imports. V&T : Revenue tax up to 50% on
all imports; turnover tax of 109% on c.i.f. duty-paid value on all durable imports
(discriminatory in that certain countries are exempt from customs duties)
additional tax of 5-35% on many products; minimum valuation system for used
clothing. GP: Government procurement practices on products purchased for
public account. OR: Bilateral trade agreements on various products (such
agrgm)nents generally provide licensing guarantees to specified amounts of
goods).

Canada. QR : Used aircraft prohibited with some exceptions; used autos and
othér vehicles manufactured before calendar year in which imported, with some
exceptions, prohibited. V&T: Arbitrary valuation and surtax on gasoline-type
fuels for use in internal combustion engines other than aireraft (surtax is equal
to difference between export price and an arbitrary value of 10.5 cents for regu-
lar and 12.5 cents for premium per imperial gallon). HS&S : Safety regulations
on electrical equipment. OR: Canadian provinces reluctant to carry U.S. liquor
brands in Government-operated monopoly stores ; canned foods imports permitted
only if in cans of sizes established by Canadian Gov’t. )

Central African Republic. QR: Licenses required and exchange quotas estab-
Iished for all imports (for licensing trade classified in 8 categories—see descrip-
tion under QR for Cameroon); quota set for used clothing; used shirts em-
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bargoed. V&T: Revenue tax up to 50% on all imports; turnover tax of 10%
on c.i.f. duty-paid value on all dutiable imports (certain countries exempt from
customs duties) ; additional tax of 5-159% on textiles, men’s and used clothing,
radios, autos, trucks, eyeglasses; arbitrary valuation on used clothing.

Ceylon. QR: Numerous manufactured articles embargoed; items on Import
Schedule 1—drugs, feed additives, agricultural hand tools and implements, fer-
tilizers, petroleum products, surgical belts and hearing aids, artificial dentures,
artificial eyes and limbs, scientific glassware—licensed under quotas at official
rate of exchange of 5.95 Ceylon rupees to the dollar; items on Schedule 2 (long
list) licensed under quotas and imported at depreciated exchange rate; some
350 other items (Sched. 3), mostly industrial raw materials, machinery, chemi-
cals, on open general license but also imported at depreciated exchange rate;
multiple exchange rate practices affect all imports except those in Sched. 1,
through a certificate scheme (I'oreign Exchange Entitlement Certificates). OR:
Drugs and pharmaceutical preparations must conform to British Pharma-
copoeia, Int’l Pharmacopoeia, or the British Pharmacopoeia Code; State trading
monopoly for fish, cement, textiles, newsprint, paper and paperboard, petroleum
products, caustic soda, other products.

Chad. QR : Licenses required and exchange quotas established for all im-
ports; for licensing, all trade classified into 8 categories (see description under
QR for Cameroon). V&T: Revenue tax up to 509 on all imports; turnover tax
of 10% on c.i.f. duty-paid value on all dutiable imports (certain countries exempt
from customs duties) ; additional tax of 5-459, on selected items; arbitrary
valuation on used clothing.

Chile. QR : Importers required to register (license) all imports with Central
Bank through authorized commercial bank; prior deposit of 15-509, of c.if.
value on some imports (advance deposit of varying rates required depending
on essentiality of product; deposit returned after goods have cleared Customs,
and may be used toward payment of customs duties; this requirement being
phased out) ; prior deposit of 10,0009 of c.i.f. value on a few imports, including
office machinery and public service vehicles; embargo on luxury goods: special
ad hoc quotas on numerous products for government procurement and certain
preferred activities. V&T : Turnover tax of 89 on c.i.f. duty-paid value for variety
of processed or manufactured goods: port improvement tax of 29 of c.i.f. value,
and merchant marine improvement tax of 109, of freight charges on all imports.

Congo (Brazzaville). QR : Licenses required and exchange quotas established
for most imports: for licensing, all trade is classified into 8 categories (see
deseription under QR for Cameroon). V&T : Import revenue tax of up to 50%
on all imports; turnover tax of 109 on c.i.f. duty-pald value on all dutiable
imports (certain countries are exempt from customs duties) ; additional tax
of 5~-159% on selected items; arbitrary valuation on used clothing. QR : Office
National du Commerce is sole buyer and seller of all merchandise destined
for “northern regions.”

Cyprus. QR : Licenses, generally granted freely, required on certain chemicals
and chemical products, textiles and textile products, manufactures of base
metals, wood produects, and most nonelectrical machinery; other items im-
ported without restriction from any country other than communist countries
of Asia, Albania, and those with which Cyprus has bilateral agreements.

Dahomey. QR: Licenses required for all imports originating outside Frane
Zone; annual global import quota established for all goods not originating in
EEC or from Franc Zone; matches, alcohol, alcoholic beverages, diamonds
embargoed. V&T: Discriminatory 3-column tariff provides for 3 categories of
countries, each assigned duties at different rate.

Denmark., QR : Licenses required on oysters (except spat) : ethyl aleohol or
neutral spirits, undenatured, of a strength of 80° or higher: denatured spirits
of any strength; ethyl alcohol, undenatured, under 80°. V&T': Value-added tax
of 12%9, on c.i.f. duty-paid value on almost all manufactured goods; in ad-
dition, excise tax on c.i.f. value on autos and motorcycles. GP: On all products,
discrimination favoring domestic procurement accomplished by administrative
action. E¥FTA members have equal opportunity with domestic firms under Art.
14 of Stockholm Conventions. HS&S : State testing organizations for electrical
equipment in Denmark, Finland, Norway, Sweden each apply separate standards
for electrical equipment and require individual testing in country prior to
certifying imports.
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Dominican Republic. QR : Certain products subject to exchange quotas; pas-
senger cars valued at more than $2,000 embargoed; wide range of food items and
household goods, smaller number of manufactured goods embargoed ; wide range
importable only under prepaid letter of credit; prior import deposit of 109,
20%, or 40% of f.o.b. value for 3-month period on wide range of products.

Hast African Community (See Kenya, Tanzania, Uganda).

KFinland, QR : Global quotas on mineral tar, coal tar distillation products,
solvent gasoline, aviation gasoline, bitumen, unwrought silver, gold, platinun;
individual licenses required for coal, coke, petroleum and shale oils, gasoline,
aviation and heating kerosene, gas-oil and fuel oils, processed foods. V&I': Turn-
over tax of 12.49% on almoust all manufactured goods; in addition, on autos
and motorcycles; excise tax of 1409% (higher of higher priced cars) of c.i.f.
duty-paid value minus 2,500 Finmarks ($595). Iixcise tax on c.i.f. duty-paid
value of alcoholic beverages, confectionery, sugar, matches, auto tires, tobacco
products, mineral waters, liquid fuels, certain fats and foods. QR: State trad-
ing in alcoholic beverages, crude petroleum, grains; for passenger cars from
certain bilateral trading countries, minimum down-payment of 309% with 20
mo. to pay balance and, from other countries, 50% down payment with 12 mo,
to pay remainder; compound fertilizers require Ministry of Agriculture permit.
HS&S : See HS&S for Denmark,

France. QR: Quantitative restrictions and/or licensing or crystal diodes and
triodes including transistors and parts, aireraft and parts, wine, rosin, certain
textiles, semiconductors, canned tuna, petroleum products, numerous other goods ;
quota restrictions on watches, parts. V&1': Annual use tax on passenger cars
(standard U.S. cars fall in highest tax bracket liable to payment in first year of
$200; European cars generally pay $30) ; border tax of up to 33% on c.i.f, duty-
paid value of most industrial products, excise taxes on whisky, other grain spirits,
GP: Administrative practices not codified. French public sector operators effec-
tive “Buy French” policy ; “absolute priority” given to procurement of domestic
products “equivalent” to offered forelgn product.

IIS&S: Pharmaceutical regulations ostensibly protect public health, but also
protect domestic industry ; virtual embargo on imports of pharmaceutical special-
ties packaged for retdil sale; severe restrictions on bulk mixtures that cannot be
easily analyzed. With few exceptions, “visa”-—required before distribution of
pharmaceutical specialties packaged for retail sale is permitted—is not granted
for imported products. .

OR: State monopoly on cigarettes, other manufactured tobacco (following
move toward CXT, retail prices of U.S. cigarettes have been increased propor-
tionately 'more than on comparable domestic brands—contravening undertaking
on pricing which U.S. obtained from France in 1947) ; State trading in coal,
paper for periodicals, petroleum products; tripartite accord on electronic equip-
ment (France, W. Germany, UK. have drawn up accord to facilitate mutual ac-
ceptability of quality certification with membership open to all B0 and HFTA
countries; it could lead to discrimination against U.S. goods) ; prohibition on
advertising whisky, other grain spirits (wines, fruit-distilled spirit may be
advertised). )

Gabon. QR: Ticensing and exchange quotas for all imports, For licensing, all
trade is classified into 3 categories—Franc Zone and Common Market countries,
free of restrictions; Far Hast, imports not to exceed 10% of total imports from
all countries combined during a given year; all other countries, quotas estab-
lished annually on basis of lists submitted by all important importers. V&T:
Revenue tax up to 50% on all imports; turnover tax of 10%, on c.i.f. duty-
paid value for all dutiable imports (certain countries exempt from customs
duties) ; additional tax of 5-15% on c.i.f. duty-paid value for petroleum fuels,
lubricants, firearms ; arbitrary valuation on used clothing.

Germany, Fed. Rep. QR: Quotas on certain kinds of: fish, wines, fabrics,
household articles, and other items; licenses for all those U.S. nonagricultural
commodities in which the U.S. has a significant exporter interest are now being
granted automatically and without limit. V&T': Value-added tax of 119% on
cif. duty-paid value of industrial imports. OR: Tariff quota on pit coal, bri-
quettes of pit coal and similar solid fuels manufactured from coal except for
bunkering of seagoing vessels, and for production of coke under processing con-
tracts (use of imported hard coal throughout W. Germ. is now permitted it
qualified consumers can show that they are unable to satisy requirements by
purchases from EEC countries) ; tripartite accord on electronic equipment (see
deseription under OR for France).
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Ghana. QR : Licenses required for most imports. V&1 : purchase tax of 5% to
100% on vehicles; sales tax of 11159 on ec.i.f. duty-paid value for most im-
ports; excise tax of 214-75% a.v. on sales price which includes c.i.f. duty-paid
value for selected luxury consumer goods. OR: Most imports must be handled
on 180-day credit terms.

Greece., QR : Licenses required on List A items—products such as cosmetics,
textiles, TV receivers, vehicles; licenses required on List B items—such as agri-
cultural, mining, food processing and electrical machinery and spares; used
machinery and spares except used earthmoving and roadbuilding equipment;
quota for TV receivers. V&T: Turnover tax on all imports of 2.25-8.75%, on
c.lf. duty-paid value (rates are 25% more than those on like domestie products,
and are applied on c.i.f. duty-paid value which has been uplifted by 20-50%) ;
tax of 10-70% on c.i.f. value for luxury goods; consumption tax of 10~70% on
specific rates, or on c.i.f. duty-and-tax-paid value for consumer goods; diserim-
inatory license tax and discriminatory registration tax on motor vehicles.

GP: Principle of nondiscrimination is administratively limited (purchases in
excess of $50,000 may be limited to Greek suppliers; no international bidding
if purchases can be made from countries with which Greece has bilateral clear-
ing arrangements; foreign firms may be required to bid in association with
Greek firm; guarantees of participation, performance applicable to foreign bids
may be waived for domestic firms; Law 3215/1955 grants preference of 89, to
Greek goods). OR: Maximum permissible length for taxis, 5m., and maximum
permissible hp., 20 (Greek hp.). State trading in cigarette paper, kerosene alco-
hol, matches, salt, playing cards, saccharine, petroleum products. Screen-time
quota for motion-picture films. Limit on terms of credit, or advance cash deposit
requirements, for all imports (requirement more severe for luxury items, less
stringent for products considered essential).

Guyana. QR: Licenses required on alcoholic beverages, cigars, cigarettes, to-
bacco, extracts, mineral fuels, lubricants, toys, certain chemicals, other items.
V&T : Special tax, for protection of home industries, on imports of chairs, foot-
wear parts.

Haiti. QR: Licenses required for various products, exchange controls on all
products; prior authorization for detergents, plastic articles, firearms & am-
munition, rubber heels and soles, cotton fabrics (Imports allowed only if domestic
production fails to meet local demand) ; Christmas trees, used clothing, rags,
hats, shoes, household linens and furnishings embargoed. OR: State trading in
tobacco, matches, soap, detergents, cosmetics, textiles, tires, tubes, cement, vari-
ous agricultural chemicals, household appliances, wine, beer, whisky, rum, toilet
articles, non-agricultural machinery. State-licensed, private monopoly: TV sets
and parts, fish, building construction materials.

Iceland. QR: Global! quotas for electric transformers, building board, certain
furniture, ladies’ stockings, brooms and brushes, works of art, reconstituted wood,
fishing lines and cords, ropes; licenses required for paperboard cartons and
containers. V&T: Sales tax of 119 on c.i.f. duty-paid value for all products
except footwear, aviation gasoline, packaging, fishing equipment, aircraft; special
tax on gasoline, tubes, tires. Special foreign exchange fee of 0.59% of declared
customs value for cement, timber, reinforcement iron for construction. Foreign
exchange fee of 0.5% of import price as stipulated by license for products subject
to import licensing. OR: Prior deposit on all imports except petroleum, fishing
gear, fertilizers, industrial raw materials (deposit must be placed with bank
selling exchange equal to 15-25% of amount of foreign exchange purchased;
deposit held for at least 8 months). State trading in tobacco, fertilizers, wine
and liquor, perfumes, safety matches, ‘

India. QR: Licensing, exchange control, quota, embargo restrictions on all
commercial imports. Special licensing terms for capital goods, heavy electrical
plant, machine tools valued at $100,000 or more (such imports permitted if
covered by long-termm foreign loans or investments, private or governmental) ;
also for maintenance and replacement and purposes requiring small cash pay-
ments. V&T : Licensing fees on all commercial imports diseriminatory excise tax
on numerous products, ‘

GP: On items purchased for public account, price preference of up to 40%
accorded indigenous products. Administrative practices include issning bid in-
vitation on short deadline, failing to identify source of financing, restricting
quotations or specs to British and Indian standards, renegotiating bids. OR:
State trading in artificial silk yarn and thread, caustie soda, soda ash, newsprint,
cement, fertilizer, petroleum products, mercury, sulfur, tractors, printing and
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textile machinery, tires and other items determined from time to time; diserimi-
nation resulting from bilateral agreements on capital goods and other items; dis-
criminatory import privileges on machine tools and on imports in general ; restric-
tion on appointment of foreign-controlled branches or subsidiaries.

Indonesia. QR: Exchange controls on all products; embargo on batik-motif
textiles, cigarettes, certain types of tires. V&T: Surcharge of 50-60% based on
import duty for all except essential commodities; sales tax rates same for com-
parable imported and domestically produced goods except for semi-luxury textiles
and tires: 195 tax on letters of credit for all products; 4% import tax, on c.if.
duty-paid value, and % % customs charge, on all products ; excess profit levy of 15
rupiah or 250 rupiah per U.S. dollar value on import of a few items to which
surcharges do not apply special retribution tax on most items on GATT schedules.
OR: State trading for some essential items; prior deposit for all products.

Ireland. QR: Licenses required for tobacco products; quotas set for super-
phosphates, certain hosiery and footwear, laminated springs for vehicles, spark
plugs and metal components, certain bulbs, brushes, brooms, mops. V&T : Whole-
sale tax of 109% or 15%, or turnover tax of 2%9% on c.if. duty-paid value for
most imports,

Israel, QR: Licensing under quota for a few imports (countries with which
Israel has bilateral agreements are favored in issuing licenses for goods avail-
able from these sources). V&T : Purchase tax of 5% to over 100% on c.i.f. duty-
paid value for many imports; discriminatory purchase taxes and annual property
tax on autos; import surcharge on numerous products. OR: “Mixing” require-
ments on tractors (25-309% of value of imported wheeled tractors required to be
Israeli-produced) ; prior deposit of 50% of value on all imports.

Italy. QR: Quotas on tetraethyl lcad, ant-knock preparations, wine; licenses
required for essential oils other than terpeneless, obtained from citrus, cork and
products, certain vehicles. V&T: Turnover tax of 4% on c.l.f. duty-paid value on
most imports; compensatory tax of 1.2-7.8% on c.i.f. duty-paid value for majority
of imports; road tax on autos; administrative service fee (4%) and statistical
fee (10 lira per unit) on all imports; excise tax on cigarettes. GP: 30% of Gov-
ernment purchasing reserved to Southern Italy and Islands for development.
Ministry of Defense has recourse to foreign products only if domestic sources are
unavailable or not suitable to needs. Gov. Depts. do not in principle have rela-
tions with foreign firms—only with firms legally established in Italy. OR: Screen-
time quota on motion-picture films. State monopolies on cigarettes, nicotine prod-
ucts, salt, matches, flint, cigarette lighters.

Ivory Coast. QR: Quotas established for all imports; goods from France,
Franc Zone countries enter freely (separate quotas apply to products from EEC
countries and to rest of world) ; licenses required for all imports (from all
countries outside IFranc Zone, EEC) ; embargo on paint, detergents, matches,
coffee-husking machines. V&T : Fiscal tax of 10-15% of c.i.f. value and statistical
tax of 19% of c.i.f. value on all imports; value-added tax oi 8-43%, normally
189, of duty-paid value, and special duty of 10% on c.i.f. value on most imports;
arbitrary valuation for used clothing, footwear, petroleum products, soaps, radio
receivers, other items. OR: Discriminatory pricing formula and visa require-
ments for pharmaceuticals. ‘ :

Jamaica. QR : Licenses required for many products, including asbestos cement
pipes, earthenware pipes, metal structural forms, tiles, roofing materials, cement
rubber products, metal furniture, aluminum hollowware, garments, hosiery, de-
tergents; embargo on autos with wheelbase of 116’/ or over, which prevents
import of standardsized U.S. cars.

Japan. QR : Quotas established for coal, gas oils, heavy fuel and raw oils, other
petroleum oils, some chemicals and pharmaceuticals, leathers (excel. raw) and
products, especially footwear, large turbines, office machinery incl. digital com-
puters and parts, other products; automatic licensing (licenses freely granted but
importer must submit imports for approval) for machinery, chemicals, drugs,
processed foods, other products, license required for all imports. V&T : Internal
tax of 150-220% on high-priced whiskies, brandies, auto (sales) tax of 15-409
‘and annual road tax of $100-3167 for large U.S.-sized cars, value uplift for cus-
toxtl;s purposes on a few imported goods, particularly parent/subsidiary trans-
actions.

GP: On 14 categories of goods, including motor vehicles, electronic computers,
aircraft, machine tools, agricultural and construction machinery, permission for
procurement. without open bidding granted by Cabinet Order 336 of Sept. 25, 1963.
HS&S: Ban-on foods containing unapproved food additives. OR: State trading
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for tobacco manufactures, alcohol of 90° strength or higher; on certain im-
ports, weights must be indicated in metric measurements only; discriminatory
credit restrictions on all imports; discriminatory treatment for premiums offered
by importers and exporters of several products, such as air conditioners and
instant curry; technical licensing requirement for heavy electrical equipment
and possibly other produets; restrictions on capital investment (many U.S. firms
unable to establish facilities in Japan from which to direct sales, scrvice opera-
tions because of such restrictions; even obtaining minority interest in a Japanese
corporation extremely difficult).

Kenya. QR : Specific licenses required for many products, other imports enter
under open general licenses; quotas on certain clothing. GI’: Overseas procure-
ment for Government handled through Crown Agents in London, giving British
suppliers strong advantage. OR : State trading in dye-in-picce fabries, khaki drill,
colored fabrics, secondhand clothing, soap, detergents, salt, developed 35-mm.
cinematographic films,

Korea. QR: Abont 75 miscellaneous manufactured products embargoed. Quo-
tas maintained on about 55 SITC classifications, including plastics, iron and
steel structures, glass, manufactures of metal. All imports subject to licensing,
but approval is automatic for most. V&' Special Customs duty of 709% of “ex-
cess” profit on items normally dutiable at 409% or less, and 909% on those
over 409, applied to most imports. Commodity tax of 2-70% of landed cost plus
applicable duty levied on wide range of items. OR: Prior deposits of from 30-
1509 of import value required for most imports,

Kuwait. QRR: Embargoes in effect on alcoholic beverages, used trucks and
buses, spiral weld steel pipe, medicines containing cobalt salts, industrial and
medical oxygen gas, magnetizers, ethyl alcohol. Insecticides must be licensed.
OR: Trade in asbestos pipe is run by a Government-sanctioned private monopoly.

Malagasy Republic. QR : All imports subject to exchange quotas and licensing
Annual import program provides quotas for specified commodities from EEC
countries other than France; global quotas for all other countries outside the
Franc Zone. Special quotas apply to batteries for electric accumulators and
alcoholic beverages. Prior authorization required for used metal casks and
drums, used clothing, alcoholic beverages, used sacks and bags. New sacks and
bags also embargoed, and partial embargo covers imports of cement into part of
west coast. V&T: Import tax of 0-50% of c.i.f. value on most items, Consump-
tion tax of 10~135% of c.i.f. duty-paid value on tobacco, footwear and alcoholic
beverages. There is a charge of 300 francs per metric ton on cement, GP: Pro-
curement practices are featured by short notification and administrative dis-
crimination. OR : Beer container size is strictly regulated and beer with less than
49, alcohol is prohibited.

Malawi. QR: Discriminatory licensing policy for some products does not re-
quire licenses from Sterling countries. GP: Overseas procurement handled
through Crown Agents in London, giving British suppliers strong advantage.

Malaysia. V&T: Surtax of 29 ci.f. on most imports. Trucks and buses of
non-Commonwealth origin pay 15% registration fee; Commonwealth suppliers
pay none. GP: “Buy National” policy directs public agencies to pay up to 5%
more for domestically-made goods. QR : as many as 100 items at any given time
temporarily subject to specific licensing or guantitative restrictions. OR: For-
eign-made films subject to screen-time quotas.

Malta. QR: Embargoes machinery for producing stockings, refrigeration ma-
chinery, motor buses, water pumps, cement floor tiles, basketware of cane,
willow or wicker, other items, Steel wool, certain items of men’s and ladies’
apparel and electrical wiring accessories subject to licensing.

Mauritania. QR : All goods imported freely from France and Franc Zone coun-
tries ; special quotas for EEC, global quotas for rest of world. V&T : All imports
subject to fiscal tax of 10-15% ot c.if. value: Standard import tax of 20-30%
of c.i.f. plus duty-paid value; turnover tax of 10-22% of ci.f. value plus all
other taxes; and statistical tax which is generally four CFA francs per unit.
OR: State trading in percales and guinea cloth,

Netherlands, QR: Various products subject to licensing; however, except j:‘or
coal and coke, licenses automatically granted to U.S. products. V&T: Most im-
ports pay a value-added tax with general rate of 129% : some necessities pay only
49,. Excise taxes on tobacco products, ethyl/propyl and isopropyl alcohol, beer,
wine, petroleum products. .

New Zealand. QR: 329 of value of imports subject to quotas or licensing.
V&T: Sales tax on wide range of non-essential items: 209, for most; 30% for
photo apparatus, watches, telescopes, stereoscopes, cigarette lighters; 40% for
motor vehicles, motorcy%e R
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Nicaragua. QR : Prior authorization required for cotton ginning plants and
textile manufactures, industrial plants for pasteurizing milk, equipment to
slaughter cattle and hogs, rubber tires and tubes. V&T: Most products subject
to fmport surcharge of 309 of c.i.f. value.

Niger. QR : Most products subject to exchange quotas and licensing from which
Frane Zone countries are exempt; being removed gradually for EIC. No li-
cense issued if goods available in Franc Zone. Country and global quotas. Prior
authorization on plastic articles, matches and soap., V&T': Taxes on c.i.f. value
of all imports: fiscal, 10-159% ; statistical, 1% ; standard, 25% of c.i.f. duty-
paid value (10% for industrial raw material and equipment) ; turnover, 10-229%.
Arbitray valuation on used clothing. Transaction tax of 109, (c.i.f.) on perfume,
cotton, knitted goods, aluminum household utensils. Discriminatory excise
taxes on cigarettes.

Nigeria., QR: Many products subject to specific licensing, V&T: Surtax of
6.75% of amount of duty paid on all imports.

Norway. QR : Commercial vessels subject to licensing., V&T: Value-added tax
of 20% c.i.f. duty-paid value on nearly all products (119 on capital goods for
investment purposes) ; imports subject to traflic tax from which domestic goods
moving in internal trade are exempted; progressive nature of automobile tax
weighs more heavily on expensive models; trailers, buses, some motoreycles sub-
jeet to 259 tax of c.if. duty-paid value plus traflic tax (859% for other motor
vehicles). GP: Domestic and EFTA bidders get preference of 159 on all Govern-
ment purchases. Monopoly control and price fixing on pharmaceutical products.
OR: State trading in alcohol, medicines, fishing gear. Binding sole of all shoes
must be made of single piece of natural leather, which precludes of artificial
leathers such as “corfam.” HS&S : Rigid technical standards for electrical items.

Pakistan. QR : Licenses required for private shipments of all but 14 items on
Free List. Many products embargoed. U.S. autos virtually embargoed, as they
must have landed cost of $2331 or less. V&T': Sales tax of 15% c.i.f. duty-paid
value on most products, which are also charged a Defense tax of 259% of sales
tax. Surcharge of 25% of customs duty on all except exempted machinery items.
Equalization tax on landed cost of industrial raw materials and some other items
from cheaper foreign sources is equal to difference between lowest- and highest-
priced imports. OR: Remittance restrictions on motion picture films, and vary-
ing exchange rates apply to most other imports. State is sole importer of several
metals, foods and artsilk yarns.

Peru. QR : Licenses required for all used machinery and new textile machinery,
Indefinite embargo on many products, including footwear, radios, refrigerators,
textiles and automobiles. V&T : Arbitrary customs valuation system. Statistical
tax of 29, c.i.f. duty-pald value (89 c.i.f. if good is duty-exempt). All products
arriving by sea must pay a maritime freight tax of 49 of ocean freight charges.
Most products pay a surcharge of 109% of c.i.f. value. GP: Government agencies
and institutions receiving government funds prohibited from importing goods
produced domestically. OR: Prior authorization needed for pharmaceuticals,
cosmetics, toilet articles, matches.

Poland. State trading in all products: bilateral purchase agreements influence
buying practices rather than price, quality, ete. Marketing practices restrict for-
eign firms’ access to potential buyers.

Portugal. QRR: Global or bilateral quotas on about 50 items. Licenses required
for all shipments valued at more than $87.50. Prior authorization needed for
saccharine and foods contalning saccharine. Used clothing is embargoed. V&T':
Transaction tax of 7% (20% on luxuries) on 1409 of c.i.f. duty-paid value of
most products. Progressive sales tax on autos is particularly burdensome on high-
er-priced models. GP: Domestic and EFTA suppliers get preference on all
purchases for public account.

Rwanda. QR : All produets require licenses. V&T': Fiscal tax of 10-309% and
Statistical tax of 39 on c.i.f. value for most imports. Alcoholic beverages, pe-
troleum, tobacco products subject to consumption tax.

Senegal, QR : ixchange quotas allocated to all countries outside Franc Zone;
separate quotas for EEC. Certicates required for liberalized imports. Matches,
some clothing and certain construction materials embargoed. V&T : Fiscal tax
of 10-159, of ci.f. value, turnover tax of 10-229, of c.i.f. plus all other taxes,
statistical tax of four CFA francs apply to all imports. Most others also subject
to standard tax of 20 or 309 of c.i.f. plus {ariff plus fiscal duty plus statistical
tax. Lubricants must pay 15.5-25.5 OFA francs per liter. HS&S : visa (which may
be denied) required for pharmaceuticals; fee for visa application is high,
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Sierra Leone. OR: A few products require specific licenses. V&T : automobile
va}]\;altion based on engine size, which discriminates against high horsepower
vehicles.

South Africa. OR: Most products require licenses; subject to sales tax of 5,
10 or 20%,.

Southern Rhodesia. OR: Many luxury and domestically-produced goods
require licenses or have quotas. Light and heavy built-up commercial vehicles
embargoed.

Spain. QR : Import declaration required for all liberalized goods. License
(generally not granted) required for all used machinery and second quality
goods, Motion pictures subject to screen-time quota. Global quotas in effect on
about 58 categories. Others subject to bilateral import regime. V&T': Compensa-
tory tax of from 3-15% on c.i.f. duty-paid value. Dubbing taxes on motion pic-
tures (highest on U.S. films). Threatened “abnormal price” actions induce im-
porters to pay prices which cancel out a low-cost producer’s advantage. Import
deposit of 209, c.i.f. on all products held for six months without interest (Decree
in foree through Dee. 1970). GP: Imports prohibited from projeets involving
government funds. Where Spanish products are unavailable, short bid deadlines
often have effect of excluding foreign competitors. OR: State trading in certain
types of coal, petroleum derivatives, tobacco. Requirement that several synthetic
fibers must he imported dirvectly from factory discriminates against middle-man
organizations, which must procure licenses,

Sweden, QR : Licenses required for all automobile imports. V&T : Value-added
tax of 10 or 149 on c.i.f. duty-paid value of all imports. Sales tax is based on the
c.i.f. duty-paid value of certain rugs, gold and silver items, precious stones.
Certain furs subject to 2-109, tax of ci.f. duty-paid value. Toilet articles and
cosmetics pay a commodily tax of 509, of wholesale price. IIS&S : Rigid technical
standards for electrical equipment. OR : State trading in wines, spirits.

Switzerland. QR : Licenses needed for trucks, cotton fabrics, jute textiles,
clothing, certain carpets, and various minerals and chemicals. Quotas for wine in
barrels. V&T': Road taxes and compulsory insurance rates based on horsepower.
Turnover tax of 5.49% on c.i.f. duty-paid value of all products. OR: State trading
in alcoholic beverages.

Tanzania. QR : Specific licenses required for various products other imports
enter under open general license. OR: State trading for textiles, bicycles, mo-
tion-picture films, cement, matches.

Togo. OR: Licenses for all products V&T: Transaction tax of 189 of c.i.f.
value plus all taxes. Statistical tax of 19, c.i.f. value. Warehouse tax of 19 c.i.f.
vatue. Fiscal stamp tax of 8% of all duties and taxes. Special import tax on ten
CFA francs per 100 kg, Luxury tax of 40 CFA francs on textiles, alcoholic
beverages, perfumes. Tax of 125 CKA franes per ton of tobacco manufactures,
jute goods. Lighthouse tax of 20 CFA francs per ton. Berthage tax of 125-510
CFA francs per kg.

Trinidad and Tobago. QR : Domestically-produced items subject to strict im-
port quota licensing, and in some cases prohibited Soap, detergents, paper, ce-
ment, lead, air conditioners, cotton fabrics and furniture strictly controtled.

Tunisin, QR: Global and bilateral quotas apply to most products. Licenses
required for all goods from non-Franc Zone countries. Varvious goods are com-
pletely embargoed. V&T : Production tax of 15.5-19.9% on duty-paid value of all
imports. Customs formality tax of 1.819, of landed cost of all items. Luxury
goods pay consumption tax of 7.5-25% of duty-paid value and a National Defense
Ifund tax of 109, of either consumption tax or duty, whichever is higher. Per-
fume, soap, tires, petroleum products, explosives, other items subject to con-
sumption duty of 11-100¢%. Wide variety of products subject to state trading.

Turkey. QR : All products subject to licensing, with special consideration to
items traded with bilateral agreement countries. Quotas on varied items. V&T:
All goods imported by sea pay 5% port tax based on c.i.f, plus duty, surtax and
customs clearance costs. All imports pay 159% surtax on customs duty, as well
as stamp tax of 259% of ci.f. value. Most pay disceriminatory production tax
ranging from 10-759% of c.i.f. value plus customs duty, customs surtax, port tax
and customs clearing expenses. ¥oreign motion picture filins pay a higher tax
(419%) than domestic ones (25% ). Automobile surtax varies according to weight
and age. OR: Tobacco products, alcoholic beverages, salt, sugar most agricul-
tural equipment subject to state trading. 509 advance deposit required for
zoods on liberation list and quota list goods impnrted against letter of credit.
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Guarantee deposits of 20, 50, 90 or 120%, depending on import list, required
with import application. Smaller deposit (1-10%) on goods imported under
certain investment programs.

Uganda. QR: Specific licensing required for many products: other imports
enter under open general license; quotas established for motor cars, station
wagons, motoreycles; embargo on used clothing. GP: Overseas procurement for
Government handled through Crown Agents in London, giving British suppliers
strong advantage.

United Arab Republic (IIgypt). QR: Import trade nationalized. About half
of all tariff items embargoed. Exchange allocations imposed to meet commit-
ments under bilateral agreements, V&I : Statistical tax of 1% c.i.f. value on
all imports except wheat. Revenue tax of 109 on foreign-made non-essential
goods, with 59 tax on essential food items. Pavement tax of 89 of sum of
customs duty, statistical tax, revenue tax and applicable excise taxes applies
to all imports. Porterage fee, also. All goods imported through UAR ports pay
marine duty of 0.29 of c.i.f. value. Excise duties apply to variety of items,
mostly consumer goods.

United Kingdom. QR: License required for coal, coke, and solid fuels, but
none are issued. Quotas on cigars, jute cloth, rum, motion picture and TV films.
GP: While no procedures have heen published, purchasing departments when
intending to place orders abroad try to find out whether the products can be
obtained on competitive terms within the Commonwealth. Some administrative
measure of preference is given to firns in development districts. Preference is
also specifically given to computers of U.K. manufacture, EFTA members have
equal opportunity with domestic firms under Article 14 of the Stockholm Con-
vention, British Admiralty requires that lumber for which tenders are invited
must originate in British Columbia. OR: Tripartite accord on electronic equip-
ment (see description under OR for France).

Upper Volta. QR: License required for all goods outside Franc Zone. EEC
goods get preferential treatment., Used clothing embargoed. V&T': All imports
subject to 5-20% fiscal tax; temporary development tax of 109, on c.i.f.; statisti-
‘cal tax of 19, c.i.f.; contractural tax of 2.25-259% ; temporary maintenance tax
ot 1.5% ; compensatory tax of 39%. OR: Medicaments not appearing in French
Codex or authorized by Central Pharmaceutical Service prohibited.

Uruguay. QR : Prior deposits of from 150-4009% on private imports exceeding
a given percent (averaging 80%) of past levels. Three-year financing required
for most capital goods. V&T : Non-essential goods subject to surcharges of 10—
3009 ; global customs charge of 189%. All imports pay: a port handling fee of
$.025 per 100 kilograms of gross weight or $.33 per 100 pesos of valuation; con-
sular invoice charge of 129% c.i.f.; arbitrary customs valuation established for
809 of tariff items.

Yugoslavia. QR : All imports subject either to commodity or exchange quotas,
licensing_ or exchange control. OR: Commitments to buy from certain supplying
countries. End-users of raw materials and semi-manufacturers used in the ship-
bhuilding, electric, textile and food industries given foreign exchange for import
of these products in fixed ratio to exports.

The issue of nontariff barriers cuts both ways. Foreign officials and exporters
alxo complain about U.S. Government regulations and administrative practices
which allegedly restrict trade. The most commonly mentioned of these alleged
measures are set forth below.

ALLEGED U.S. NONTARIFF BARRIERS

Quantitative Restrictions: Presidential authority to impose quotas or fees on
imports of agricultural commodities. Such restrictions are now in effect on wheat
and wheat flour, cotton, peanuts, and several dairy products.

Presidential authority to limit any imports for national security reasons, cur-
rently applied only to petroleum shipments.

Sugar quota which reserves 65% of the national market to domestic producers.

Meat Import Act’s provision for auntomatic import controls once a certain level
(not yet reached) is attained.

Restrictions on firearms imports which are allegedly more stringent than
regulations on interstate shipments or mail order sales.

A tariff rate quota on brooms, whereby all imports in excess of a stipulated
number are assessed at higher rates of duty.
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Ban on purchase of foreign-built containers by U.S. flag vessels if vessel's
operations are governed by an operating differential subsidy contract.

Provision that vessels engaged in U.S. coastal trade must be U.S.-built and
U.S.-manned.

Under a provision of the Long-Term Cotton Textile Agreement, the United
States controls imports of cotton textiles under separate bilateral agreements
with 24 countries which account for more than 809 of U.S. cotton textile imports,

Imports of ermine, fox, kolinsky, marten, mink, muskrat and weasel furskins
produced in the USSR or Mainland China are banned.

The Atomic Energy Act of 1954 prohibits uranium enrichment servicing for
nuclear materials of foreign origin intended for use in a facility within or under
the jurisdiction of the United States.

Valuation Practices: U.S. system of Customs valuation provides nine different
methods of establishing the value of articles, the two most frequently used of
which employ f.0.h. values. Other countries contend that complexity of U.S. valu-
ation provisions is in itself a barrier to trade, and some have proposed adoption
of the Brussels definition of value, which is the landed (c.i.f.) value.

The American Selling Price System, whereby imported benzenoid chemicals,
some rubber footwear, clams and certain wool knit gloves have duties assessed
on the value of competing U.S. products rather than the value of the imported
article.

Valuation of certain products on old system of appraisement rather than the
method established in the Customs Simplification Act of 1956,

Other Customs and Administrative Entry Procedures : Special Customs Invoice
used to report entries valued at more than $500 requests some data which
foreign suppliers consider unnecessary and burdensome.

Tariff Schedules of the United States vary from the Brussels Tariff Nomen-
clature, which is used by more than 100 countries, including all our major
trading partners except Canada. Among other things, foreigners say that TSUS
classifies items so that many parts are no longer listed with the product to which
they belong.

Special Dumping duties may be imposed under Antidumping Act of 1921,
which by law takes precedence over International Dumping Code, to which the
United States adheres, in case of conflict.

U.S. Countervailing Duty practice provides for no injury requirement, which
is called for by GATT.

Certificates of origin are required for importation of commodities into the
United States when goods of Communist Chinese, North Korean or North Viet-
namese origin may be involved.

U.S. practice does not fully conform to the provisions of the international
convention to facilitate imports of samples. The convention limits deposits on
samples to the amount of import duties plus 109, whereas the U.S. requires
a deposit of double the estimated duties. (U.8. rules are being revised to bring
them into line with the convention.)

Government Procurement Policv: Buy American Act of 1933 requires Federal
Government to buy only domestic materials unless (a) they are not available,
(b) their purchase would not be in the public interest, or (¢) the cost would
be unreasonable. Unreasonable is defined as more than 69, higher than the
foreign bid. Another 6% is added if the material will be produced in a depressed
area or by a ‘“small business.” The Defense Department currently appiles a 509,
differential due to balance-of-payments problems.

The Department of Defense cannot buy any article of food, clothing, cotton,
wool, silk or spun silk yarn for cartridge cloth, or synthetic and coated syn-
thetic materials which has not been produced in the United States.

Safety Standards: Regulations affecting motor vehicles, boilers and pressure
vessels, steel processes, plumbing, heating, lumber, firefighting and electrical
equipment, and Coast Guard inspection of safety equipment have all been subject
to ecomplaint.

The Flammable Fabrics Act authorized the Federal Trade Commission to test
merchandise believed to be in violation of established requirements. (This law
applies equally to both domestic and imported products.)

Health Standards: Certain provisions of the Quarantine and Food and Drug
Law, the Wholesome Meat Act and the Agricultural Marketing Agreement Act
have been viewed as trade barriers by foreign suppliers.
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Other Standards: Fair Packaging and Labeling Act of 196G prescribes the
manner in which certain consumer commodities are to be packaged and labeled.
("This law also applies equally to domestic and imported products).

The name of the country of origin must be marked in a conspicuous place on
all imports coming into this country. Exceptions are permitted, but in such cases
the container must be marked.

Other Non-tariff Practices: Iscape Clause actions allow the President to in-
crease duties or otherwise restrict imports of items found to be injuring or
threatening to injure a domestic industry.

Tmports of hottled distilled spirits are assessed as though they were 100 proof,
so that in effect a bottle of 86 proof Scotch is asxessed for an additional 14 proof.

Legislation prevents the entry into the United States of more than 1,500 copies
of any English-language book authored by a U.S. citizen. It is not applicable to
books authored by nationals of countries adhering to the Universal Copyright
Convention.

All subsidized ship construction must be done in U.S. shipyards, and equipment
purchased must be of U.S. origin.

Corporations that conduct all of their business in the Western Ilemisphere and
derive 95% of their gross income from outside the United States are eligible for
certain tax rebates.

Post exchanges at armed forces bases overseas may enter duty-free into host
countries any goods, regardless of country of origin, and sell them tax-tree to
authorized customers.

The President may exclude goods imported through unfair acts, when the effect
of the acts is to destroy or substantially injure an industry, prevent establish-
ment of an industry, or restrain or monopolize trade in the United States. This
authority has been invoked once, against imports ot Ifurazolidone.

The Internal Revenue Service classifies sparkling cider as a sparkling wine.
The law sets 0.277 grams of CO: per 100 milliliters as the upper limit for still
wines and sparkling cider generally has more than 0.4 grams of CQ. per 100
milliliters. (Once again, this law applies with equal force to foreign and domestie
products).

The abo