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- OVERSIGHT HEARINGS ON USS. FOREIGN TRADE
: ' - - POLICY

THURSDAY, JANUARY 20, 1976

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

The committee met, pursuant to notice, at 9:40 a.m,, in room 2221,
Dirk%qn Senate Office Building, Senator Russell B. Long (chairman)
presiding. ,

Presex%;: Senators Long, Talmadge, Hartke, Ribicoff, Byrd, Jr., of
Virginia, Nelson, Gravel, Bentsen, Haskell, Fannin, Hansen, Pack-
wood, and Brock. ,

The CrammaN. The committee will come to order.

The Committee on Finance today begins 4 days of public hearings
on the foreign trade policies of the United States, including the ad-
ministration of the Trade Act of 1974 and the progress during the past
year of the trade negotiations in Geneva. - |

A great deal has happened to the world economy in recent times.
The economies of the United States and most industrialized countries
are slowly recovering from the most serious economic recession since
the 1930’s. For the United States the recession has been particularly
severe. Unemployment during 1975 reached 8.6 percent, a level not

_seen since 1941. The gross national product declined in real terms in
both 1974 and 1975. The progress of our economic recovery is now
closely linked to the economic policies of other countries.

Under Secretary of State Charles Robinson and Assistant Secre-
tary of the Treasury Gerry Parsky, 3 days ago, told our Subcommittee
on Tnternational Finance that OPEC oil price increases in late 1978
accounted directly for about half the acceleration in prices in the de-
veloped countries between 1973 and 1974, and the indirect effects on
costs, wages, et cetera, may be even greater. We know that the impact
of the OPEC cartel has not be confined to the developed countries.
Between 1972 and 1974 the developing countries of the Western
Hemisphere saw the rate of increase in their consumer prices rise
from a 22 percent to a 39 percent figure; those in Asia from 7Y%; per-
cent to 30 percent; those in Africa from 5!, percent to 9 percent. In
my view OPEC will destroy the ability of developing countries to
achieve real economic development for decades to come.

If there is one conclusion which can be drawn from the current
state of the world economy it is that no country or group of countries
can achieve economic security by pursuing policies which are injurious
to other countries and detrimental to world economic order. The

(1)
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process of international economic interdependence compels interna-
tional cooperation.

The purpose of these hearings is to examine U.S. commercial
policy in its broadest sense and to explore the full range of issues
which arise in our trading relations with other countries. What i3

being done - , . lips.of (vital -yaterisls; at. reas-
onable pr’xczgmr&' ﬁgg tﬁ%ﬁ%g@?&f&é%ﬂlﬁd tss'in the
Geneva_trade negotiations anfl Rer negotiations affecting our
economic interests? Who is responsible for the formulation and con-
tc;l.uct, of U.S. (flore;gx;l econora;r(;]mltcy‘% Tﬁ 1iu‘e a few of the ques-
ions we intend to ore in $he course o ings.

_ [The Committee on Fihancé press’ x‘e%teéée‘a;gbmﬁzsing these hear-
ings follows:] - =

PRESS RELEASE

FOR IMMEDIATE BELEMSE .. GOMMI'tTSE ON FINMNGE.

UNITED STATES SENATE -
Janyary 19, 1976 - - -~ 3227 Dirksen Senate Office

o Building
PINANCE COMMITTEE .SCKHEDULES OVERSIGHT HBARINGS
. . .ON .. S, POREIGR TRADE POLICY S
AN 'PHE ADMIRESTRATION OF PHE TRADE AGT OF 1974"

The Honorable Russell B. Lonq'fb}-té.i,véhairﬁan of the
Senate Committee on Finance, todiy announced that the Commictee
will cdnduet OBvetrsiyght hearings on U. 5. foreign tradé poliuvy

and thve abmintistrat of the Prade Kot of 1974 e. 8

will be bald at 83 n_Room of a .

.g fice ;Bullding op January 29 and . i
et nHEL, ¢ X 'But? &long wWith'

Batretary of CoMsstce Baker ant Ambessador Dent will be the
principal Administrdtibn spbkesmen, ‘nqprmntacheg of
dndustry, agriculture and labor will also testify. )

Chairman ‘bong bdid that 'the purposs of the dversight
hearings will be Yo ruview U, S. foreigm trede polivies,
dnaluding the -admiriistration of ‘the Trade Act of 1974 gnd
tgc progress of the -multilateral txade negotiations ih.Geneva.
the Committee will éxplore & numbey of foreign trade issues
includihg:

1. wWhat aze the U: 8, goals in the.Geneva trade negotiations
and in other negotiations iavolving U. 5. foreign econbmic '
policies? :

2. W¥What progress hes ‘been wmade ih achieving 4he negotiating
goals ‘established by the Trade Act of 19747 )

3. Which Deéphrtiernts within ¥hé U. 6. yovernment aré
‘responsible Yor currying owt Foreigh economic policy ébjectives
and how are these objectives coordinated in accordance wWith SR
Congressional intent? ‘ . '

. 4,  Wnat vole do tomitcdiry agreeiments and expott controls
phxy in U. €. trade poliey? T S

‘5. Are the statutes whiéh‘prévlae relief from injury
caused by import competition and from unfair trade practices
being administered in accordance with the intent of Congress?
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6. What are the prospects for expanding Bast-Wdst trade
in a manner consistent with U. 8. intexests and objgctiyes?

The following witnesses will testify:

Januagz‘29

The HonQrable Lloyd Bantsen
United States Senator

The Honqrable William R. Simon
Secretary of the Treasiry

The Honorable Jamhks A. Baker
Under Secretary of Commerce

January 30

The Honoxable Frederick Dent
Special Trade Representative

The Honorable Eaxrl Butz
Secretary of Agriculture

The Honorable Henry A. Kissinger
Secretary of State

February 4

R. Heath Larry
Vice Chairman
United States Steel

I. W. Abel, President

United Steelworkers

accompanied by Paul Jennings,

President of International Union
of Electrical Radio and Machine Workers

and William Wimpisinger, General Vice President
of International Association of Machinists
and ARerospace Workers

W. D. Eberle

President and Chief Executive Officer

Motor Vehicle Manufacturers Association
of the United States, Inc., and

Former Special Trade Representative

David: Dawson
bireocton
E. I. DuPont de Neawurs and Campany.
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Lee Morgan, President’
Caterpillar, Inc.

Don A. Woodward, President,

National Association of Wheat Growers,

accompanied by William M. Prichard, .
Vice President, American Soybean Association
F.. E. Guthrie, President, American Rice Growers
Cooperative Association; A. W. Anthony, President,
Texas Grain Sorghum Prdducers Association; and
Thurman Gaskill, President, Iowa Corn Growers

Thomas L. Hughes, Esq., President,

American Chamber of Commerce of Venezuela,

accompanied by William R, Rhodes, Pred W.
Sutherland, and William F. Coles, Past
Presidents of American Chamber of Commerce
of Venezuela; Gabriel J. Baptiste, Executive
Vice President, American Chamber of Commerce
of Venezuela; and Frank J. Amador, Executive
Director, American Chamber of Commerce of
Venezuela ‘

Tony T. Dechant, President
National Farmers Union

A. L. Buffington, President
Diamond/Sunsweet, Inc.

William Quarles, President
California~Arizona Citrus Leagie

Chairman Long said that it will not be possible for
the Committee to hear oral testimony from all persons desiring
to. testify during the hearings. The Chairman stated that
individuals or organizations desiring to comment on the
subject of the hearings should file written statements which
will be published in the record of the hearings, Five copies
of such statements, not exceeding 25 pages in length, should
be mailed no later than February 27, 1976, to Michael Stern,
Staff Director, Committee on Finance, Room 2227 Dirksen Senate
Office Building, Washington, D. C. 20510.

PR #2

The Cramrman. This morning we will receive testimony from mem-
bers of this committee, as well as from Secretary of the Treasury Wil-
liam E. Simon, Ambassador Dent, and Under Secretary of Commerce
James A, Baker.

‘We are pleased to have you here, Mr. Secretary, and we would like
to have your statement at this time.

Senator FANNIN. Senator Curtis could not be here this morning,
and rather than to delay, I will not read his statement, but I would
appreciate if it could be made part of the record.

The CHARMAN. So ordered.
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Senator Risicorr. Mr. Chairman, I have a statement, but in order
to ﬁ ; I ask unanimous consent that the statement be placed
int : : '

e record as if read. o
The CrarMaN. Without objection, 1t is agreed. o
[ The prepared statements of Senators Ribicoff, Curtis, and Bentsen

follow:]

OPENING STATEMENT OF SENATOR RIBICOFF

Thir Committee has, under the procedures lald down in the Trade Act of
1074, the assignment of providing oversight for our nation’s trade negotiations,
and the management of trade policy. Under the Constitution, it i8 the Congress,
not the Executive, which shall regulate foreign commerce. It is-the Trade Act
of 1074, together with previous trade legislation, which provides the frame-
work for Executive Branch authorities and actions, and Congressional over-
sight and approval or disapproval of Executive decisions.

One of the most important innovations in the Trade Act, for which this Com-
mittee may take great credit, was the drafting into law of a strong advisory role
for Congress in trade negotiations and domestic trade policy management, be-
fore decisions and recommendations are made by the Executive, and a strong
advisory role for our workers, farmers, businessmen, and consumers before
international deals are struck which might affect them.

To insure that these procedures and roles are fully effective, and to kéep
Americans fully aware of the developments {n this area which might affect them,
this Committee 18 holding oversight hearings. As Chairman of the Trade Sub-
committee of this Committee I have followed the issues closely..The Chairman
and I have worked extremely closely with each other, and with my other col-
leagues on this Committee. But for the public at large, that {8 not enough. That
is why I have strongly supported the idea of holding hearings. 1 would hope
that hearings on these issues might be held periodically, so that the public can
continue to be informed, and so that those who have trouble with the present
procedures and policles have an opportunity to make their concerns known.

Prior to these hearings, I sent out an inquiry to the heads of the various
industry, labor, and agriculture advisory committees which were set up under
the Law. What I asked of them was their views on how the public advisory
process was working. The answers have on the who!e been positive, although
there have been some limited criticisms which I have passed on to the Speclal
Trade Representative, Ambassador Dent. I intend to keep this dialogue open so
that we can make sure that the advisory process is working effectively. These
hearings are another way of ensuring that people affected by Washington's
decisions are aware of, and if they wish, be in on, the decisions.

The hearings will cover what is happening internationally. We are very in-
terested in recent developments. They have been difficnlt to follow and have
frequently been very confusing becauge of the many different organizations and
negotiating approaches being utilized by the Executive. In the Committee, we
have kept track of developments in the Multilateral Trade Negotiations in
Geneva, but we have only piece-meal information on developments in myriad
of other negotlating activities on the part of the Executive. For example, the
U.8. Government §s actively participating in economic discussions which could
affect trade in the Conference on International Economic Cooperation in Paris,
in the UNCTAD, iu specific commodity groups such as the International Wheat
Council in London or in the coffee, cocoa, and tin councils. Obviously the dis-
cussions ‘leading up to the World-Bank-IMF meetings in Jamalica were also
related to what {s happening in Trade. )

The Secretary of State released a speech on Sept. 1, 1978 to the General As-
sembly of the U.N. calling for many new initiatives and negotiations in a variety
of organizations, and for the establishment of many new institutions. These all
seem to be related in one way or another, at least that is for the appearance given
by the speech Mself, which calls for a comprehensive new approach to eco-
nomic relations between the developed nations and and the developing. nations.

So far as we on the Committee can see, the Executive Branch s not always
united in its thinking. YWe do not always perceive & unified bureaucracy, but
rather we see periodic quarrels between agencles and departments over who
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"fs to speak for the U.8. and who 8 to negotimte. It ia somewhat puasling that
; thde happensg 8o oftem in public and in sueh basic ways. We thought in Congress
that we had made it reasonably clear who was to handle trade, and that was
the Special Trade Representative.. Obwiously the Pre¢ident provides puolicy
guldance in whatever way lre: gees fit, and that s his right; but once oy is
ret the nasignments should not be mbject ta a contiauing stroggle aver Bureau-
cratic turf. The issues are too important for petty procedural and bureaucratic
fights., So we look to these hearings for an explanation of who is doing what; of
what issues are being discussed where; and how it all ties in with the Inten-
tions of Congreds ad expeesser iy the laws and resolutions we have passed and
in the public guidance we have pravided from time to-time,

I would Rke to add that seme of the preseat confusion s a result of excessive
secrecy on the part of the Executive, or parts of it. New policies cannot be in-
troduced in secreey and by surpeise—with a grah for temorrow's headlines—
without strong adverse reaction from the people im our econemny who are most
seriously affected. Whenn our workers, farmers, businessmen, and ocousumer
groups gre surprised, they eome to Congress for clarification and assistance to
rectify problems. In €Congress we are in an kapossible situation to deal effectively
with our eonatituencies ¥if we @o not know what is happening. This is especi-
ally awkward in trade policy where we have a elear constitutional responsibility.

In these hearings I would hope we could agree to set secrecy aside and focus
on the need for national consensus. Without consenaus, the negotiating victorles
of the Executive can only be ashes. Let us work cooperatirely, and let explain
clearly what we are doing in these hearings. Then maybe this Committee and
.the Senate cam belp put t0gether, construetively, rew policies and agreements
whieh can be widely supported in the U.8. economy.

At home, we will be interested in the evolution of Executive thinking on the
mamagement of trade policy in connection with the domestic econouy. We lhave
had under the new law many applications for adjustment assistance, counter-
vatling duties, anti-dumping action, escape elause action, and relief from unfair
trade practices. Some of these cases obviously are upsetting to our trading
partners., They all require skiliful handling.

For example, the recent affirmative finding by the International '[rade Com-
mission on lmports of specialty steel and the upeoming decision on foofwear
imports will provide a tough test of the effectiveness of our new law. The steel
situation is complex.

Many Countries are involved Wider {ssnes are at stake. The problelns relate
to the policies of other governments as well as to the competitive behavior of
individual companies. The President must act under the law very soon, and I
don't see how he could ignore the 1TC determination without risking a Con-
gressional override under the new procedures. So he must seck & sound, perhaps
imaginative solution, while coping with the eoncerns of other governments. He
should of course bear in mind that some of the European governments have had
problems with ateel imperts too, and they.seem to have found a method of dealing
with the problems by looking the other way while industry has reached tacit
understandings. In our system that method {s frowned om. We have our own
procedures.

The problems in the area of Trade are not easy ones to solve, but the Congress
would not have spent nearly two years deliberating on the trade bill.in 1973 and
1074 {f the issues were not difficult. We have a Trade Act and {t must now be
made fo work, or we will be back in the predicament of earlier years when
special pressures and problems arose one after another without control, angd
the resulf was intergational controversy and endless Congressional debate, and
sometimes unhappy actions. The whole footwear situation still puzzles me,
.because in the closing days of dellberations on the Trade Act the Senate asked
for and wrote into the law its intention that the Executive work out an inter-
national agreement. Now we are waiting for another ITC decision. Maximum
delay sometimes can be a useful way of dealing with stieky problems. The
Executive lately seems enamored of that approach. I hope- it works out.in the
end, because if not, there will be many unhappy Senators who tried their best
in developing the Trade Act to formalize and channel the issues and presswres
£0 that we might all work together instead of at eross purposes. We are proud
of the Trade Act in Congresa It is easy to-forget how much opposition there
was to it, and how hard {t was to organize {ts passage.

So in these hearings, let us have honest views on how the Trade Act works,
and what is being done to make it effective in all its aspects,
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ORRNIRG STATEMENT or SEXATQR CURTIS

Mr. Chairman, I would like to thank youn for scheduling these timety ¥rade
oversight hearings. The farm community In particular has a vital interesdt ‘in
what appears to be modifications in our foreign econgmie dpolhey. These medl-
fications concern .the use of food power as & weapon to atlvance US. national
interests and what appears to be a drift toward -the establishment of com-
modity cartels.

Mr. Chairman, let me emphasize that the benefits of farm exporta 4o not
s{mply accrue to the farmer, they are vitally important-to the economic welfare
df the pation as a whole. The past year's §28 billlon worth of farm exports—
invluding $2 bitllan to the Boviet Union served to sgpur the country’'s recovery.
The Department af Agriculture reports that every'billion dollars of farm exports
means auother 50, Jobs for Americans. Tn 1976 the net plus of $12 hillton
in farm production offset the $10 bilifon deficit in the trade of non€armimng
commodities, pushing the U.8. trade balance into the black by about $2.2 billlon.
Fiscal 1976 favorable agricultural trade balance wiH be even bigger, approach-
ing $13 billion.

Certain sectors of the agricultural community are now axperiencing a serions
downswing in prices. In addition, farmers are faced with the rising costs of fuel,
fertilizer, pesticides and machinery. This squeeze followe a moratorium-on grain
shipments in the inidst of record produection.

As a result this committee must deterinme if our foreign economic policy is de-
nying the American farmer control over his future. Are we at a point where farm-
ers are simply expected to produce grain while others decide how much of it is
to be gold, to whom and at what price? -

The Committee must also determine what modifications of the “Declarations
and Program of Actions for the Establishment of a New International Economic
Order"” adopted by the United Nations General Assembly has had on U.8. Com-
modity Policy. The efficient allocation of resources made possible by the market
system has improved the living standards of all the world’s people. Should our
policy be aimed at improving and strengthening the market oriented system or
should our policy be directed toward a generalized system of commodlty agree-
ments aimed at fixing prices?

Mr. Chairman, it is essential that the answers to the above policy 1ssues he
determined by this Committee. The American farmer must export in order to
maintain the incentive to generate the high levels of production that we have in
this country. It is important to consumers here and abroad, that farmers con-
tinue to produce the large volumes that bring efliciencies of scale and assure
abundance for all,

OPENING STATEMENT OF SENATOR BENTSEN

Mr. Chairman, I welcome the opportunity to appear before this Committee to
offer a few cominents on Title V of the 1074 Trade Act, particularly on that sec-
tion prohibiting preferential tariff treatment for members of OPEC.

I share the deep concern of my Colleagues over the damage inflicted on the .
world ecenomy by the four-fold increase in oil prices over the past two and one-
half years. I support efforts to achieve a reduction in that price although I am
reluctantly coming to the conclusion that there exists only a remote possibility
for such an achievement. It appears that the world will be forced to adjust to a .
permanently higher level than was enjoyed in the past. Certainly we should con-
tinue to work for a reduction in the price of oil but we should also realize that
the energy problem is a two-pronged one: price and supply. Although there may
Le substantial agreeemnt within the OPEC on pricing, this is not the case with
supplies. The OPEC is not a monolithic political or economic bloc. Indeed the at-
titudes and behavior of OPEC members have been divided on the question of )
embargoing supplies. T remind my Colleagues on this Committee that certain mem-
bers of OPEC—specifically Venezuela, Ecuador, Nigeria, Indonesia, Iran and Ga-
bhon—did not participate in the Arab oll embargo against the U.S. and the Nether-
lands. On the contrary, indications are that at least one country, Venezuela, sub-
stantially increased production and supplies of oil to the U.S. during that time. .
Some estimates indicate that shipments of Venezuelan oll to the U.S. even in-
creased as much 88 20% to 22%. And Venezuela has frequently stated that it will
never use oll exports as a political weapon. But rather.than rewarding Venezuela,
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rather than encouraging such independent behavior for the future among those
who did not embargo in the past, the 1974 Trade Act penalizes them. .

Mr. Chairman, the U.S. should address itself to this divergence in OPEC be-
havior by making every effort to encourage the development of cloger tiés with
those countries which djd not participate in the embargo. While we all seek an.
eventual freedom from rellance on imports, there is much the U.8, should be¢ do-
ing in terms of working with these nations on political ahd economic issues (n
order to maintain gccess to their supplies of energy while we develop alternatives,

There is also much that the U.8. should not be doing. A case in point is the
failure of the 1874 Trade Act to distinguish between those who participated In
the OPEC embargo and those who did not. Therefore, I have introduced legisla-
tion to exempt from the prohibition on preferences those members of the OPEC
which did not participate in the embargo. This will be a significant stimulus to-
ward improving relations with these nations and insuring continued supplies of
energy to the U.S. in the event of another OPEC embargo. It is a minor and
(lﬁrfgéaly :ymbouc concession by the U.S. but one which will pay off in substantial

vidends,

Let me point out to the Committee that in the case of Venezuela, for example,
it is estimated that less than 1% of total Venezulean exports would be eligible
for GSP> . .. this Is a trade situation where we export substantially more to
Venezueln than we import—indeed our exports to Venezuela increased during
1974 by 719%. Mr. Chairman, it is clearly essentlal that we maintain access to
Venezuela’s market and supplies, not just to her oll but to her iron and her other
substauntial supplies of raw materials as well—and we cannot maintain this ac-
cess if we restrict our own. Clearly, we must be under no illusion that failure
to end this discriminatory treatment will not affect our own export and supply
opportunities in these countries. Our major trading competitors already grant
GSP to these nations. Our own failure to do so will be cutting off our nose to spite
our face. : -

The reaction of Latin America in particular to the antl-OPEC amendinent has
been a harsh one. The Organization of American States unanimously condemned
the trade act as being “discriminatory and coercive.” Indeed it is no exaggeration
to state that our relationship with Latin America has deteriorated to an all-time
low, partially as a result of this amendment.

Some would argue that those who have hiked the price of oil should not be
rewarded wtih preferential tariff treatment. But is there anyone who really be-
lieves that withholding GSP will cause the price of oil to go down? Will it not
only harden resistance to flexibility on oil pricing?

Mr. Chairman, Latin America—and indeed the entire Third World—has for too
long been relegated to too low a priority by our foreign policy decision-makers as
far as economic and strategic considerations are concerned. Yet it is equally clear
that Latin America’s strategic location and its enormous reserves of raw mate-
rials make it a continent of exceeding importance to our own economic and stra-
tegic security. I urge the Committee to eliminate the discriminatory anti-OPEC
amendment from the 1974 Trade Act.

Mr. Chairman, let me take this opportunity as well to make a few more general
comments concerning Title V.

I believe it particularly important that the Executive Branch and the Congress
use Trade Act authorities to achieve true reeiprocity in trade benefits,

Our negotiations in Geneva to reduce U.S. and other trade barriers and our
duty free preferences for developing countries should aim at stimulating and
expanding, not contracting, U.S. employment and fndustry. Particular care
should be taken so that U.8. regions with persistent poverty and high unemploy-
ment—already hurt by the recession—not have existing employment opportuni-
ties reduced or employment {n new industries foreclosed by foreizn imports. The
impact of duty reductions and preferences on such regions should be considered
before making reductions.

Even where employment benefits are expected to outway damage from trade
concessinng, the Executive Branch should assume responsibility for advance plan-
ning of adjustment assistance, rather than waiting for the damaged communities,
firms or workers to plead for assistance after industries have closed and em-
ployment is lost.

Puerto Rico is one such reglon. Unemployment is still more than 199% but this
is based on only a 429 work force participation rate for those 14 and over com-
pared to 609% of the equivalent U.S. group. Many Puerto Rican workers are dis-
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couraged:and no:longertry to-find work. 'As a result primarily:of the! U.Siireces:
sioy Batiining Sevicunantn Enga Moo pumated om (bEh0.0 %
An July. 19(b, a’ loss, 50 JO 10.0%. By Novem
only 6.\:% 5; thégé Jobs' had ‘been recovered, B’ﬂseslégn, ro?eqtigns of th pr‘esent :
81 million population antl 872,000 1Wbor foree, private {ndustry haust ¢reéats 880,
000 new jobs in Puerto Rico to reduce uneniployment froni' the present 199 'to
5% in 1985, colmpared to the 193,000 jobs created in the previous ten years. !)rc.»
About 40% of Puerto Rican manufacturing employment is in labor intensive
industries ‘most threatened by competition from low wage foreign pro ucgg.
Petrochiemical industies are threaténéd by huge incteases in dnergy and feed-
stock costs which lias- disadvantuged ' them greatly ih comparisont to mainland
masnu:.i ts?smelg:;déggi .hishiwlage ni;xidustftiies ablzo éace tt%m I',tgneisﬁ Btiompétfluog -
8o, v at special,considergtion bg given to. Puerto Rico, othe
regions with like p:oble‘:ng so that U.8. trade _qnd'ec_Qnomi ' polic tru?; preaw;

thousands of new jdbs, not the reverse. "~ -

Senator Packwoop. T am going to leave about 10 o’clock, Mr, Chair-
man, we have the final arguments on the day care, and we have lim-
ited time to get the bill out of committes. So, Mr. Secretary, 1 apolo-
gize if I get yp in the middle of your statement... . .. o

Senator FANNIN. I'm in the same position. = - . - = -

The CHAIRMAN, You can comé baek and ask your questions,

Senator FanniN. Thank.you. C R
. The Cramstan, I must inform the Secretary that there is a bill re-

ported by this committee being considered on the Senate floor today,
and at least two or three of our members have to be present to debate
the issue. I don't think it necessary that all of the committee needs to be
there, we all voted on the issue that will be decided by the Senateé today.
But,.it will be necessary for some of our members to attend to that
legislation while we have the hearings today. I hope the Secretary will
understand that.

Mr. Staon, Yes, sir. :

The Crarryan. I will keep the record open so that any questions
the Senators want to ask could be made part of the record.

Senator FAnNIN. Thank you. : -

The Cuarrman. Secretary Simon ¢ |

STATEMENT OF HON. WILLIAM E. SIMON, SECRETARY OF TREASURY

Mr. SproN. Thank you, Mr. Chairman and gentlemen. I have a very
len(i;thy statement, which I will not read but I would like to summarize
and just highlight the parts, and you can read it at your convenience.

I welcome the oXportunit.y to join in this review of the administra-
tion of the Trade Act of 1974 ; and this statement that I am Fresenting
this morning, I believe, answers in a comprehensive way all the ques-
tions you asked me in your letter requesting me to testify. .

I start out by giving an update on the international economic out-
look, the recovery outlook in the industrialized as well as the develop-
ing countries of the world, and the LDC’s and their reduced growth
rate coming later than the industrialized countries’, of course their
recovery obviously coming later as the developed countries’ economic
outlook improves. = " : . o ‘

The continuation of the current solid recovery in the world is going
to depend on continued sound economic policies by all countries, -

In aﬁproaching the problems of the world economy, the United
States has formulated a consistent intérnational economic policy; no
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nation-is'more intimately involved .in the shaping up-af & coaperative
ivtsrmtionil esorenibo m. Thowsre of ionr dnternationsl policy is
the'd 0§ coftein 'ty 7 et it

T

ental primeipiatm ‘i e
amitiient for e free anvitonms %rw‘&ﬁ?&m&e investment.
So, ‘we seek‘oemin--m?- m fuwtand foremost to maintain.a
sound .U.8. economy;elihinate or reduce'butrisistoamd distortions to
tiade 'on & \fe'c,i&mcdl-‘buéijs ; 'esteblish ﬁ}rtm’rﬁl@'ma‘imvmwﬁw
strugtiute of GATT); permit the Fres Bow of capital in order to-allow
productive use; aseist the develaping sorld te-grow:and ‘becoms 6co-
nomisully eelf:sufficint with fair, ressonsble- sovess:to -developed ma-
tions’ arkets, antd ‘cooperation With dther nations th resolving ‘prob-
lems, and fesponding to change in the intatnationalecqnomy.

Now, the policy guidelines and decisions to .implement these frin-
ciphesarb-boordinated throvgh the Eeonomic Policy Bontd and CIEP.

o Président ‘estdblished EPB in Septeniber of 1974, T am the
Chaitman-of this, and T wm also the ‘Chaitman of the Council of In-
ternational Economic Policy. The Assistarit'to'the President for Eco-
nomic Affairs, Bill Seidman, is.its Xxecutive Director, The Secretary
was designated the Chairman of ‘both these ‘comniittees. |

The. membership of the EPB and ‘CTEP differ somewhdt. The
EPB includes ‘the ‘Secrétary of :the Interior, HEW, HUD, and the
_ Exeeutive Director of the CTEP. EPB-doss not indlude the Secretary

of Defense, who is a member of the CYEP. And, as you know, Mr.
Chairman, the Secretary of Defense is a1so a mamber of the East-West
Foreign Trade Board.

This organizational structure reflects the increasingly close iiter-
twining of domestic and international economic policies which led
first to the appointment of the Cabinet officer most intimately con-
cerned with these issues, which is of course the Secretary of the
Treasury. . _ o :

The Executive Committee of the EPB, of which the Executive
Director of CIEP is a member, was established to meet daily, and we
do at 8:30 each morning, to consider issues relating to international
and domestic economic policy. The fact that there is a Cabinet-level
meeting daily considering these issues is tremendously important. It
has given the executive branch the capability to respond rapidly to
changing conditions, and it has provided an institutional focus for
decisionmaking on matters relating to economic politéy. Participation
in the Executive Committee has been limited to the designated mem-
bers. Other agencies and departments have participated on a regular
Easis.in-a.reas where it is felt they could contribute to-economic policy

ecisions. .

In the international trade area, the Trade Act of 1974 provides the
legislative framework for the development and implementation of
%olicy. Responsibility for the MTN rest with the STR, Ambassador

ent, who is & member of the CIEP, and is Chairman of the Cabinet-
level Trade Policy Committee. The STR joins the deliberations of the
EPB on matters of interest to him and is able to bring to the EPB
matters for attention or decision. .

In addition to these formal mechanisms, Secretary Kissinger and I
meet frequently on an informal basis to discuss economic and foreign
policy issues to assure coordination in our gpproach. '
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- The principles of our international trade .policy are embodied in
the Trade. Act of 1974, and we are actively pursuingthemin the MTX.
Our success in these negetiations will in _argg menrsure Gdtermine the
future of our internutiong! trading system. Progiess Jg therctore es-
septial. We are encouraged by the strong impetus which the MTN ‘fe-
ceived from the agreement at Rambouillet, with the godl of complet-

in "inm"- " . . - e . .
! ghwqg izing the close in'tem‘lati‘oh?hlps.betWGenimex?utiqnuittrgde
and economic policies, the six participants ut ‘Rambouillet agresd to
work in the monetary ‘area to create greater stability in the esonomic
and financial .conditlons underlying the world a‘conom{., They :also
made the fundamental deeision to reaalrspecific agreements in the TMF
relating to exchange rates. This commitment was implemented in the
recent agreements achieved at the Interim .Committee in Jamnica. Be-
cause these understandings are so important to the future of our in-
ternational monetary system, and thereby, to the environment in which
international trade ‘will take place, I would Tike to comment briefly
on the Jamaica accords.

The .Jamaica meeting marked, the. successful conclusion of several
years of negotiations, resulting in the first general revision .of our
monetary arrangement since the basic framework at Bretton Woods.

The package that has been developed combines longer {erm stric-
tural reforms with measures to mest current financial needs. They.con-
sist of four major elements: New -provisions governing -exchange
rate practices which nations can follow in the future,; measures to
yhase :gold out of the system; steps to increase the resources of the

MF and to strengthen the Fund'’s ability to meet the balance of pay-
ments financing problems of member countries; .and proposals to
amend the IMF articles, the constitution of the monetary system,so as
to streamline its qperation, and to conform the institution to the dif-
ferent world which has -developed since the 1940’s. Together ‘these
agreements lay a foundation of impressive strength on which we
may base our effortsin the MTN. :
.. The agreement to reduce the role of gold in the monetary system
removes an important disruptive factor from the system. Tts private
use conflicts with its monetary use. Its extreme price volatility can be
very destabilizing to a monetary ascoet. Its regatively fizred supply
means that new output cannot be expanded or contracted in line with
requirements for more, or less, international liquidity.

ction to update and streamline the IMF articles, relating to the
operations of the general account and the account, provides a flexible
basis to future evolution of the rules of the system.

In the third area, steps are being taken to enhance the IMF’s capac-
ity to provide its members medium term financing for balance-of-
payments problems while adjustment measures become effective. These
actions include an increase in IMF quotas, increase.in members’ poten-
tial aceess to IMF cradit, the establishment of a trust fund, compen-
satory finance facility liberalization. :

A final area where agreement was reached involves exchange rate
practices. In sharp contrast to the rigid system of exchange rates
established at Bretton Woods, which sought stability by requiring
adherence to a specific exchange rate regime—par values—the new

67-937—76-——2
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pmvisiqns,focuslon.ac_hie'y"ing' the underlying économic stability that
18 a prerequisite for, exchange raté stability. The provisions legalize
the various exchange arrangements preseéntly applied by countries;
provide a flexible rax,ge‘gvo.x;ﬁ for futuré adaptation of the exchange
rate system; and provide wide latitude for countries to adopt specific
exchange arrangements of ‘tlieir own choosing so long as they fulfill
certain general obligations relating to the maintenance of interna-
tionally appropriate economic policies. Of particular importance in
this respect for the trade negotiations is the obligation to avoid manip-
ulating exchange rates to gain an unfair competitive advantage.

. Those who criticize the present system of semi-floating exchan‘ﬁe
rates state their case in terms of the volatility of the system and the
impact exchange rate variability has on international merchants. Such
arguments are not supportable. The floating exchange rate system did
not produce exchange rate variability., The variability that charac-
terized the past several years is the result of the violent finané¢ial
pressures generated by boom and recession, by the sharp rise in infla-
tion rates and by the increase in the price of oil. Central to the agree-
ment reached in Jamaica was the recognition that instability was not
caused by the exchange rate regime, but rathér by underlying economic
and financial conditions. ' ' ) -

The agreed new provision relating to exchange rates provides for a
floating system and, upon an 85-percent majority vote, a par value
system. In either case, the exchange rate system is not viewed as
producing stability.

Let me now turn to the MTN, where we are attempting to imple-
ment our important commitment to an open international trading
system. I would like to devote particular attention to two areas where
the Treasury Department has special responsibility : The enforcement
of our antidumping and countervailing duty legislation and our trade
relations with non-market economy countries. I would then like to
discuss an area of special importance,.our commodity policy; I then
discuss the changes that were made in countervailing duties and anti-
dumping in the Trade Act of 1974,

The act did not substantially amend the Antidumping Act, but for
the most part codified various Treasury practices and policies pre-
viously established by administrative action. During 1975, 25 cases
wero 1nitiated, preliminary actions were taken on 18, and final deci-
~ sions, including referrals to the ITC were made on 12 cases.

I believe the Department has continued to demonstrate its deter-
mination to administer effectively the Antidumping Act, and this
committee can be assured that these high standards will be maintained.

The Trade Act of 1974 made significant changes in the countervail-
ing duty law with the addition of time limits for completion of inves-
ti%;rations and the inclusion of a provision for the temporary waiver
of countervailing duties to aid the MTN. You will recall that section
331 of the act authorizes the Secretary of the Treasury to waive the
assessment of countervailing duties otherwise assessable until January
3,.1979, if all of the following three copditions hai s been met:

One: Adequate steps have been. taken to reduce substantially or
eliminate the adverse effect of the bounty or grant;
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“Two: There is a reasonable prospect that successful trade agree-
ments will be entered into reducing or eliminating distortions of intei-
national tradejand =~ . ] "

Three: The 1mposition of additional duties would be likely to seri-
ously jeopardize those negotiations. - L iy

" Either House of Congress may override a waiver, and the Seciétary
may revoke it at any time. | ' . i .

Ig'uring the year Treasury initiated 38 countervailing duty investi-
gations, a record number. This included those cases outstanding as of
the date of enactment of the Trade Act. Thirteen investigations were
terminated at the request of petitioners, 25 preliminary determinations
were reached, and 20 final determinations were made, of which 9
were affirmative and 10 were negative. A temporary waiver of counter-
vailing duties as provided in the act was granted in six of those cases.
Summaries of these cases-are a‘s)pended to my testimony. )

These figures alone do not tell the full story concerning the effective-
ness of our efforts to protect U.S. markets. In several of the cases which
resulted in negative findings, substantial “countervailable” programs
existed at the time the inqairies began. Discussions with Treasury offi-
cials during the course of the proceedings or the mere pendency of the
actions themselves convinced the responsible officials of the govern-
ments concerned to eliminate the subsidies. Furthermore, in each of
the six cases where duties were waived, the exporting country had taken
significant action which in our judgment climinated or substantially
reduced any threat posed by the subsidy programs. In four of the
six cases this action involved the elimination of substantial portions of
the subsidies. In the other two we believed that while potential existed
for adversely affecting the domestic industry concerned, that potential
was removed by other price or export policy guarantees obtained from
the exporting countries.

Treasury exercised its authority to waive the imposition of counter-
vailing duties in six instances. In all cases of substantial subsidization,
Treasury worked closely with interested Members of Congress, rep-
resentatives of the concerned domestic industry, and appropriate ex-
ecutive branch agencies. In my opinion, we have by our actions thus
far, fulfilled the basic purpose for which the waiver provision was
added to the law. We have avoided unnecessary friction with our trad-
ing partners while negotiations continue in Geneva, while at the same
time protecting the interests of our farms, factories, and workers.

Iet me now turn to the need for these negotiations to arrive at a
new set of international guidelines to limit the use of subsidies in in-
ternational trade. :

Section 331 of the Trade Act provides a specific mandate to negoti-
ate on subsidies and countervailing.

Mr. Chairman, as you know, the STR is charged with negotiating
a subsidy/countervailing duty code within the MTN. I am certain
Ambassador Dent will wish to address this issue. Treasury has worked
very closely with STR and other agencies in carrying out the man-
date of the Trade Act in this area. As a result, the U.S. Government
has proposed a framework for negotiation of international rules on
subsidies and counterviiling. We submitted a concepts paper on the
clements that should be included in a subsidies and countervailing code.
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I then go on and describe the paper, the throe categories permitted,
conditioned, and prohibited. ( .

Effective international rules are needed in this axea both to deal
with the wideagrmxd use.of subsidies and to cover.the application of
countervailixf uties against subsidies. .

Present GATT rules do not now provide adequate controls on 4he
use of subsidies that distort international trade, The MITN provide
the gpportumity for developing clear .and effective controls on sub-
sidies and linking subsidy ¢ontrols with rules on:countervailing action.

- Qur abgeative, ther, i8.to gnin agreament on fhe prohibition of :sub-
sidies, the intention and effect of which is to ’?mmom exports, whether
to the United Btates or to third countries. To gain this-objective we
must realistically be willing to accept some limitafions.on our uni-
lateral use .of countervailing duties, at we have proposed is that
where the programs camplained of are purely .domestic in nature—
that is, where they ap,ply.e?ually to domestically consumed produets
and -from the evidence available have neither the intent nor effect of
stimulating exports—countervailing action by the importing country
would be conditioned upon ‘a showing that the imports in question
are actually or ?otentially injurious to domestic industry. 1 wonld
point out that all countries, including our own, maintain an array of
programs for legitimate domestic purposes, which can be judged to be
bounties or grants under the broadest interpretation of those words.
A typical example is the investment incentive programs maintained by
the mdividual States to attract new industries. Some of those indus-
tries inevitahly export some of their production.

I would like to turn now to the secand area of special Treasury re-
sponsibility under the Trade Act, the operation of the East-West
Foreign Trade Board.

In accordance with section 411 of the Trade Act of 1974, President
Ford established the East-West Foreign Trade Board. The organiza-
tion of the Board folloas the organization of its predecessor, the Com-
mittee on East-West Trade.

The President designated me as Chairman of the Board ; Bill Seid-
man was named Vice Chairman; and then I list the other members.
Treasury Assistant Secretary Parsky is the Executive Secretary. In
addition, in response to a suggestion by the distinguished chairman of
this committee ; he appointed the Secretary of Defense.

T then describe the function of the East-West Foreign Trade Board,
my reports, the administrative mechanisms.

Notwithstanding the importance of the Trade Act in creating the
East-West Foreign Trade Board, this administration has consistently
established its objection to the provisions of this act which adversely
affect our trade with the Soviet Union -and other nonmarketeconomy
countries, and which do ndt serve our political and humanitarian in-
terests. My contacts with Soviet leaders and with American business-
men durmg:he past year have firmly convinced me that it is in-our
interest to find a way to unblock these impediments to increased-trade.

In consultations with congressional leaders, I have been encouraged
by a common appreciation that we must move.ahead. Last summer,
I met with the Members of the Senate delegation to the U.S.-U.S.8.R.
Parliamentary Conference before and after their visit to Moscow. The
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Senators had an extremely frank exchange of views witly top Soviet
officials on the impact of the Trade Act on United States-Soviet rela-
tions. I believe their visit was extremely useful, as was the visit of the
House delegation which took place the following month.

The nermalization and improvement of our commercial relations
with the U.S.8.R. and other nonmarket economy countries is a neees-
sary element in the improvement of our overall relations with these
countries. We believe strong economic ties tend to creaté a foundation
of mutual interest which in turn can improve the environment for
progrees in the relaxation of political tensions.

A solution to the legislative impasse we now face would materially
enhance our business community’s efforts to expand trade with the
East. We have had many indications that the lack of official credits
from the United States is causing the U.S.S.R. and some of the Fast-
ern European countries to direct their purchases elsewhere. The major
European countries and Japan have agreements with the U.S.S.R.
under which $10 billion of government-backed credits will finance
export sales to the Soviet Union. This total is in. sharp contrast to
the $489 million in credits extended by the Eximbank before lending
to the U.S.S.R. was suspended in May 1974, S

At Treasury’s request, the Commerce Department is now conduct-
ing an inquiry to determine how much business this country has in
fact lost as a result of this. The Soviets have given us their estimate
that for January through Qctober 1975, as much as $1.8 hillion in
ccontracts which the Soviets were ready to sign with United States
firms have gone to Western Europe and Japan because of the United
States restrictions on Eximbank credits. Many of these contracts are
being negotiated ds part of the Soviet 1976-80 plan and therefore
represent. business opportunities that are going to be lost.

I expect that much of the competition among Western industrial
nations for exports through government-subsidized credits will soon
be constrained through the establishment of guidelines on credit terms
to be followed by the larger industrial countries. However, such ar-
rangements will not mean that other countries will not continue .to
provide large amounts of credit to the East. Qur firms will continue to
be seriously disadvantaged by not having access to these credits.

I would also. like to discuss the related issues of commodity policy,
U.S. relations with the developing countries, and the MTN, Com-
modity policv is a major element of our relationships with the non-oil-
praducing I.DC’s. For the foreseeable future manv of these.countries
will largely depend upon commodity trade for their economic well:
being and for their hard currency earnings. Our commodity policy
decisions are therefore crucial to the ongoing dialog with the develop-
ing nations. Moreover, our actions now in setting forth ofearly and
forcefully our-views will play a pivotal role in the evelution of the

L%

world’s svstem of commodity trade. ‘ » ,
Over the next few menths the United States will be involved in
discussions in several international forums of a variety of siich pro-
posals involving export .controls, widespread commodity agreements,
price indexation, and new international financial institutions. :
I believe more fruitful approaches ave envisioned in the Trade Act

-of 1974. T would argue that Hoth our own economic interests and those
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of the developing countries can best be served, not by putting new
controls on the free market for raw materials and their produets, byt
by working to dismantle those that exist. . LT

The United States has put forth its own set of proposals on com-
modity policy which we believe would constructively and positively
come to grips with the basic economic problems faced by the develop-
ing countries within the context of our fundamental commitment to
free markets. I waut to sumarize these proposals. :

The United States has important interests in raw materials. As an
importer of raw materials, the United States seeks assured supplies at
reasonable prices. This will require adequate investment in raw mate-
rials production, and supply commitments from exporting countries,
As a major exporter of raw materials, we wish to improve our access to
other countries, markets for our exports, and convince other countries
that we are a dependable supplier. Excessively volatile price fluctua-
tions are a matter of concern both to developing and developed coun-
tries. They can distort investment patterns and contribute to inflation-
ary pressure. We also recognize the significant deﬁ»endonce of many
developing countries on earnings from raw materials exports, and we
wish to help increase the security and stability of those esrnings. To
accomplish those goals, we have put forward specific proposals.

To help assure adequate investment, we have proposed that the
World Bank Group, especially the IFC, take the lead in bringing to-
gether private and public capital as well as technical, managerial, and
financial expertise to finance new minerals development, -

To assure our access to supplies at reasonable prices, and convince
other countries of our dependability as a supplier of raw materials,
we are seeking supply access commitments in the MTN, '

Because no one approach can apply to all commodities, we propose
to discuss new arrangements for individual commodities on a case-by-
case approach. We have participated actively in negotiations for new
commodity arrangement discussions. '

We will sign the new Tin Agreement, which will be submitted to the
Senate for advice and consent, because it operates with a minimum
of market interference and permits full latitude for the operation of
our own tin stockpile. N

However, we do not propose to sign the new International Cocoa
Agreement in its present form because it sets rigid price ranges, does
not adequately protect consumers, and relies excessively on export
quotas. We have suggested that the agreement be renegotiated and
are awaiting the reaction of other countries. ‘

We are currently reviewing the new International Coffee Agree-
ment, which contains substantial improvements. Qur review is focus-
ing on the adequacy of the consumer safeguards and the possible fu-
ture price impacts. :

To help primary producing countries stabilize earnings from com-
modity trade, the United States proposes a substantial improvement
in the compensatory finance facility. The IMF has now agreed.

We are also supporting an imﬂprovement of the IMF’s arrange-
ments for national financing of buffer stocks, by amending the Articles
of Agreement to remove any effect of buffer stock drawings on mem-
ber-country access to other IMF resources. o
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To provide even longer run stability and security of export earn-
ings for the LDC’s, we have urged that in the MTN particular atten-
tion be paid to the issue of tariff escalation. If LDC’ are Fven
improved access to developed countrg markets for procéssed forms
of their raw materials, they will be able to diversify their economies
and decrease dependence on exports of raw materials. _

As this enumeration of measures demonstrates, there is no single
approach to commodity trade problems; We reject price fixing ar-
rangements that distort the market, restrict production and wasté
resources, and we have made clear we will not join such agreements,
On the other hand, we are prepared to consider measures that will
improve the functioning of markets and will directly meet the prob-
lems of raw material producers and consumers, In this regard, we
seek the establishment of consumer-producer forums for each key
commodity to promote efficiency, growth, and stability of particular
markets,

I would suggest that by using the mandate and authority in the
Trade Act of 1974, we can improve our access to needed raw mate-
rial imports, increase other countries’ confidence in us as a supplier
of raw materials which we export, and assist the developing countries
in their drive to improve exgort earnings and develop their econ-
omies. I then talk about border tax adjustments.

It is my firm belief that progress in negotiating a more open and
equitable world trading environment is essential to a world beset with
economic difficulty and unprecedented change.

In carrying out the mandate of the Trade Act of 1974, our efforts
in the MTN are going to help us move toward our fundamental goals
of freer markets, improved rules and regulations governing the con-
duct of trade, and a more efficient allocation of world resources; pro-
vide a positive counter to the threat of a potentially hazardous slide
into world protectionism; and enable us to better meet the justifiable
needs of the developing countries, while providing that they gradu-
ally assume equivalent responsibilities as their economic situation
improves. ' .

Vegotiations are a vital element of our international economic
policy. Upon the success of our efforts rests in large measure the
nature of our future world trading system. I am confident that if
we approach these neizotiations with the aim of preserving and broad-
ening the freedom of the private sector to conduct international trans-
actions with & minimum of Government intervention, the future eco-
nomic system will be one with which we can all live and from which
we will all benefit. = ' ‘ L .

Mr. Chairman, I have with me from the Treasury Department Dave
McDonald, Assistant Secretary for Law Enforcement, who will be
deilfhted to respond to any questions, as will I. '

r. Dent has just arrived, and I notice Senator Bentsen came in,
and I will be glad to step aside and have him present his testimony;
he’s got to vote. - ‘ :

Senator Taryapee, ¥f there is no objection, we’ll proceed with 10
minutes’ interrogation. Is there any objection$

Mr. Srmow. I will be glad, if you've got votes to step aside and let
you finish yours. - s
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. Senator BentssN. No, go ahepd and finish yours. R
.. Senator Tauangg. Mr. Secretary, do you think the Canadiang have
lived up to the, spirit and the letter of the United States-Canadian
Automobile - Agreament {. . _ o

Mr. Simon. To the best of my khowledge they have, Mr: Chairmanr,
Ves‘ . ’ . )
! Senator Tavrmapct. The International Prade Commission sent us
a report which is being released today, indicating the Chnadians have
not lived up to their side. of the bargain. o :

Mr. Simon, We have not seen that' report, but ‘what we wilt do,
we will study that immediately and give you our analysis of that
réport. - '

pS‘enator TaLmapag. I wish you would look into it.

Mr. Simon. We certainly will, sir.

[The following was subsequently received: for the record:}

'~ ANALYSXS: OF THE INTERNATIONAL TRADE (COMMISSION'S. RRPORT OX. THE
' AvUto Paer

The Commission's study is timely and compreRensive. Flowever, some achleve-
ments under the Agreemert are not fully recognized: In addition, I would: like
to place some of the Commission’s. findings in. more adequate perspactive. :

First, I would like to focus on what the Cammisgion played down: The situ-
ation immediately preceding signdture of the Agreemeént was that Canada bhad
adopted a scheme for subsidizing exports of qutomotive products by means of
conditional' duty remission on imports. This scheme was not sustainalile; The
U.S. would have countervailed. €anada agreed to drop- its subsidies but made
clear that it weuld increase sharply existing Canadian centent requirements.for
Canadian automobile manufacturers or take other restrictfve actlon. ' .

As a result of the Agreement, Canada dropped. its export subsidies and did net
impose additienal restrietions. It conceded -fres entry te formerly dutiahle
parts -and automobiles from the United 8tates ln exchauge for duty-free entyy
into the United States of parts and automobiles from Canady, Without this
agreement, tighter Canadian restrictions on imports of United States.automobiles
would have been {nevitable.

The Conmvmission aiso- failed to- place due emphasis on the extant to which
the objectiver set out in the Agreement hdve heen achieved. The frst twa objec-
tives of the Agreement were “the creation of a broader market for automohile
products within which the full benefits of speciglization and large scate progue-
tlon (could) Be achieved™ and “the liberallzation of . . . automotive trade with
regpect ta tanift barriers and ather factora tending to-impede it, with,a view to
enabling the-industries off bath countries to participate on & fajr gnd equitgble
basis in the expanding total market of the two countries,” The facts presented in
the Coymission’s study with respect to the integratioh afid ratipnalizdtipn of the
industry and the tremendous growth in bilatéral aytomotive trade clearly demon-
strate that praogress toward these objactives has bean snbstantial,

- Moreaver, the Unite} States. has recelved Impertant henefits from- this proeess
of integration, rationalization, and frade expansion under the Agraement.

—Without the Auto Pact, the United States.x?)léht wel] have last the entire

Canadlan: market as the United States has lost all other major autonrobile
export markets;. . L g : ’
—Tariff-free imports inte: Canada from the United Spates.bave inereased the
profits of United Statescowned firms, allowing them to grow: Some of these
profits-are repatriated to the Untted States; - T

—THe cost savings: from Integration  of North American produetion and the
elimination of Canadian duties on United States produced carsled to pelces
that are lower than they  would have been. in the absepce of the Agreement
and consequent greater -unit sales by the United States-owned produgcers.
These firms gained additionmal salpy as American: caxs displaced Cgna-
dian importy from: thind countrien. (As expeeted, the pact haé redueed price
differentials between the United States and Canada. The Qemmisaion’s find:
ing of increased price differentials since 1871 is accounted for by the inclu-
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. 8lon of the 12 percent manufagturer's. axcise .tax i -the.CGansdian :price,
Whio sha s oy -anto; exclse §n the United States was. elminated
| —Jimilar bpt- smaller effects on sales within the United States.peault froin
lower automobile prices in the United States. Industry spokesmen cited
production economies in the United States which have been translated into
.. lower prices."Due to the alreadlf Jonger protuetion runs in the United States)
these economics are naturglly ‘smalley. per unif of output in the United States
L glsot:lt]ad%' Tati e
—United States has a cumulative export surplus ynder the pact through No-
T vember1975 of five billlon dollars (See Table). pa e
. ~m=Durftg the last recession, trade under the Agreement had a countercyelical
impact upon the United. States economy and -our automotive industry in
particular, Thus our increasing trade surplus under the Agreement contrib-
- uted to ending the recession in the United States economy last year.. i
- All in all, we<feel that the net effect of the Pact on the United States has hech
ftive. This tlew 18 reinforced by the positions of the United States auto
idustry and the UAW, . ‘ C
. ‘Oanada has also gained under the Agreement. The Commission finding that the
Agreement has mainly benefitted Canada is not surprising. The potétitial for the
gtowth of the Canadian industry was greater than that of the United.States
industry when the Agreement was made. It was clear then that 'gxejﬁrel itively
leng efficient in#ustry in Canada could benefit more than tlie more eéfficlent Uhited
States industry. - - - - : s T e ‘
- Easily identified :gatns t6 Cunadn are the creation of an efficlent antomohlle
indaustry, accesy'to American-ownen technology, tower prices td ‘consuhiers before
tax, and improved wages and cmployment. Canada has also avojded a_trade war
with the U.S. However, trade is not a zero sum game. Canada’s gain wids not our

[

loss, - : S
Untortunately, as the Commission pojats out, there are some rinoblems ‘with
the Agreement. Progress toward the third stated objective of the Agreement (“to
develop conditions in which market forces operate effectively to attain the most
ceonomic pattern of investment, htoduetion, and trade”) heds Been less satis-
factory than in: the case .of the other two. Production guardnteés in effect in
Canada continye te inhibit the effective aperation 6f market farces. Carada
Justifies these guarantees in terms of its interpretation-of the “fair and equitgble”
clause in the second objective. Thus whilé the United States strésses the opera-
tion of tarliet forcés under the Agveernient and wants to see it 'becorite trore of
a free trade pact than it is, Canada tends to Tear that rapid progress toward
free trade might weaken the Canadian industry. Nevertheless, some progress
towards the third objeetive-hag been made. Market forces today have a greater
fmpact on automotive tvestmeént, produétion and trade betweéen the Unilted
States and Canafa than they did beforé thé inauguration of 'theé Agreenient.
Further progress toward achieving this objective i needed. S ,
The. United States understands that the three safeiguards:in Anmex A of the
A‘ﬁ‘reemént. ‘togéther with.the ancillary copimisments in the letters of under-
taking are ttansitional. The length-of the transitionial perlod has not 'béen agreed.
. The Agreemetit itself, however, ‘did not spacify ‘that the Annex ‘A gdfegaards
wére transitionq], nor did it mention the ancillary commitmerts in the letters.
Article IV .of the Agreement required the two governmeiits {o underiake no
Iater thap January 1, 19684‘ ofrit review of the progress made towards achleving
the objectives set Yorth 4n Article ¥, ifrcluding “the development of ‘donditions
in which market forces may operate effectively to attain the most eeopomid pat-
tern of investment, production, gind trade.” * - . T =
During that review, the U.S. gxessed the Canadian Government to drop the
transitional safeguards, but the uriadiafy faaintatnéd tiey wore stiil necessary.
We contimie ‘to eve ‘that these salféguards Shonld be phased out; ahd ‘have
pressed thé Canhdian Government to doso. - : N
While (‘anada’s performanee had been ebngistent with the leiter of (he Agree-
ment, these. tn“ns ional ards bave prevented the accomnplishment of the
full inttent of the. Agreement by .interferitk with free trade in autps and parts.
- e tifted Btates acd Canada @iffer on ‘the letters of undertaking between
the American-owned thmpanies snd the Canadian .Government, Qur posttion 18
that theee lotters have .e(x’glred. We so informed the Canadiamy during :the 1068
e

review. However, as £he Commission notes, the Canadlan Government holds that
the'letters are still in effect. : S
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. Both: participating governments: are being urged to modify the Agreement.
Recently the United States and Canadian governments agreed to initiaté in depth
studies of the long-term outlook in the North American hutomotivé {ndustry.
'rhl?se'evalnatlons provide a valuable basis for consideration of optlogs foxf future
policy. - B ' :

'NET AND CUMULATIVE BALANCES OF TRADE COVERED BY THE CANADIAN AUTOMOTIVE AGREEMENT—U.S. IM-
PORTS-CANADIAN IMPORTS

{In millions of U.S. dollars]

Balance of E‘xt;‘pons over (m-
. ports,

Year U.S. nett "cmumlvot
658 658
556 T 1,214
P Y59
83 2,140

-~196 1,94
-197 },747
o8 ‘818
1,233 , 307
1|
1,688 4,995

d i LS.
T R B B T R R T o
Source: U.S. Department of Commerce. - ‘ )

10 FONEL tranesciion watoms for veniciss,$1 Consdhan sauats b s SO 0San Tobk-on: 0ra 0 BN 1My U M
{ ra vaiues for 0S. agian uals U, 5 N ¢ U9, V. ¢ Vo 0,
1971; 0.5, $1.009, 1972; U.S. $0.0997, 1973; US $1.02246, 1974, et

. Senator Taraapae. The best staff economist who specializes in trade
on this committee also thinks they have not. and he has specific de-
tails he would be delighted to furnish to the T y Department.

. Mr. Smmon. That will be fine, and we certainly will look into that.

Senator TaLmapge. Do you agree that we need a vigorous enforce-
ment, of our wnfair trade practice statutes, antidumping and counter-
vailing duty laws? - ‘ - '

Mr. SimoN. Yes, Senator Talmadge, I do. I think that our actions
of last year where we have Processeﬁ a record number of complaints,
you know, for years—well, let’s go back to my hearings when becom-
ing Secretary of the Treasury, where I promised vigorous enforce-
ment of countervailing and antidumping. I think.all of our actions
have supported the statement I made in my prepared text that, indeed,
we have done this; we have wiped the slate clean as far as all of the
complaints. You know, they used to back up for sometimes 8, 4, and 5
years. Sometimes three or four Secretaries would come through before
we finally got them. o e ' o

Senator Taryapce. I congratulate you, sir. S

Mr. Simon. We are trying, and I think we have done it with a
minimum disruption in the world trading system. The other countries
understand our problem, and we have worked in great harmony and
accomplished what is in everyone’s best interest. ‘

Senator TaLmapae. Secretary Kissinger represented there would be
an International Consumer Conference for every major commodity.
Is such a conference necessary for every commodity a

Mr, Simon. Well, we are discussing‘P in the Consumer-Producer Con-
ference commodities, and studying them on a case-by-case basis each
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commodity, understanding at the outset that the United States will not
participate in any per se commodity arrangement that goes against
our very strong free market principles. Anything that dis’t'or%a the
price, we would certainly not agree to. .
~But, each commodity is subject to its own particular dynamics in
the market, and so, therefore there'is a reason to study each commod-
1ty on a cgse-by-case basis, one cannot generalize.in. that.area. ‘
* Senator TaLMapoE. What are the commodities the free market does
not work with ¢ ' '
. IS_Ilr. Simox. Well, one of the outstanding examples today, of course,
18 o1, ’
Senator TALmADGE, That’s not a free market. | T
Mr. Simox. No, sir. Qil, temporarily, is being controlled by a cartel
that has about 67 percent of the world’s proven reserves. I still main-
tain, as I said.just now—and I underline the word “temporarily”—
because I believe that history has shown that cartels don’t- work and
this one is going to be no exception. It has been more successful and
lasted longer than most cartels in history, but this one will meet the
same fate. - '
Senator TarLaapge. What other commodities are controlled by a
cartel, rather than the free marketplace ¢ |
Mr. Siaox. Well, we could say bauxite to a more limited degree.
But, you know, we can’t compare other commodities to oil because
there is no single commodity that the world economies depend upon—
if my memory serves me correctly, 45 percent of the energy used in
all countries of the world is supplied by oil; and all the incremental
——~demands, a8 our economies continue to grow, will have to be imported
from the OPEC nations in the near future. »
Now, as far as other commodities, such as bauxite, there are sub-
stitutions available, there are stockpiles available. So, their ability.-to
raise prices is limited. And also, none of these other commodities are
as essential to these economies as the commodity of oil. '
—Senator TarLmapee. What is the substitute for bauxite?
Mr. Simox. Alumina. ‘
1‘ Senator Taumapce. Alumina, There are tremendous quantities of
that. ' ' - -

Mr. SixoN. Down in your part of the country. -

Senator TALMADGE. It takes 2 tons of alumina to produce the same
amount of aluminum as 1 ton of bauxite. So, a depletion allowance
is favorable to bauxite and nonfavorable to alumina. I wish the Treas-
ury Department would Jook into that and come in with a recommenda-
tion that would save us countless millions of dollars on the importa-
tion of bauxite and bring that cartel down at the same time.

Mr. Sion. We certainly will, Mr, Chairman. S

[The following was subsequently received for the record :]

TAx TBEATMENT OF BAUXITE AND ITS SUBSTITUTES

Domestic bauxite presently recelves a 22 percent depletion allowance. A similar
allowance is accorded to anorthosite, fromm which alumina can be extracted.
Foreign bauxite and subsfIfutes receive a 14 percent allowance. Thus the per
centage depletion rate for domestic production is already over 50 percent higher

tht_\n that for foreign ore.
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- Given the present worldl situation with respect to bauxite, further domestic tax
incentives are not required at this time. The U.8, imports about 90 pergent of its
baauxité, The price has risen sharply as a result of o.%matlc increase in fnternat
taxes imposed by producing countries. The high price of lmportes bauxite, how-
ever, has the beneficial effect of providiug subkteutial priee incenttves for
domestic producerk of bauxite and its substitutes to expand their production
above what it might otherwise be. There price incentives are much more power-
ful than add{tional tax incentives would be.

. Senator TaLmapce, It is generally true that we pay a high price
on a commodity that comes in under commodity agreement in the fres
market ; is it not { |

Mr. SiaoN. Yes, sir.

Senator TaLMapce. Then, what justification .is there to bring in

commodities? o : ,
.- M. Biston, If it disrupts the free market, Mr. Chairman, there is
no justification, I think that at times there is justification to moderate
fluctuation, and I can make a comparison to our international mone-
tary arrangement where the finance ministers in the central banks in
the world- will intervene in a market that is disorderly and subject
to ﬁrmtic fluctuations, rather than underlying economic change, if you
Wiij, . .
Now, if there are going to be shortages that occur for one reason
or anather, or the phenomenon of the simultaneous boom that oc-
curred 2 years ago, at times.like that assurance of supply and some
stability in the prices is a desirable thing. But nothing that distorts
the free market process. . :

“Senator Tarmance. It appears that the governments of most West~
ern industrinlized countries look to the United States to bear the bur-
den of leading the world out of its most serious recession in some 40
years, :

.. What are the implications of this on our own economy?{ Are they
asking that we assume our old role of again running payment and
trade deficits to facilitate their recovery?

Mr. Sxon. No, sir. Our steadfast stand as fer as our economic
policy and feclings of stability in the world econemy as far as the
dxchange rate system is concerned have been well known. We know
what happened back in Bretton Woods when the United States and
Great Britain, the two pre-eminent countries in the world at the end
of World War II set a par-value system which basically gnve a com-
petitive advaritage to other countries, The problem increased. and was
magnified during the 1960, when we used billions of dollars to finance
deficits on an overvalued dollar. Floatiag rates have taken care of this,
Senator Talmadee. WWe have withstood suggestions of the past year:
that the UTnited States reflate more actively hecanse of the answer to
world recovery and winning the battle of inflation starts first and
foremost with everyone taking the appropriate actions in their own
domestic economies. The United States cannot and will not reembark
on inflationary policies in order to help the exports, if you will, and
provide them with an export recovery. - ¥

This is not necessary. and therefore, I believe, we have built the
foundation for a durable and lasting recovery.

Senator Tar.manae. Thank you very much, Mr. Secretary.

The CrrarmanN, Senator Hartke ¢

Senator HArTKE. I think Senator Ribicoff is next.
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- Senator-Rmicorr, Thank.you very much, Senstor Hartke.: - .~ .
. Secretary -Simon, myiquestiona’ are -rather: long, they: are a state:
ment and a question. I will tfy to read them slowly.. ... . «"1..is
- You are the.coordinator of cconomic policy for this:xdministration
through the Ficonomic Pdliey- Board. 1 tﬂer you and: your: représ
sentatives meet at the White Houge daily to pull. things: together:
Yet, we firequéntly see: differences of epinion, and 'eveni squabbles
erupting over international economic "issues in thé press.: Your stafl
appears to.disugree: in-pubkic- with the' State Départment: and-ths
Secretary ' of: State -personaily. The Agriculture Depdrtiment  gets
excited in public over the role of State in grain negotiations, « .7 "
<. The Specinl*‘Irade Representative’s Office sekms to be'ity continuivig
bureaucratic fights: over its jurisdiction and responsibility. Iti the
meantime, basic issues fall between stools. A basic problem inithe steel
trade was not raigsed in the OKCD a month or so'ago, even though the
op'gortnnitjamse. : R
he agricultural questions—and I defer to the chairman &f the
Agricultural Committee here—are a real mess because there is 4 fight
between agencies over whether food stocks negotiatéd in Yondon
should be dealt with in ¢ohjunction with the trade tdlks 'in Genava.
Speeclies are made in the United Nations, and negotiations carried
out in Paris and in commodity' groups in London without apparent
effort to tie these questions to the mainstream of the trade policy. Why

does this have to happén ? ‘ - NN
© Mr. Simon. et me comment for a moment, and T also would like

Fred Dent, to comment as well, Sengtor Ribicoff. . e
We meet daily, yes. We have an 8:30 meeting ‘at the White House
every morning, which is the Executive Committee of the Economic
Policy Board, and the membership is attached. Sure, there are differ-
ences. We are 'dealing with: complex subjects, we hatve departments
with different missions, if you will: and there are, naturally, differ-
ences of opinions. The fact that sometimes these differences of opinions
- Jeak in the press—as I have often said. the Ship of State is the only
ship that leaks from the top, and that is unfortunate because it does
give, ;;he, appearance of confusion to the Congress and to.the American
eople. . . - - T e,
P What-wo:try to do is handle these differénces of opinion. at the
Aissistant Secretary level to the best of our ability, We then escalate it
to the Secretary Jevel to finish it off, if we can. We then bring it to the
President in tﬁe‘form of an options paper. The Pregident makes the
ultimate decision, having taken the foreign policy and economie policy

into consideration. . LT
Much has beety written in the hews%mgeis about the State Depatt:
ment and the Treasury Dgg;rtment.; I think it's important to under-
gtand that is not onlf‘y 1n this country and not-only in this period of
titne. The mission of the State Department:and foreign policy quite
often conflict with the missions of chief fiscal oﬂicers‘aﬁgd ancial offi-
cdrs of a given cowtry, And, taking into.congideration our ecenomio
fohcxes,,and,i_&he strength of our dollar, and our fiscal integrity, which

must, obviously, there -are going to be differensés of opinion: :

We try to work them out, lﬂw’ as I say, sometimes we cannot, apd

wo take it to the President; he makes the ultimate decision, having
weighed both,
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As far as the agricultural policy is concerned, Secrotaries Butz and
Kissinger will be here tomorrow. With the Economic Policy Board,
the Food, Deputies Group, Commodity Policy Coordinating Commit-
tee that the President appointed with Secretary Kissinger and me as
the chairmen to deal with these problems, I think the formulation of
agriculture policy has worked very smoothly.

I guess I could be immodest for & moment and say that I have seen:
the.mechanisms of govérnment in the economic.area, having been.a
consultant: to the Treasury for 9 years before I came:to government;
and seeing the “troika and quadriad,” which was the traditional way
of handling the policy function, I think we have an economic policy

up now that covers the Government better; that brings out all the
ifferences of opinion where they were not 'brought out in the past.
And, certainly, we are going to have differences of opinion.

But these differences in opinion don’t mean divisiveness or discord,
among the participants, we are pretty strong-willed men and feel very
strongly about our basic missions. We try to do what’s best for the
country as we see it from our own particular vantage point.

Senator Risicorr. That isn’t the answer, there should-be differences
of opinjon: that should be thrashed out, I can understand that. But
when the differences of opinion.make it impossible to zero in, ykti-
mately, in a crunch, on what is your policy, or what you do, then you've
got a problem. That’s what I laid out here. : :

- Mr. SimoN. That’s the point, I don’t believe that our differences of
opinion—we do resolve them, and we resolve them very quickly—I
don’t think it has inhibited us from putting our policies forward. = -

[The following was subsequently supplied for the record.] = |’

P
AGRICULTURE Poricy COORDINATION x

'
The Copmittee has re%ge,sted information on the.formal procedures estab-
lished in the Administratibn’to address. agricultural and food pelicy issues. '’

The Cabinet level Economic Policy Board (sce attached) reports directly to

the President and is responsible for the coordination of general economic pelicy,
including both domestic and international agricultural and food policy. The
Board is chalred by the Secretary of the Treasury and its Executive Director
is the Assistant to the President for Economic Affairs, Mr. Seidman.
. Input to the EPB in the form of analysis and positions on the issues is pro-
vided by the Food Deputies Group and a special group on food aid, the OMB
Senior Review Group. Both of these auxiliary groups are made up of member-
ship at the Assistant Secretary level. The Food Deputies Group is chaired by
the Council of Economic Advisors and the OMB Senior. Review Group is chaired
by OMB. Staff work on food ald is furnished to the Senior Review Group by
the Interagency Staff Committee chaired by USDA.

In addition to these more routine functions, certain international agriculture
and-food lsgues.such as the World Food Conference follow-up and the develop-
ment of the U.8. proposal for an International Grain Reserves Agreement have
bheen highlighted for special emphasis. Responsibility for these areas has been
delegated to the International Food Review Group which reports directly to the
President. The IFRG is chaired by the Secretary of State; the Vice Chairman
is the Secretary of Agriculture. The IFRG recelves staff level input from the
IFRG Working Group. . . = . .

Also, with the announcement of the U.S.~-U.S.8.R. long-term grain agreement
in October, 1875, the President established the Economic Policy Board/National
Security Council Food Committee to closely monitor the effects of the agreement
and to consider other agricultural and food issues that impact on domestic ecos
nomic and national security policy. .

‘I;he et((laod and agricultural policy organizational structure i3 currently being:
reviewed, : et ‘ : ‘ ‘

R
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Senator RiBrcoFF. Just why wasn’t the problem of the steel trade
raised in OECD a month ago? In other words, if there was an Amer-
ican policy, why wasn’t this raised? I mean, that is certainly some-
tshing Senator Hartke is interested in, coming from a steel-producing

tate,

Mr. DeNT. Senator, the OFECD consultation was to review the status
.of the Eurapean steel indusfry, which had been petitioning the Euro-
pean comn\fssion for action, We have already established within the
multilateral trade negotistions a steel sector operation which is re-
viewing the entire area of the steel and'iron industyy. ' L

The OECD does not cover all nations who are involved iy the steel
industrxl'y. e feel it is better to iehj this resolved within the context of
the MTN, rather than in an ad hoc eonsultative group which was not

established, for xiegoﬁatingﬁ purposes. We think the interests of the
American steel industry can better be accommodated on a long-term
basis within the multilateral trade negotiations. - P

[The following was subsequently supplied for the recoxd:]

STFEL TRADE PoLICY COORDINATION . x :

i

The Committee has requested further information on the manner in vt)pich
TU.S. trade policy for steel is coorleated within the Administratién, :

There are éssefitially thre¢ areas in which U.S. steel trade polidy is an*-‘jhas
‘been closely coordinated on &n interagency basis: (1) the recent consultations
qn|steel within the OECD, (2) the current interagency review of the U.S. uter-
wational Trade Commission’s: recommendation on import relief for the stamhless
ang alloy tool steel industry. and (3).our policy for negotiations on steel within
1the Multilateral Trade Negotiations, - - ’ ’ o -
" Within the OECD, the European Community requested consultations ynder

¢ Trade Pledge to review its domestic steel industry problems in the ¢ontext of
‘internal pressures for steel import controls. The consultations were not des|gned
888 negotigtion on steel in general, which is more properly the responsipility
-0f the Multilateral Trade Negotiations, The U:S. delegation to thé: OECD xon-
sultations was jointly headed by representatives of the State Department ‘and
‘thé Office. of the.Speclal Trade Representative, with delegation ‘nmiémbers ifrom
other interasted agencies. The U.S. position was coordinated in adwance among
‘theége agencies. As a result of the consultations and internattonal expression of
«copcern- that unilateral action not be taken to restrain imports in this sensitive
sector; formal import restraints by the EC were avoided. ‘

The Adwinistratlon’s worfk on the specialty steel escape ‘clause dase is being
+done on an interagency basis through the Trade Policy Committee (TPC) frame-
work. Members of the Trade Policy Committee are:

(1) the Special Trade Representative, who shall be chairman,

(2) the Secretary of State, ) :

{8) the Sgeretary-of the Treasury,

(4) the Secretary of Defense, -

(5) the Attorney General, '

(8) the Secretary of the Interior,

(7) the Becretary of Agriculture,

{8) the Secretary of Commerce,

{(9) the Secretary of Labor,. : .

(10) the Assistant to the President for Economic Affairg, and o

(11) the Bxecutive Dirvector of the Council on International Economic Policy.

In accordance with the Trade Act provisions, the Trade Policy' Committee
will advise the President on this case. The infermation which the Trade Act re-
-quires the President to consider in making his decision in escape clause cases,
:and other necessary information, is being developed for the TPO and the Presi-
dent by an interagency task force which includes representatives from the Office
-of the Special Trade Representative (chairman), the Departments of Agricul-
ture, Commerce, Defense, Justice, Labor, State, and Treasury, the Office of Man-
:agement and Budget, and the Council on International Economic Policy.
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Steel policy for the Multilateral Trade Negotiations is formulated by an inter-
agency task force chaired by STR. Agencies participating in the iron and steel
group include Commerce, Treasury, State, Labor, CEA, Interior, CIEP, FI'C,
and the International Trade Commission. The tusk force has begun a study of
steel mill products with a view to developing U.8. negotiating strategy for steel
in the MTN. The task force will, of course, take into account the industry and
labor advisory reports on steel, -

Senator Risicorr. Now, let's take the next step. We have been think-
ing about the conclusion commodity policy, and the fact that business,
labor, and agriculture, as well as the consumer are all affected by your
policies and negotiations. We are increasingly concerned that policy
1s made in a vacuum. Negotiations on commodities necessarily affect
the conditions of trade.

So, logically, such negotiations should be dealt with as trade nego-
tiations. Yet, they are handled in some other special and secretive
wag. We don’t understand this.

“onsequently, to help the Senate deal with our constituents, and at
the same time work constructively with the executive branch, to help
your work with the Congress Senator I.ong and I introduced yes-
terday a Senate concurrent resolution that simply states that agree-
ments that affect conditions of trade in commodities shall be treated
as trade agreements within the meaning of the Trade Act of 1974.

Thus, if you want to talk to other nations about commodities and
the results affect trade in any way, there will be a clear-cut procedure
for working with Congress, with the farmers, industry, and workers.
Wo should not be surprised, and you should not be embarrassed by
congressional rejection of international agreements if we follow the
proper procedure. We all ought to be able to assist each other in find-
ing the best solutions for our Nation; and working separately, we
are bound to have conflicts.

Do you agree with me and Chairman I.ong that Congress and the
Executive should work more closely in this area ?

Mr. Simox. I agree fully, Senator Ribicoff, with the need for close
and frequent consultation. We fully agree.

Senator Risrcorr. Ambassador Dent ¢

M. DENT. Yes, sir. As you know, we are committed to working as
closely as possible with the members of this committee, committee staff,
and the House Ways and Means Committee. In all efforts we try to
keep them posted and have their input as policies, trade policies de-
velop. We will be glad to review this proposed legislation and give you
our detailed views on it. ' :

Senator Risicorr. You agree, then, both you gentlemen, that agree-
ments affecting supplies, prices, stock, or assurances of purchase or
supply. affecting the conditions of doing business, are these not then
trade acreements?

Mr. Dext. There are certain laws, for instance, the Agricultural
Act. under which commodity agreements can be negotiated; in some
instances they are negotiated in treaties. All others, we do believe, fall
under the Trade Act. and we would contemplate consulting on those.
Where other tvpes of commodity agreements are under discussion, we
think vou should be advised on those as well.

Senator Risicorr. But, shouldn’t they come to the Ways and Means
Committee and to the Finance Committee, which would be acting for
the House and-the Senate ; should they not come here?

_ 67-937—76——3
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Mr. Dent. If there is legislation under which it is negotiated, for
instance, that is the responsibility of the Agriculture Committee, we -
believe that the working out of the rclat_ionsﬁip between the two com-
-mittees should be handled by the Senate. As far as we are concerned,
we would be delighted to consult with both, if that is the wish of
the Senate. |

Senator Rieicorr. There is no problem that Senator Long and Sen-
ator Talmadge would bo-able to work out the jurisdictional situa-
tion. Senator Talmadge happens to be deeply involved with trade
matters,

In other words. do I understand from both of you, the careful work
that the Finance Committee put into the Trade Act of 1974 over many
months ought to be put to work in this area as it was intended, rather
than start a whole new wall of words over jurisdiction and assessment
of national interest ?

In other words, the chairman, with the support of this committec
very carefully worked out a bill in such a way that there would be
oversight, understanding we would prevent conflicts that would em-
barrass you and any subsequent administration, by coming to the chair-
man and the Finance Committee with things. And yet, our fear is
that you are proceeding to enter into agreements and negotiations on
an executive basis without coming to the U.S. Senate.

I am sure the chairman intended, and the whole committee backed
him up unanimously that trade agreements and negotiations should
come here. And of course, as you say, if you’ve got agriculture, there
is no question that this would be worked out in coniunction, without
difficultv, between Chairman Long and Chairman Talmadge.

Mr. Smyon. That’s the thing, I get into enough trouble without
monkeying with the jurisdictional problems in Congress.

The coffee agreement today, for instance, would come before Ways
and Means and Senate Finance. The tin agreement would ¢ome before
the Senate Foreign Relations Committee. And these are the problems
that have to be straightened out. )

The point of the whole matter is, yes, we want to work with the
Congress intimately on every one of these potential commodity ar-
rangements. I have always had a bias toward the Senate Finance
Committee and working on one committe with these problems rather
than a proliferation of committees. But, again, I don’t want to get
into the jurisdictional problems you may have. ’

The Cuamrman. May I just interject that there is a great need of
working together. I think this committee, as much as any committee
on this Hill, has been able to work with other committees, including
Labor, Commerce and all the others. We respect their jurisdiction,
and we ask them to respect ours. I'm proud to say that in this group we
are flexible ; we see the other fellows’ points of view. '

But, I think that is satisfactory, Mr. Secretary, vou want us to
work that out and do business with whoever we designate up here.

Senator Riricorr. Mr. Chairman, the bell rang while vou were
commenting. I do have some more questions, and I will come back
on the second round, Mr. Chairman.

The CatRMAN. Senator Hartke ?

Senator HarTkEe. Mr. Dent is before us.

The CrATRMAN. I see him.

Senator HARTKE. I mean officially.
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The CrammaN. Including in the flesh. . .
- Mr. DENT. Senator, I'm here today, and I will be back tomorrow,
to coordinate the administration’s presentation. So, whenever it suits
ou, . .. .
y Senator HARTKE. The question I raise is one which was introduced
by Senator Talmadge, concerning the Canadian Automobile Agree-
~ment. I have been a long-time critic of that agreement, as you well
know, for about 11 years,

On July 9 of last year, this committee at my request asked the
Tariff Commission, which is now called the International Trade
Commission, to do a study on that matter. That study was released
today. Have you had a chance to look at it ¢ ‘

Mr. DeNT. No, sir, it has not been made available in this country.
Woe understand the Canadians have a copy, and the Canadian press.

[ Laughter.] i

Mr. DExT, We look forward, in anticipation, to this study.

Senator HarTre. Well, let me say to you, this is the first time I
have found our intelligence to be superior rated to yours, Mr. Dent.
I have a copy of it. I have already addressed a letter to the President.
}S ‘have a copy which I will be glad to give to you and Secretary

imon.

I will say, it vetifies every complaint, and a few that I didn’t even
have, about thé agréement, Since you don’t have a copy of it, there is
not much I can ask yon about it at this time, except that it is very

appropriate concerning Secretary Simon’s statement on page 4, the
“Principles of U.S. International Economic Policy,” and item 2, “To
eliminate or reduce barriers to and distortions of trade on a recipro-
cal basis.” I think it is fair to conclude that the report says the Ca-
nadian Automobile Agreement does not constitute trade on a recip-
rocal basis, ' e

Let me'ask you, then, whoever wants to answer it, are we following
deflationary policies in our economic policies today ¢ -

Mr. Simon. I would say, Senator Hartke, yes, we are. But then I
would hasten to add, we are fighting the twin battle of killing infla-
tion, and the terrible——

; Senator HARTKE. I was not asking for the rationale, but practical
actors.

. Mr. Smaon. We are fighting a twin battle, inflation and unemploy-

ment. -

Senator HArTKE. Well, let me point out to you, in your statement,
page 4, you make rather severe indictments of the cause of the inter-
national recession. “Simultaneous reflationary measures in 1972 and
1973 led to worldwide inflation. Simultaneous deflationary policies in
1973 and 1974 led to cumulative recession and here you have the very
cause of the international recession being pursued at the present
time.

Now, let me ask you a 'question. Do you agree with this statement
that “Things are better today than they were yesterday” ¢

Mr. Simon. Things are better today than they were yesterday? Yes,
and I will go one step further, they will be better tomorrow than they
are today.

[ Laughter.] :

Senator HArRTKE. Would you say that conditions are more favorable
for farmers’ crops than they have been in the past year$
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Mr. Sinox. Yes, I do, sir.

Senator HarrgEe. Would you say that you can see little on the hori-
zon today to give you undue, or great concern §

Mr. S1aoN. Yes. I think there are quite a few things that continue
to give us concern. But then, again, we don’t want to get overly pes-
simistic about that because a country, or a world always has problems.
I think one of the important things that we have succeeded in doing
these past couple of years is recognizing international interdependence
of nations.

Senator HArRTKE. Can I just go ahead ?

Mr. Sivon. ' sorry.

Senator HArRTKE. I mean, I'll be glad to listen to you in 2 moment,
f'ou can make any statement you want to, but on my time I would

ike you to answer my questions.

Mr. Siaron. I'll answer “yes” or “no” if I can. [Laughter.]

Senator Harrre. Would you agree there is nothing in the present
situation that is either menacing, or warrants pessimism ¢

Mr. Siymox. Pardon me?

Senator HarTkE. Let me repeat it. Would you agree thers is nothing
in the g)resent situation that is either menacing, or warrants pes-
simism ¢

Mr. Sinox. Well, the danger of excessive stimulating through fis-
cal and monetary policies could make me very pessimistic.

Senator Harrke. Would you say there is nothing in the situation at
the moment to be seriously disturbed about? -

Mr. SiaoN. I'm disturbed about that.

Senator HARTKE. About that, all right. Would you say employ-
ment has been slowly increasing?

Mr, S1aroN. Yes, sir, it has increased by 1.7 million.

Senator HArRTKE. And all the evidence indicates that the worst effects
of the recession have been passed in a relatively short period of time?

Mr. Siaron. Well, if you talk about unemployment as the worst effect,
that will not be a relatively short period of time. A week is a lon
time, as far as the people that are unemployed are concerned; an
unfortunately we are not going to be able to, as our forecasts show,
to bring down unemployment. .

Senator HarTRE. Mr. Secretary, let me tell you, I have been read-
ing from a rather noted author’s book called Schlesinger, “Crisis of
the Old Order.” And the statements that I read to you, the first one
was a statement by Robert Lamont; the second one by Henry Ford,
“Things are better today than they were yesterday” ; the third one was
by Charles Schwab, president of Bethlehem Steel; the next one by
George E. Roberts, vice president of National City Bank; the next
one by Secretary Melvin, who at that time was Secretary of the Treas-
ury: and the last one was made by the then President Herbert Hoover.

All T can say to you, as T look at this chart which was put out by
the Finance Committee, on page 2.* I find it very disturbing that we
are being asked to lead the country out of the depression, recession, and
the charge is being made persistently and consistently that the un-
employment rate in the United States is almost triple that of any in-
dustrialized country in the world.

Mvr. Starox. When you say lead country, you mean lead the “world”
out of a recession? '

*See p. 33 of this hearing.
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Senator HarTkE. Well, that is what this report says. They are look-
ing to the United States to lead us out of the recession.

r. SimoN, Well, I responded to that question when Senator Tal-
madge was in the Chair, and there were requests, Senator Hartke, a
year ago, that the United States must reflate faster, that the other
countries must have an export lead recovery.

One, that would endanger us, reembariing immediately upon the
old inflationary policies, only to bring about worse miseries later on.
We resisted that, Senator Hartke.

Senator HArTKE. Iet me ask you, if this is so good, how come the
rate of unemployment in the United States is, as I said, triple that
of any other industrialized country ¢

Mpr. SimoN. One cannot make a general statement on unemployment
rates and say, if they are all 4 percent, worldwide, that it's relative. For
instance, in the German economy, the first 1 or 2 percent of unemploy-
ment in Germany is exported back to countries which sent migrant
workers to Germany, by the return of those workers to their own coun-
tries. Every economy is different. '

Senator HARTKE. Why can’t we do that? I mean, why should our

people be sacrificial lambs to the rest of the world ¢
= Mr. Spon. Our people are not made sacrificial lambs because of
deliberate policy, Senator Hartke; the recession, and the attendant
high unemployment is a result of severe inflation.

Senator HArTKE. In our country ¢

Mr, S1aroxN. Yes.

Senator HarTkE. They didn't have high inflation in Japan? I under-
stood theirs was higher than ours. ‘

Mr. Simon. Inflation and Japan’s relative unemployment is just as
high as ours at the present time.

Senator HArTRE. What do you mean, “relative unemployment”?
Unless this chart is wrong—and I didn’t prepare it—but it says here
that at present it is 2.2 percent.

Mr. SimoN. Again, I don't have the figure, but we cannot make sim-
plistic relative comparisons of an # percent in the United States
versus Japan, or Germany, or Ttaly.

Senator HARTKE. The inflation in the Unitéd Kingdom has certainly
been higher than in the United States.

Mr. Staon. That’s correct.

Senator HArTRE. Their unemployment rate today is only 5 per-
cent, and we point to them as a country headed for disaster.

Mr. Siaon. But let’s look at the United Kingdom. They adopted
restraint programs last of all the industrial countries in the world.
Thev are bringing their inflation down, and they are suffering as a
result by higher unempnloyment, which always occurs.

Senator HArTKE. The unemplovment in Italy, which had a very
much higher inflation rate than the United States, even at this late
date is only 8.3 nercent. How do you account for that ?

Mr. SimonN. The provortion of unemployment in most countries re-
lates to, obviously, their dependence unon food and fuel, to 2 much
greater degree imports than the United States, as well.

Senator Hartee. But why is the unemployment rate so low in these

c?lu?ntries, on a comparative basis; do you have any explanation at
a
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Mr. Siamon. Again, what I would like to do because one cannot
simplistically answer that, I will supply you for the record, country
by country of the industrial countries of this world, with unemglog-
ment rates; and also, importantly, methods of caiculatlons of the
unemployment rate in the United States versus these other countries.

[The Department subsequently supplied the following analysis for
the record. Oral testimony continues on p. 41.]

DIFFERENCES BETWEEN U.S. UNEMPLOYMENT RATES AND THOSE OF OTHER
INDUSTRIAL COUNTRIES

The adjustments made to other countries’ unemployment figures to make them
more comparable to U.S. data, are in some cases as large as 30% of the original
figure (Table 2, p. 3). The basis for these adjustments is outlined in the attached
materials provided by the Bureau of Labor Statistics (Tab A); a more detailed
article is in preparation. As attached Tables 1 and 2; and the data Senator Hartke
referred to in the Senate Finance Committee Print, show, the recorded U.S. un-
employment rate is still much higher than those of other industrial countries
(with the exception of Canada), after adjustment to a comparable basis is made.
However, several points need to be made if the significance of this fact is to be
properly understood. ’

Perhaps the basic point is that this is not a new phenomenon—indeed, the re-
latlonship between current unemployment rates in the U.S, and Canada, and
the other major industrial countries, has existed for some 15 years. There appear
to be some rather basic institutional and cultural differences between the U.8.
and Canada (or “North America’”) and the other major industrial countries
which are reflected in the unemployment statistics, The attached Treas. Discus-
sion Paper, and reprints of two relevant articles from the Monthly Labor Review,
set these out in some detalil.

Among the factors noted are:

The degree of employee mobility and job attachment. While hard data are

_scarce, it appears that job turnover rates in the U.8. and Canada may be as
much as double those in other major industrial countries. In other words, some of
the higher U.S. unemployment may reflect a healthy degree of “frictional” un-
employment—employees between their old jobs and new, hopefully better ones.

Institutional practices concerning short-time working vs. layoffs. Due to dif-
ferent customs, union rules, unemployment systems, etc., employers in some
countries apparently are more likely to reduce hours worked rather than laying
off staff during a business slump.

For example, in Germany it is possible to draw “unemployment” compensation
in situations involving less than full-time work, without actually being laid-off.
In Japan, large firms seldom if ever lay off their “regular” workers.

Some members of the labor force may become discouraged and stop seeking
work for a time, thus reducing the recorded unemployment figure. It’s not known
to what degree this may cause recorded U.S. unemployment to be higher than in
some other countries. .

The U.S. clvilian labor force increased by 839% between 1960 and 1975. In
contrast, the Japanese 1abor force grew by less than 209% and in the Western
European countries by less than 169%. It actually declined in several countries
(Table 2). At the same time, labor force participation rates were rising in the
U.S., while falling in virtually every other country. (Table 8) -

For both these reasons, the U.8, had to create more jobs than other countries
Just to stay even,

The U.S.-foreign comparisons looks quite different if we follow the advice
of Julius Shishkin, Commissioner of Labor Statistics, and look at the employ-
ment ‘“‘donut” as well as the unemployment “hole.” For example, as the data
in Table 2 show, between 1970 and 1975, employment in the U.S. increased by
nearly 8%. By contrast, employment grew 2149 or less in France and Japan, by
less than 29 in the U.K. and Italy, and may have actually declined in QGer-
many. Over longer periods, a similar pattern emerges. For example, U.S. em-
ployment rose 19% between 1065 and 1975, compared with rises of 119, in
Japan, 8% in France, less than 19 in Italy, and actual declines in Germany and
the U.K. (Table 2, p. 2). -

Attachments
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TABLE 1.—UNEMPLOYMENT RATES IN 8 COUNTRIES, ADJUSTED TO U.S. CONCEPTS, SEASONALLY ADJUSTED, 1970-75

United ’ United

Period States  Canada Japan  France’ Germany italy? Sweden Kingdom?

49 . 59 .2 2.7 0.5 3.5 1.5 3.0

5.9 6.4 .3 3.0 .1 3.5 2.6 3.8

5.6 6.3 4 30 .9 4.0 2.7 4.2

4.9 5.6 .3 2.9 1.0 3.8 2.5 2.9

5.6 5.4 1.4 3.1 2.1 3.1 2.0 2.9

5.0 5.4 .3 3.0 1.6 3.1 2.2 2.8

5.1 5.3 .3 2.8 1.9 2.9 2.1 2.9

5.6 5.4 A 2.9 2.3 3.0 2.0 3.0

6.7 5.6 .7 3.5 2.9 3.3 1.7 3.2

8.5 11 .9 4.3 43,9 3.6 1.7 4.9

| P 8.1 1.0 .1 3.9 3.2 3.2 1.5 3.7

| [ P 8.7 1.3 .8 4.2 4.0 4.0 1.8 4.5

11 8.6 2.2 .9 4.4 4.6 3.7 1.6 58

IV eeereeeeaeees 8.5 7.1 2.2 4.6 4.5 3.9 1.7 6.0
October. ... 8.6 .1 2.2 4.6 4.1 3.9 1.7 6.0
November. .. 8.5 1.2 2.2 4.7 45 ... 1.7 6.1
December.. .. ............ 8.3 7.0 eeeeeen... 4.7 L 2 I 6.1

1 Revised on the basis of analysis ¢f the annual {abor force survey for 1975,

 Quartarly rates are for 1st month of quarter,

¥ Grest Britain.

¢ Preliminary.

Note: Quarterly and monthly figures for France, Germany, Italy, and Great Britain are calculated by applying snnual
adjustment factors to current published data, and therefore, should be viewed as only approximate indicators of unem-
ployment under U.S. concepts. Published data for Canada, Japan, and Sweden require little or no adjustment.

Source: U.S, Department of Labor, Bureau of Labor Statistics, February 1976,

TABLE 2.—LABOR FORCE, EMPLOYMENT, AND UNEMPLOYMENT IN SELECTED INDUSTRIAL
COUNTRIES, 1959-75

United United
Year States ! Canada! Australia!  japan  France Germany italy Sweden Kingdom?

ClVILlM; LABOR

(THOUSANDS)
Adjusted to U.S.
concepts:

95 6,214 ) 43,30 9,109 5,850 20,530 ¥ 23,410
6, 382 1) 44,120 9,120 5,970 20,340 3 23,650
6, 491 1) 4,610 9,030 , 180 20,270 3,5 23,900
6, 584 ¥ , 040 9,180 85, 220 , 160 3,663 24,250
6,715 45, 420 9,340 26,350 19,760 3,731 24,470
6, 898 4,5 , 040 8,660 26,30 19,740 3,687 24,600
7,105 4,689 45,770 9,750 6,450 19,440 313 24, 7;8

7,382 4,833 47,850 9, 980 19, 150 3,766 24,8
1,657 4,958 48,810 20,140 5,8% 19,290 3,743 24,780
1, f!l 5070 49,680 20,420 5700 19,220 3,803 4, 640
8,116 5,213 50,140 0, 680 5,970 19,030 3,815 24,600
8,323 5,381 50,730 1, 040 6,240 19,090 3,834 24,470
8,579 5,486 51,030 1,270 26,350 19,010 3,932 4,220
8,840 5589 51,140 421,430 6,310 18,80) 3,939 424,530
9,225 5,723 52,310 71,710 6,420 18,930 3,952 424,720
9, 602 5,869 52,080 421,970 . 19,239 4,013 424,810
9,957 5979 452,140 +21,930 425950 419,430 44,089 425180
6,242 44,330 8,925 26,337 21,286 ) 23,229
6,411 1) 45,110 8,951 26,518 20,972 ? 23,523
6, 521 5) 45,620 8,919 26,772 20,832 3,6 3,799
6,615 1) 46,140 9,050 26,844 20,629 3,676 4,063
6,748 3) 46,520 9,398 26,930 20,1 3,79 24, 219
6,933 4,5 47,100 9,638 26,922 20,926 3,710 4, 408
1,141 4,689 47,870 9,813 27,019 19,7 3,738 24,517
7,420 4,833 48,910 9,964 26,962 19,3% 3,792 4,663
7,694 4,958 49,830 0,118 6,409 19,525 3,774 4, 542
7,919 5070 50,610 0,176 26,291 19, 3,822 4, 465
8,162 5,213 50,980 0,434 26,535 19,266 3,840 24,468
8,374 5,381 - 51,530 0,750 26,817 18,302 3,913 4,393
631 5,486 51,780 0,958 26,910 19,254 3,961 24,160
8, 891 5,589 51,820 1,156 26,901 19,028 3,969 4, 448
9,279 5,723 52,930 21,388 26,985 19,169 3,977 4,726
, 662 5,869 52,740 1,655 26,813 19,458 4,043 4, 810
10, 015 5,979 452,780 ¢21,646 426,546 19,650 44,122 424,987

Sce footnotes at end of article.
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TABLE 2.—LABOR FORCE, EMPLOYMENT, AND UNEMPLOYMENT IN SELECTED INDUSTRIAL
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TABLE 2,—LABOR FORCE, EMPLOYMENT, AND UNEMPLOYMENT IN SELECTED INDUSTRIAL
COUNTRIES, 1959-75—Continued

United United
Year States ! Canada! Australia’? Japan  France Germany Italy Sweden Kingdom?
UNEMPLOYMENT
RATE (PERCENT)—
Continued
Adjusted to U.S. -
371 ) 80 380 440 1,170 670
445 3 750 350 2 880 3 520
465 2 660 310 120 150 470
390 1 590 280 1 640 54 680
372 590 250 120 $30 63 840
324 540 2 590 58 610
279 61 570 80 170 44 530
266 72 650 360 70 820 59 560
34 79 630 400 260 130 79 830
330 78 590 540 300 740 85 800
381 80 570 500 220 710 12 740
494 75 580 41140 660 59 740
551 87 630 4180 660 101 920
561 125 730 €650 1240 150 107 41,040
519 1 670 4620 4260 720 98

523 1 17 ¢ 680 4550 600 80 U
? 254 41980 4940 41,020 4710 468 41,230
372 3 254 540 1,117 44
446 J 150 239 2n 836 1 346
466 203 181 10 312
1 590 230 154 611 432
374 3 690 213 186 504 63 521
324 540 216 169 549 58 372
2 61 570 269 147 714 a4 317
267 72 650 280 161 759 59 33
315 79 630 365 459 679 19 521
382 18 590 427 323 684 85 549
80 §70 kTh) 179 _ 655 72 S44
495 75 590 356 149 609 59 582
552 87 640 M6 1 609 - 101 758
562 125 730 492 2 697 107 844
520 108 610 450 213 668 598
525 133 130 501 560 600
707 254 41880 ¢ 840 1,074 654 68 969

1 Published and adjustéd data for the United States and Australia are identical. Canadian data are adjusted only to
exclude 14-yr olds, .

t Great Britain only.

1 Not available.

4 Preliminary estimates based on incomplete data,

§ {ncluding military personnel for Japan, Germany, Italy, and Sweden,

¢ Fot the United States, Canada, Australia, Japan, haly. and Sweden, unemploymant as recorded by sample labor force
surveys: for France, annual sstimates of unemployment: and for Germany and Great Britain, the registered unemployed,
. ? Thzh Australian labor force survey was iaiti in 1964, Unemploymant rates for 1959-63 are estimates by an Australian
esearcher,

! For France, unemployment as a percent of the civilian fabor force; for Japan, Italy, and Sweden, unemployment as 8
percent of the civilian {abor force plus carser military pessonnel; for Germany and Great Britain, registered unempioyed
as a percent of employed wage and salary workers plus the unemployed. With the exception of France, which does not
publish an unemployment rate, these are the usually published unemployment rates for each country. Published rates
shown for Germany and Great Britain cannot be computed from data confained in this table,

Note: Data for the United States relats to the population 16 yr of age and over. Published data for Canada, France,
Germany, and Italy relate to the mapulation 14 yr of .%. and over; for Sweden. in the population aged 16 to 74; and for
Australia, Japan, and Great Britain, to the population 15 yr of age and over, The adjusted statistics have been adapted,
insofar as posslblo, to the aie at which compulsory schooling ends in each country. Therefore, adjusted statistics for
France and Sweden relate to the population 16 yr of age and over; and for Canada and Germany, to the population 15 Kr
of age and over. The age limits of adjusted statistics for Japan, ltair, and Great Britain coincide with the age limits of the

gb ;shfedgstati;hcs. 'Statlstncs for Sweden remain at the jower age {imit of 16, but have been adjusted to include persons
yr of age and over,

Source: National sources and statistical publications of the international labor office, the organization for economic
cooperation and development, and the statistical office of the Euorpean communities. Some dats are based partly on
estimates by U.S. Department of Labor Bureau of Labor Statistics, Office of Productivity and Technology, Division of
Foreign Labot Statistics and Trade, January 1976,
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TABLE 3.—LABOR FORCE PARTICIPATION RATES ADJUSTED TO U.S. CONCEPTS, 9 COUNTRIES, 19€0-74

United Great
Year States Australia Canada  France Germany  Britain italy Japan  Sweden
Both sexes:

1960 59. 4 1 55.5 1(61.9) 60.0 61.2 54.8 67.9 (?
59.3 t 55.4 (? 60.0 61.4 54.3 6.8 62,
58.8 ! 55.2 1(6l.5) 59,6 6.3 53.3 66.9 63.5
58,7 ? 55.2 60. 59.6 61.5 51.9 65.7 64,
58.7 58, 55.5  3(60.4) 59,2 61.4 51.3 64.8 62.6
58.9 58.3 §5.8 §9.6 58.9 6.4 50.2 64.4 62.4
59, 2 59.5 56. 4 2(59.8) 58.4 61.4 48.8 64.6 62.6
59.6 59.8 56.8 58.9 57.3 61.0 48.9 64.8 61.7
59.6 59.9 56. 8 58.7 56.9 60.6 48.3 64.9 62.3
60.1 60.3 57.1 58,4 $1.0 60.3 47.8 64.6 61.9
60.4 60.9 57.1 58.0 56.9 9.9 41.4 64.5 62.5
60.2 60.7 $7.4 57.7 56. 4 59.6 47.1 64.2 62.8
60.4 67.8 57.3 57.9 55.9 360.1 46.1 63.7 62.7
60.8 6].2 $8.9 152.9 55.5 360.3 345,9 63.9 €2.7
61.2 61.3 53.6 1580 54.8 159.9 146.3 62.9 63.6
83.3 l; 82,7 3(84.3) 82.6 86.2 8.6 83.7 (l;
83.2 1 81.8 Q 82.9 85.8 80.7 83.8 82.
82,0 1 81.1 1(83.7) 82.3 85.2 19.5 83.1 82.1
81.4 1 80.5 83.7 82.2 85.1 18.2 8.9 81.8
81.0 84, 80.2 1(82.5) 81.7 84.3 7.6 81.0 80.2
80,7 84.0 79.9 81.5 8].2 83.8 76.6 80.6 719.7
80.4 84.1 79.8 3(81.3) 80.9 83.3 75.0 80.6 79.2
80,4 84.7 79.5 79.8 19.8 82.7 75.1 80.5 78.2
80.1 83.4 78.9 78.4 79.2 81.9 4.0 3l.1 78.1
79.8 83.3 8.5 7.1 79.1 81.1 73.2 81.0 6.7
79.7 83.2 78.3 7.0 78.7 80.1 72.4 80.2 76.4
79.1 82.7  18.0 76.6 71.8 79.4 72.0 81.4 75.9
719.0 82.5 8.1 76.3 76.5 379.2 70.6 81.2 75.3
78.8 82,2 18.7 $75.7 75.8 $78.6 - 369.8 81.7 75.0
78.7 81.6 19.2 $75.2 1.8 377.2 169.5 8l. 4 75.1
31.7 1 28.6 1(43.2) 41.2 39.3 30.6 52.7 ('2
38.1 1 29.4 (l; 40.9 39.8 30.6 52.4 43,
3¢9 1) 29,7 3(42. 1) 40,7 40. 1 29.9 51.3 45.5
38.3 iz 30.3 40.9 40.7 40.5 28.3 $0.0 46.9
38.7 33, 31.2 3(41.6) 40.3 40.8 21.4 49,3 45.6
39.3 34.4 32.1 40.6 40.1 4.3 26.4 48.8 45.6
40.3 35.3 33,5 1(41.4) 39.5 41,7 5.0 4.2 46.6
41.1 36.3 un.s 40.8 38.5 41.6 25.1 48.4 45.8
41,6 36.8 35.2 41.3 38.3 41.5 24.9 49.2 46.9
42,7 37.3 36.0 (A1, 4 38.4 A6 248 48.8 41.6
43,3 33.8 36.3 41.3 38.4 4.7 24,7 48.7 49.0
43.3 39.2° 3.3 41,0 38.3 41.8 4.5 41.7 50.0
43,9 39.4 38.0 1.7 38.1 142.9 23.7 46.8 $0.5
4.7 40.5 39.6 342,2 38.0 343.8 324.2 41.3 50.8
45.6 41.5 40.6 342.7 3.4 144.3 324.6 45.7 52.7

1 Not avaitable.

* Labor force surveys were conducted in October 1960, 1962, 1964 and 1966. Since French surveys for other ysars were
conducted in March, data for these 4 years are shown {n parenthesis in order to indicate that year-to-year comparisons
should be made with caution.

3 Preliminary estimate,

Note: Data relate to the civilian labor force of wockincr age as a parcent of the civillan population of working age. Working
age is defined as 16-year-olds and over in the United States, France, and Sweden; 15-year-clds and over in Australia ,
Canada, Germany, Great Britain, and Japan; and 14-year-olds and over in taly.

Source: Bureau of Labor Statistics.

NOTES ON ADJUSTMENTS OF FOREIGN UNEMPLOYMERT RATES TO U.S. CONCEPTS
CANADA

Source of ofiicial statistics: Monthly household survey of the labor force,
seasonally adjusted.
Derivation of unemployment rate: Total unemployed as a percent of the civil-
fan labor force.
Adjustmente to U.S. concepts: None required since Canadian concepts are
closely comparable to U.S.
JAPAN

Source of official statistics: Monthly household survey of the labor force, sea-
sonally adjusted.

Derivation of unemployment rate: Total unemployed as percent of labor force.

Adjustments to U.8. concepts: Adjustments to exclude unpaid family workers
working less than 15 hours a week and career military personnel.
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Effects of adfustments: Usually no effect ; occasionally official rate is adjusted
upward by 0.1 percentage point. ‘

FRANCE .

Source of ofiicial statistics: Employment office registrations, counted at the
end of each month, seasonally adjusted by INSEE. No monthly unemployment
rate is published.

Supplementary sourccs: Annual household surveys of labor force conducted by
INSEE but tardily published ; annual estimate of labor force issued by EEC.

Derivation of unemployment rate: Annual rate calculated from INSEE esti-
mate of the labor force and jJob registrant figures raised by INSEE to account
for higher unemployment totals recorded by censuses.

Adjustments to U.8. concepts: Benchmark factors derived from household
surveys (latest available, 1974, in summary form only), applied to registered
series. Until recently, adjustments were based on household surveys for 1967
and prior years. ) -

Effects of adjustments: The benchmark adjustments raise the French esti-
mated annual rate by about 30 percent, owing mainly to the “marginally unein-
bloyed,” i.e., students and housewives who are seeking work but not registered
at employment exchanges.

GERMANY

Source of officidl atatistics: Employment office registrations, counted at eng of
each month, seasonally adjusted later by Bundesbank ; quarterly figures on wage
and salary earners taken from household survey (microcensus).

Supplementary sources: Household survey (microcensus) conducted quarterly
but published for only the second quarter each year.

Derivation of unemployment ratc: Registered unemployed as a percent of em-
ployed wage and salary workers plus the unemployed. :

Adjustments to U.S. concepts: Benchinark factors derived from microcensus
(latest, April 1974), applied to registration series; microcensus is adjusted to
exclude 14-year olds, career military and unpaid family workers working less
than 15 hours. :

BLS obtains.the unpublished quarterly microcensus figures from the German
Federal Statistical Office. Because of delays in processing these data, BLS hLas
not as yet received the unpublished quarterly statistics for 1971 and later years.
Therefore, adjusted figures since 1971 have been based on the data for only one
quarter and are subject to revision when the data for the other quarters are
recelved. ‘ -

Effects of adjustments: Registrations overstate unemployed because of inclu-
sion of (a) part-time workers who register to obtain full-time work, and (b)
older persons who are not actively seeking work, After all adjustments to micro-
census, the. registrations overstate unemployed by. 15-20 percent..

ITALY

Source of official statistics: Quarterly houseliold survey of the labor foree, not
seasonally adjusted. ‘ , . S .

Derivation of unemployment. rate: Total unemployed as percent of labor force.

Adjustments to U.8. concepts: Seasonal adjustment by X-11 program; ad-
justed to count those on temporary layoff, those not looking for work because of
temporary illness, and those waiting.to start a new job as unemployed; also
some adjustments to labor force data.

Eﬁeéta of adjustments: Publiéhed Italian rate is raised by about 10 percent.
URITED KINGDOM (GREAT BRITAIR)

Source of oficial statistics: Registrations at employment exchanges and youth
employment offices, seasonally adjusted; quarterly labor force data based on
establishment surveys. ' e

Supplementary sources: Deceunial censuses; 19668 sample census; household
survey of labor force (available for 1971).

Der{vation of unemployment rate: Registered unemployed as percent of ew-
ployed wage and salary workers plus the unemployed.

Adjustments to U.8. concepts: Benchmark factors derived from 1971 household
survey, applied to registration serles. Until recently, adjustments were based on
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19066 factors. Adjusted figures for 1972 and later years are subject to furtheri
revision when results of later household surveys are published.

Effects of adjustments: Registration data understate unemployment of youth
and women, many of whom choosge not to register, and slightly overstate unem-
ployment of men because of ‘“occupational pensioners” who are not actively
seeking work. Net adjustment increases published rate by 10-15 percent.

INTERNATIONAL COMPARISONS OF UNEMPLOYMENT

Since the early 1960’s, the Bureau of Labor Statistics has published unemploy-
ment rates adjusted to U.S. concepts for seven foreign Industrial countries—
Canada, France, Germany, Great Britain, Italy, Japan, and Sweden. Recently
Australia was added to the program. The basle labor force and unemployment
statistics of these countries, with the exceptions of Canada and Australia, require
adjustments to bring them into closer comparability with U.S. data. Adjustments
have heen made for all known major definitional differences. The adjusted figures
provide a better basis for international unemployment rate comparisons than the
figures regularly published by each country.

Two systems for measuring nnemployment are used by the countries studied by
BLS, as follows: (1) Labor force sample surveys, and (2) employment office reg-
istrations. Labor force sample surveys usually yield the best overall statistics
since they include groups of persons who are not covered in the unemployment
statistics obtained by other methods; also, changes in legislation and adminis-
trative regulations do not affect the continuity of the series. These surveys record
the labor force status of a person as of a referencs week. Employment office fig-
ures tl?s“any relate to the number of persons registered as of one day during a
month,

Labor force sample surveys currently provide the “offlcial” statistics on the
unemployed in the United States and four of the foreign countries studied. Sta-
tistics for Italy are based on quarterly sample surveys; those for Canada, Japan,
and Sweden are based on monthly sample surveys. For Great Britain, Germany,
and France, the regularly published unemployment figures refer to the registered
unemployed. Germany also has a quarterly labor force survey: however, unem-
ployment figures are now published for only one quarter each year. France has
an annual labor force survey, but results are usually published three or more
years after collection. Great Britain recently (1971) initiated a regular labor
force survey. ‘

A brief country-by-country review of the national systems of unemployment
statistics and the Bureau’s method of adjustment to US. concepts is presented
below. The appendix table shows the published and adjusted labor force, unem-
ploment, and unemployment rates for each country for the 1958-1971 period.
Concepts used in the U.S. labor force survey are discussed first to provide the
basis with which the foreign systems are compared.

-

UNITED STATES

The United.States data on labor force and unemployment are besed on a
sample survey of about 50,000 households scientifically selected to represent the
civilian noninstitutional population 18 years of age and over. The inquiry re-
lates to the calendar week which includes the 12th of the month.

Persons are considered as unemployed if they did no work at all during the
survey week, made specific efforts to find a job within the past 4 weeks, and
were avallable for work during the survey week (except for temporary fllness).
Also included as unemployed are those not at work, available for work, and
(1) waiting to be called back to a job from which they had been laid off: or
(2) waiting to report to a new wage or salary job within 30 days. Excluded
from the unemployed are “inactive jobseekers”— f.e., persons who would have
been looking for work except for the bellef that no work was available. Under
the new U.8. definitions adopted in 1967, such persons are not in the labor
force if they took no steps to ind work in the past 4 weeks.

All those who during the survey week did any work at all are counted as
employed. This includes persons who worked as paid employees, or in their own
business, profession, or farm, or. who worked 15 hours or more as unpaid helpers
in an entervrise operated by a family member. Also counted as employved are
/Il those who were not working but had jobs or businesses from which they
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were temporarily absent because of illness, bad weather, vacation, labor-map-
agement dispute, or personal reasons, whether or not they were paid by their
employers for the time off, and whether or not they were. seeking other jobs.

“The civillan labor force comprises the total of all civilians classified as em-
ployed or unemployed in acecordance with the criteria described above. The
unemployment rate represents the number unemployed as a percent of the
civilian labor force . !

- CANADA

Canada has a system of unemployment stetistics very similar to that of the
United States. The Canadian labor force survey conducted by the Dominion
Bureau of Statistics, (now Statistics Canada) is based on a sample of 30,000
households. Launched as a quarterly survey in 1945, the labor force survey was
converted to a monthly basis in November 1952. It covers the noninstitutional
population 14 years of age and over,

Since the concepts and deflnitions of the Canadian survey are closely com-
pargble with those of the United States, no adjustment of the data has been
made,

FRANCE

The usually published unemployment figures for France relate to the number
of persons registered as unemployed. France does not publish an unemployment
rate. In addition to the monthly counts of the registered unemployed, the French
"National Institute of Statistics and Economic Studies (INSFE) makes annual
estimates of the labor force and unemployed which are intended to be comparable
with the results of the French population censuses; The annual unemployment
estimate is obtained by increasing the unemployed job registrant count to com-
pensate for the higher unemployment totals recorded by the censuses. .

In October 1860, a regular series of annual labor force surveys was initlated by
INSBR. These surveys indicate that even the annual French unemployment and
‘labor force estimates based on the population censuses need to be increased to
conform more closely with U.S. concepts., * o 7

The methods and definitions used in the French labor force surveys are
basically quite similar to those used In the United States. The results of these
surveys can be analyzed in order to obtain coefficients of adjustments to apply
to the annual French unemployment and labor force estimates. The French un-
employment rate adjusted in this way is higher than the unemployment rate
obtained from the regularly published French date. For example, the preliminary
adjusted unemployment rate for ¥rance in 1978 was 2.8 percent, whereas the
rate based on the annual French estimates was 2.1 percent, - .

GBEAT BRITAIN

British unemployment statistics are. the result of collection procedures, con-
cepts and definitions that differ substantlally from those used in the United
States. The British data are basSed entirely on a count of registrants at employ-
ment exchanges and youth employment offices. Separate figures are complled for
the wholly unemployed and for persons temporarily laid off. The count of regis-
trants is made on a specific Monday of each month.

The completeness of coverage of the British registeréd unemployed statistics
is a function of the extent to which persons looking for work reglister at the
employment exchanges. — o . .

Adjustment of British data is particularly difficult because, unlike all other
countries covered-here, Britain only recently began a regular force survey. Ad-

T Justments for the 1960°’s must be based on the results of the April 1961 popula-

tion census and the April 1966 ‘‘sample census” conducted in Great Britain. In
both of these censuses, questions were asked similar to those of the U.S. labor
force survey. These data give some notion of the extent of undercount of the
British registered series. s

‘Coefliclents of adjustment were derived from the 1061 and 10668 census‘results
and applied to the regularly published British statistics on the registered un-
employed, For 1971, adjustment coefiicients were derived from the household
survey; ——— - -

Quarterly estimates of the labor force are made in Britain based on a connt
of Natlonal Insurance Cards and extrapolations from the population censuses.
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These figures also’ require certain adjustments for comparability with U.S.
definitions. Unpaid family workers-are net-included, for example; theréfore, an
estimate based on information' from' thie census 18 added to the reported labor
force figure. . :

‘BLS gal:ljustments result in an increase in the British unemployment rate. In
1971, the published rate of 3.4 percent was ralsed to a preliminary level of 8.9
percent for comparison with the U.S. rate. Previously published figures, based on
the 1966 relationships, considerably overestimated the comparative British rate.

 GERMARNY

The official unemployment statistics for Germany are administrative statistles
representing unemployed registered at the employment exchanges. The count is
taken on a specified day at the end of each month. Registration-is not compulsory,
but it is an essential condition for recelving unemployment benefits.

The registratioh series has certain limitations as a precise measure of unems-
ployment. There are indlications that certain unemployed persons, particularly
women and teenagers, choose not to register. Also, unemployed persons who do
not want to work at least 24 hours a week are excluded. On the other hand,
registrations include part-time workers (l.e., working less than 24 hours per
week) who want more work. Under U.S. definitions, such persons would be re-
garded as employed. The fact that the count is made as of a single day instead
of a longer period tends to produce a higher figure than would a count of persons
who had not worked at a1l the entire week. ‘

Since 1857, the German regigtered une/nployed series has been supplemented by
the Microcensus, a quarterly sample svrvey of households designed to obtain com-
prehensive labor force statistics. The Microcensus is quite similar in concepts and
definitions to the U.S. survey and ylelds a I%Werlrate of unemployment than the
registration systém. The Mipr nsus 15 used, as.the basis for adjusting German
unemployment data to U.S, concepts. In 1973, the German unemployment rate
based on the registered unémployed was 1.2 percent. The preliminary rate ad-
justed to-U.8. concepts was 1.0 percent. I S I

JITALY.

Prior to 1963, the registered unemployed séries was regarded as the official
Italian unemployment series. Beginning in 1959, however, the Italian Central
Institute of Statistics (ISTAT) has conducted quarterly labor force surveys
covering some 80,000 houseliolds and in 1068 these statistics supplanted the regis-
tration series as the more répresentative unemployment figures. The results of
the Italian sample survey form the basis of the adjustment of Italian data to
U.S. concepts. _

In contrast to U.8. practice, persons temporarily lald off are classified as
employed rather than unemployed in the Italian survey. Also, persons.not looking
for work in the survey week because of temporary illness and persons walting
to start a new job are classified as not in the lahor force in Italy. In the United
States, such persons are regarded as tnemployed. BLS has obtained estimates
from ISTAT on the number of persons who are included in the above categories,
and they have been added to the unemployed. count for comparability with U.S.
cconcepts. In addition, adjustments are madé to the reported labor force to
exclude career military personnel, unpald family workers who did not.work in
the survey week, and unpaid family workers who worked less than 15 hours. An
estimate of the number of persons waiting to begin new.jobs is added to the labor
force. The result of the adjustments to the Italian unemployed labor force counts
is to raise the Italian unempolyment rate for comparison with the U.S. rate. In
1978, t?e published Italian rate was 3.5 percent, and the adjusted rate was 8.8
percent.

JAPAN

The principal system of unemployment gtatistics in Japad’-,—-ftl;e labor force
survey—was patterned after the Américan system and was installed with the
ald of American experts. Japanese statigticiang have subsequently .introduced '3
number of modifications to-adapt the system better to Japanese néeds, The sur-

vey has been conducted monthly siuce September 1946. The survey has héen con-
ducted monthly Bince September 1948, axid eurrently comprises a sample of about
26,000 house¢holds. : ’
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Japanese unemployment concepts are more restrictive than U.S. concepts., Ex-
cluded from the unemployed count are persons on temporary layoff who were
waiting to return to their jobs and not seeking other work, There is no way of
accurately estimating the number of such persons in Japan; however, the total
number is belleved to be very small. The “lifetime employment” system is a
hasic pattern of labor-management relations in Japan. The worker is8 granted
permanence of tenure, and when the activity of the plant is reduced, the em-
ployer retains the worker, either transferring him to another job or reducing
hours.

Two differences between U.S. and Japanese concepts of the labor force exist.
First, Japan includes and the U.8. excludes unpaid family workers who worked
1 but less than 13 hours in the survey week. Secondly, Japan includes career mil-
ftary personnel in the labor force. Adjustments are made for these differences
and the preliminary adjusted unemployment rate in 1978 of 1.8 percent is the
same as the published Japanese rate. In most years, the published and adjusted
rates are identical for Japan.
R » BWEDEN

Sweden depended for many years on unemployment statistics maintained by
trade unions. Beginning in 1956, however, the Swedish Labor Market Board has
ixsued monthly statistics on registrations of the unemployed at local unemploy-
ment offices. Until quite recently, the registered unemployed statistics were re-
garded as the official unemployment series for Sweden. However, a labor force
sample survey, begun experimentally in 1959 and on a regular quarterly basis in
1062, has increasingly gained recognition as an official source for Swedish unem-
pl(;yment figures. In 1070, Sweden initlated survay data collection on a monthly
basis,

Definitions of the Swedish labor force survey are closely comparable with U.S.
definitions. The suryey covers the noninstitutional population aged 18 to 74;
therefore, estimates of 75 year olds and over in the labor force and unemployed
must be added. The labor force is further adjusted to exclude caréer military.
personnel and persons with jobs but temporarily absent from work during the
survey week because of service as military conscripts. The adjustments made
are so small that the adjusted rate for 1978—2.5 percent—is {dentical to the pub-
lished Swedish unemployment rate. . :

Senator HarTre. Well, I am not willing to accept the assertion that
the staff of the Finance Committee has misled us. ‘

Mr. Simon. I don’t think they have, it’s just a different matter of
computation in each one of the countries. That requires analysis.

Senator Hartee. What I am concerned about 18 that all these pic-
tures of a rosy future are not justified by the figures. And the fact very
simply is, as far as this country is concerned, there is no assurance that
we are heading up at all. In fact, some of the economic indicators
imply that we are heading down.

I understand what you are saying, the last month’s economic indi-
cator shows we are %oing up. -

Mr. Siaox. No; I don’t work on 1 month, that is the mistake a lot
of people make. I think we ought to look over a longer period of time.
The real growth rate over the last three-quarters of last year was close
to 7 percent, increased retail sales, and leading indicators of industrial
production. - :

You know, we have said, and let’s not kid ourselves, we are not
trying to kid anyone; we have made pro after the deepest reces-
sion 1n a generation. It’s not good enough. It is not going to be good
enough until we get unemployment down, but most importantly, get
unemployment down permanently. We don’t want to provide people
with temporary jobs, again, only to have the same problem happen
again, and worse.
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Senator HarTkE. The President himself projects an unemployment

rate of 4 percent until 1980. You know, that’s a long time for a family _

to suffer. Those babies can't live, you know, on that kind of emergency
treatment all their lives; even the food stamps don’t help. You know,

__this is sort of a cold, and callous indifference toward the people that

you are supposed to be representing. )

I find it very difficult for us to really feel that we are making sub-
stantial progress when so many people are-living in such substantial
misery.

I\I¥SIMON. Yes, and the fact, as I said, that we are trying to aciopt

olicies that will guarantee these people permanent work is the most
mmportant aspect. If we adopt excessively stimulating policies now,
it 1s going to result in even higher inflation and worse unemployment,
Senator Hartke.

The Caamyan. I am going to yield my turn. In the sense of bi-
Yartisanship, I think we ought to go over to our Republican friends.

am going to offer my time to one of my colleagues. Senator Hansen?

Senator Hansen. Thank you, Mr. Chairman.

May I say by way of apology to you, Mr. Secretary, that the Re-
publicans probably sense more keenly than do our friends on the other
side of the aisle the need for some spiritual guidance, and I was a little
late getting back from prayers. -

I was amazed to hear Senator Hartke state that food stamps don’t
help. If that is a fact, and I’'m not certain that everyone would agree,
than I would suggest that maybe we could agree that is a way to cut
back on the deficit. I think there were some of us who presumed that
they were helpful.

Mr. Siaon. That $6 billion is going somewhere.

Senator HANSEN. Yes. I hears all sorts of criticism of that program,
that they were being misused, and I got a bill in, along with others.
to impose a work requirement, or at least a registration that would
make one available for a job, if he were receiving food stamps. Maybe
T'm taking advantage of a statement my good friend from Indiana
made and he really wouldn’t want to hold up as fact. But, if they
don’t help, why, I surely join with him in helping to cut out a sub-
stantial part of that $6 billion expense. -

Mr. Secretary, let me say that one of the very distressing things
that I know concerns all of us has been this subject of unemployment.
I know on page 2 of the pamphlet that I expect may be before you, in
trying to make comparisons between the rates of unemployment in
various industrialized countries of the world, West Germany has an
unemployment rate of 5.4 percent. Our distinguished chairman has
just informed me that it is his understanding that a person may be
working, let’s say, 30 hours a week in West Germany, and still be
eligible for unemployment benefits for the 10 hours that he is not
employed, per week.

Now, I understand further from the chairman that that sort of situ-
ation would result in showing that West German part-time employed
person as working, so as to reduce the percentage of unemployed in
West Germany. I think your point, if I understand it correctly, is that
it is difficult to understand these comparative charts without knowing
the background.
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Is it your understanding, also, that there may be variances as we
try to make comparisdns between the unemployment situation in the
United States, Japan, West Germany, France, the United Kingdom
and Italy, that need to be understood in order to make meamngfuf
comparisons?

Mr. Siaon. Absolutely. It is impossible to make simplistic state-
ments—4 percent in one country could equal 8 percent—in the method
of calculation, and other measures in that country. I will provide
this committee with an analyisis on a country-by-country basis.

Senator HanseN. I was impressed with one of your first responses
you made to my good friend from Indiana when you said that we were
waging a double-barreled fight, or campaign, not only to reduce infla-
tion, but also to reduce unemployment. I thought you might perhaps
want to elaborate just a little bit for me on what the goals of the ad-
ministration are in trying to meet the economic situation that concerns
all of us so much.

Mr. Simox. Senator Hansen, our goals are to implement sound poli-
cies, economic policies, as opposed to stop-go policies of the past 10
years, if we are going to provide durable and lasting prosperity., and
permanent employment, if you will, for those who are willing and
able to work.

We recognize, as most do in this country, that the fundamental en-
emy, and the fundamental battle that has to be won in order to achieve
those objectives is the battle against inflation; and most importantly
against inflationary psychology and expectations that are so deeply
ingrained in our society today.

It disturbs me, Senator, as I look back over the last 10 years at
inflation, unemployment, the recession, high interest rates, each time
we embark on new stimulants; and each time the results are the same,
even higher inflation, higher unemployment, and even worse recession.
We are starting from, again, a new plateau, a higher level.

Here we are, pulling out of the deepest recession in a generation,
with unemployment unfortunately 8.8 percent, and inflation at a 614
to 7 percent base rate. It is going to take time.

We are not, as I have said so often, as we are being accused, callous
and inhumane. We are not going to take care of these things of a
decade by a short period of a year’s pennance, it is going to take time to
wring this inflation out of our economy.

What is our option ¢ Our option is, once again, just to go and spend
as much as possible, to bring down, falsely, the unemployment rate
because it would do it, in our ﬁldgment, on a very temporary basis; and
once again we would be back in the inflationary binges of the past,
resulting, as I said, in even higher unemployment and worse human
misery.

Se;);tor Hax~seN., You have spoken out on a number of occasions
about the merit that you believe exists in encouragin% businesses to
provide jobs, more jobs for more Americans. We have extended
unemployment compensation benefits, at least partially federally fund-
ed, for as much as 65 weeks in those States wherein the overall rate
of unemployment exceeds a certain level.

The point has been made that a family out of work, where the
breadwinner is out of work, is just as hard up in Wyoming, where our

67-987—76—4
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unemployment rate is among one of the lowest among the States, as
would be a similar family in the State of Washington, or Connecticut,
or some place else, where a number of peoYle are unemployed.

Do you think that the jobs in the public sector that generally don’t
result in the production of either goods or services, may be a good way
to fight unemployment and inflation ¢

My, Siaon. No. et me start out by saying that I think the Govern-
ment. has a responsibility to assist those in the country who cannot
help themselves, those who carry a disproportionate burden in our
battle against inflation.

I have not felt, however, that public service employment, which is
two-and-a-half to three times more expensive as employment in the
productive sector and doesn’t produce benefits in our rcal GNP, is a
good way to fight inflation and unemployment. ,

You brought up at the beginning the problem of savings and in-
vestnients and capital formation in this country. And, you know, it is
such a complex subject, people don’t pay attention to what is hap-
pening. Over the past 20 years in this country our productivity has
been declining in the United States, and declining really alarmingly
in the past 10 years.

Now, there are many factors that affect productivity, and one of the
- major factors, I think, is, and most economists would agres, is capital
investment, capital formation. We have to not only bring this econ-
omy back to full employment, but. we have to provide for 1.6 million
new jobs each year, and that is significant. We are only going to do
it if wo build new plants and expand existing,ones, and provide per-
manent employment opportunity and upward mobility for our popu-
lation. That is why this whole subject of capital formation is so criti-
cally important. ' o - ' :
. You know, we are quick to damn the United States economy and
all its problems. You know, this is a tremendously strong economy.
There are those who use the popular slogans, “trickle down economics”,
and all the rest. I guess I could use some slogans; if we wan* to go into _
“sloganeering”, about what has happened in the last 10 or 15 years in
this country that got us into the mess we are in today. But nobody can
dispute the fact that we created 20 million jobs in the last 20 years.
We cut in half the poverty level, 10 percent of our population. Qur
domestic assistance programs have grown at a tremendous rate. We
still have & gross national product that is 28 percent of the entire world.
We've got an extremely efficient agricultural community—a farmer
feeds 50 people. I could go on and on. -

But, what we have to do is make sure that we take care of the un-
emploved, that we bring this unemployment rate down. But, let’s
never forget that we’ve got 86 million people that are employed today.

Senator Hansen. Thank you, Mr. Chairman; my time is up.

The Criarrman. Senator Gravel has agreed that Senator Bentsen go
ahead because Senator Bentsen has to go elsewhere.

Mr. Siaron. Mr, Chairman, before you arrived I offered to give Sen-
ator Bentsen—you know, he was supposed to go on first, and he is
welcome, '

Senator BENTSEN. Thank you very much, -

The CrzaryaN. I will call on Senator Bentsen right now,
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Senator BENTSEN. Mr. Chairman, I would like just a few minutes
to make some comments on title V of the 1974 Trade Act, particularly
concerning the question of denial of trade preferences to OPEC coun-
tries,

The Congress approved that prohibition, but we have to recognize,
as the Secretary said, that the OPEC countries do not form a mono-
lithic bloc. They have been quite successful on agreeing on prices, but
there is a substantial difference among them on the question of supply
and how supplies are allocated and used.

Now, what we have failed to recognize, I believe, is that during the
embargo, there was monolithic reaction by all of the OPEC countries,
A number of them, countries such as Venezuela, Iran, Ecuador, Ni-
geria, and Indonesia, continued to supply oil to the West, particularly
the United States. And that is certainly true of Venezuela. Venezuela
increased its production by 20 to 22 percent during that time,

I believe that we should demonstrate to those countries that we rec-
ognize their assistance in continuing to supply oil to us. We should
help in giving them some trade preferences. We are really not talking
‘about a highly significant thing in the way of numbers. The amount of
exports, for example, from Venezuela to this country are really quite
mminimal, But, as a matter of prestige thing, we had a very serious re-
action_by the Latin American countries to this. And I would say that
our relationship with I.atin America today is at about as low an ebb
as we have seen in a long time; and part of that is, I think, because of
what we have done on the trade bill. . ,

My amendment would except from the prohibition on preferences
those members of the OPEC countries that did not participate in the
embargo. Now, I know some would say, “Well, now, you really don’t
want to help those countries who are increasing the price of 0il.” Well,
frankly, I’m very concerned about the increase in price of oil. I believe,
finally, that that cartel will come apart. There is a great deal of dif-
ference between an oil cartel and a banana cartel ; there is a great deal
more strength to an oil cartel. The only difference, I would say, as the
distinguished Secretary said, is the time.

This is the essence of the amendment introduced, Mr. Secretary and
Mr. Ambassador. I would like to have your comments on it.

Mr. DexT. Senator. I will be glad to comment. We have already
testified on behalf of the administration in favor of the authority be-
ing granted to the President that you have suggested, that non-
embargoing OPEC nations be granted GSP in our national economic
interest.

-"Senator BENTSEN. Mr. Secretary, do you have anything further?

Mzr. Snaton. No, sir, that is our position, Senator.

Senator HarTkE, Will the Senator yield ¢

Senator BExTseN. I will be glad to yield.

Senator HArTKE. I want to endorse that. I have had a bill on that for
some time,

Scnator BExTSEN. Let me ask my next question about the Interna-
‘tional Trade Commission. It was recently recommended to President
Ford that he impose quotas on specialty steel that is coming into this
country that is substantially hurting our domestic production,
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Now, there has been some comment that the President might not
impose those quotas because of opposition by somie of the exporting
nations, such as Sweden, Germany, France, and Canada, that that
might trigger a trade war. And yet I know how important specialty
steel is to our country in the way of jobs and our national defense.

Now, as one of the President’s leading economic advisers, would the
Secretary recommend an imposition of quotast

Mr. Smmon. Well, I don’t want to prejudge the issue at this point.
The administration is now reviewing the ITC case, and the President,
as you well know, has 60 days to make a decision on this matter. So, we
will be making our recommendation to the President in the very near
future, Senator Bentsen.

Senator BexTseN. Well, I will be.looking forward to your recom-
mendation, Mr. Secretary because I think we have a very serious c{)mb-
lem facing us here, and we should have some restrictions imposed. )

Now, Mr. Secretary. the President recently vetoed legislation nam-
ing the Secretary of the Treasury to the National Security Council.
And we have a Secretary of State who at one time bragged about the
fact that he didn’t have a background and understanding of econom-
ies. I think some of his actions buttress his earlier statement.

[ Laughter.]

Senator BENTSEN., But I believe that more than ever before ques-
tions of economics deeply affect our national security, and that one
of your responsibility and position should be & member of the Na-
tional Security Council. We should see a much greater priority placed
on foreign economic policy within the NSC. Would the Secretary care
to comment ¢

Mr, Simon. Only at the expense of my life, Senator.

[Laughter.]

Mr. Simon. Well, I have studiously ducked this issue—unsuccess.
fully, I might add—since it first came up. I was asked to comment
upon it in testifying before the Senate Foreign Relations Committee.
I think the President’s objection is well taken that the Congress should
not remove his flexibility to have whom he pleases on a committee.

I went on to say at great length in my testimony before the Senate
Foreign Relations Committee that I felt the international economic
problems that exist today are not going to go away in the near future,
that foreign policy, or most, I should say, foreign policy judgments
require an economic judgment at the same time, and I have always
felt that a Secretary of the Treasury should be a statutory member.

But again I start out with my first statement, I think it is probably
wrong that the Congress mandate the membership of any Presidential
committee.

Stﬁn:tor BeNTSEN, Well, I would have to differ with the Secretary
on that.

Mr. Stmox. The Senate already has, I guess,

[Laughter.]

Senator BENTSEN. Let me further state an observation, Mr. Secre-
tary, that concerns me very much, about the State Department, and
its lack of concern, in my opinion, with the economic strength of this
country, especially with our having strong industrial production ex-
ports and jobs.
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As I go into embassies in foreign countries and meet with our
cconomic attachés, I find time and time again people I don’t think are
sufficiently qualified to hold those positions. )

As I go into embassies of other countries, whether it is the French,
German, Australian, or English, I find that that particular position
is at the top of the pecking order, the top of the totem pole. They are
giving a very high priority to the development of exports from their
countries and are putting men into those positions with great ability
and experience. .

But I don’t think our State Department people are doing that sort
of thing. I find time and time again among our commercial attachés
men who really have no experience in economics, business, and who
are not doing an adequate job of pushing exgort of our products. That
is my observation, Mr. Secretary. I will yield back to the Chairman.

The CHAIRMAN. Senator Gravel ?

Senator GraveEL. Mr. Secretary, you stated that we were not going
to sign the Cocoa Agreement. I wonder if you could tell me what per-
centage we purchase of that market, and 1f we are not going to sign
the agreement, what is the projected result ?

Mr. Stmon, We purchase about 15 or 20 percent of the cocoa in the
market ; yes, sir.

Senator GRAVEL. Then, by our not signing the agreement, what will
happen in our marketplace? I understand our objection. It is because
we believe that pegging the price so high will be injurious to our con-
sumers. By our not signing, will that essentially void our effectiveness
in the international marketplace, and will we be able to buy cocoa ?

Mr. SiMon. Our not signing the agreement should not alter the effec-
tiveness of the international marketplace. We will be able to purchase
cocon as usual because the agreement does not contain incentives for
exporters to sell cocoa to member importers at the expense of non-
members. A cocoa agreement has been in effect since 1973, and it has
not affected our ability to import cocoa.

Senator Graver. What I am trying to get at, is whether our action
will be effective and will do violence to the actions of the cartel ¢

Mr. Siaon. Only time would tell that. Again, I am not familiar
with how this operation has succeeded, or not succeeded over the last
15 years. But certainly, its incidence of success would be greatly im-
proved if we did join.

Senator GraverL. I wonder if for the record and my own edification
you could make & judgment on how effective these policy decisions are.

Mr. Simon. Absolutely.

Senator GRAVEL. I would like to know our reasons for not signing,
and what we hope would be the result of our policy.

Mr. SimoN. Absolutely. -

[The following was subsequently supplied for the record :]

THE U.8. Dec1sioN Nor To JOIN THE INTERNATIONAL COCOA AGREEMENT

The U.S. has announced its decision not to join the recently negotiated Inter-
national Cocoa Agreement. However, we are willing to participate in any new
negotiations which may be undertaken.

The primary U.S. objection to the 1975 draft Agreement is its excessive
rigidity. The draft Agreement would allow little room for the operation of
free market forces. Export quotas are its main feature, with their imposition
and modification meant to stabilize cocoa prices within a pre-determined range.
A huffer stock arrangement acts as a backup to the export quota system. We
believe that the export quota system will restrict and disrupt world trade in
cocoa as its operation runs counter to underlying market forces.
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A second objection to the draft Agreement is its price range of 39-55 cents
per pound compared to the 29.5-38.5 cents of the presently operating 1973
Agreement. While the stated minimum price is 89 cents, quotas come into effect
at 47 cents so that price will probably be the effective minimum. Furthermore,
quotas are triggered by an indicator price which is often 10 cents or more below
the spot price at which cocoa is traded.

‘While the current spot price of cocoa is well above 55 cents (about $.75 per
1b.), a more revelant indication of what it costs to produce cocoa is the price
paid farmers by national marketing boards. The price is well below 47 cents
in some countries.

The Ivory Coast has stated tlmt it will not sign the draft Agreement. If
they maintain this position and Mexico and the Dominican Republic, not mem-
bers of the present Agreement, also don’t sign, then it cannot enter into force.
If this happens it is likely that new negotiations will be called for. The draft
Agreement is scheduled to take effect on October 1. Producers are scheduled to
hold a February 24 meeting in Brazil. Possibly the need for renegotiation wiil
be decided upon then.

U.S. nonparticipation in the new Agreement will not affect international
cocoa trade, nor will it jeopardize the Agreement unless at least one other
major consuming country also does not join. On the producers’ side, if the Ivory
Coast maintains its determination not to sign the Agreement and Mexico and
the Dominican Republic (not currently members) also do not sign, the Agree-
ment will not enter definitively into force. If any one of these countries joins,
the Agreement will comeinto torce.

Senator GRAVEL, I understand we are about to sign the Paris Energy
Agreement to peg the price, the floor price of oil at $7, $7.50 a barrel.
Is there any truth in that rumor? -

Mr. SimoN. I’'mnot aware of the fact that they have set a minimum
safeguard price, Senator Gravel, that will bo agreed to. I think that
issue is still somewhat in doubt..

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

[The followmg was subsequently supphed for the record : ]

Pnom.mus or Access T0 SUPPLIES OF CRITICAL RAW MATERIALS

In the wake of the oil shortage induced two years ago by the OPEC, there was
much concern that we were facing a new era of resource scarcitles, as other com-
modity producers followed the example set by OPEC. So far these concerns have
proven unfounded. Numerous producer asyociations have indeed been formed, but
they have been unsuccessful in restricting produection. It is ironic, for example,
that U.S. copper producers have cut back production more in response to market
signals than members of the copper exporters assoclation have been able to do.

Moreover, commodity producers are unlikely to be more successful in the future
than they have been in the past. Chromium and platinum group metals would be
the most likely candidates for successful supply restrictions, based on the market
strength of producers, but cartel action is remote. In another case, bauxite pro-
ducer action could impose short term increases, only at the risk, however, of
creating new sources of supply. Consequently, the conclusions of the U.S. Govern-

-- ment's report on critical imported materials published in December, 1974, by the

Council on International Economic Policy still stands: We are not likely to see
OPEC-style supply restrictions for other commodities. —
The fact that we do not now see the United States in a dangerous supply sim-
ation, with respect to imports of raw materials our industry needs, does not mean
that we are complacent. We have, therefore, been going ahead on a number of
fronts with the aim of introducing more order and predictability of supply for
the beneflt of both consumers and producers. For examples, supply access is one
of the central issues for discussion at ¢he current Multilateral Trade Negotla-
tions. The U.S. seeks new rules to govern the use of export controls and the need
for effective consultations on supply shortages. The United States has also pro-
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posed the establishment of producer-consumer forums for every key commodity
in an effort to improve the growth, eficlency and stability of markets, Further-
more, the United States supports an expanded program of compensatory finance
to help developing countries over shortfalls in their balance of payments earn-
ings stemming from swings in commodity prices. In addition, the United States
has also proposed an increase of $400 million in the capital of the International
Finance Corporation of the World Bank Group to expand worldwide investment
in raw materials production,

These efforts will not solve the problems of supply access over night. But over
time such means will allow the marketplace to substantially reduce the problem
of shortages. ‘

The CHAIRMAN. Senator Haskell ¢

Senator HaskerLr. Thank you, Mr. Chairman.

Mr. Secretary, in your testimony you indicated reliance on the free
market in world trade, and I think that is probably a part of the
. ___administration’s philosophy generally. But there is one area that I
would like to question you about, and that is the wheat area. As you
know, the President vetoed the farm bill that passed Congress. He
said the farm population should rely on the free marketplace in dis-
posing of their products. My understanding is, and I think it is
roughly correct, that we produce about 2.1 billion bushels of wheat,
while domestic consumption is about 700 million bushels.

Now, just as the wheat farmers in my part of the country are gen-
erally looking forward to a good price, good sales, good sales overseas,
the administration embargoes the deliveries to foreign countries. I
don’t understand the rationale in that, nor, would I say, do the affected
farmers.

Mr. Simox. Senator, there was a great fear at that time, as we look
back, that the Russians were going to come in and do the same thing
that a lot of people saw happen in 1972, which resulted in shortages,
et cetera.

We were awaiting a final farm report at that time. We had an an-
nouncement from labor that they would not indeed load the ships. We
had been trying for some time, I had, as the Chairman of the Com-
mission of the United States-U.S.S.R., to get commitinents from the
U.S.S.R. for our farmers, so that we could have reliable buyers of
our grain in this country. :

Admittedly, the embargo was unfortunate from that point of view,
trying to provide this fine balance between the conflicting interests, is
sometimes extremely difficult in this country.

But, what we succeeded in doing was getting a 5-year agreement
from the U.S.S.R., whichis-geing to guarantee that they are going to
buy @ million bushels of grain each year, and I think that will have a
healthy result. ‘

Senator HaskerL. I'm sure that is your viewpoint. However, I ob-
serve that at the time the embargo went on, the current estimate was
1.8 billion.

I would hope that, if the administration is going to take this type
of action, to look more favorably on the agricultural bill, which raises
the trigger point on prices because in my part of the country, anyway,
there is substantial hardship. -

Mr. DeNT. Senator, I think that the important thing to recognize
lere is that the administration was challenged with the domestic con-
cern of restarting inflation.
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The agreement has preserved for the American farmer a free mar-
ket by better meshing the monolithic purchasing power of a state-
trading operation witi our free market, which involves thousands of
small people as well as some big ones. And, for the longer term, the
American farmer now has an assured market for exports between 6
million and 8 million tons per year.

Senator HAskEeLL. At what price?

Mr. DexT. At the going price, there is no price specified, just
quantity.

Senator Haskerr, Will there be further embargoes if you think they
are buying too much ? -

Mr, Dexnt. There is a range, which will operate at a level of 6 million
tons per year, up to 8 million. To buy over 8 million tons in any given
yéar, they must first consult with the USDA to determine if we have
adequate supplies.

Senator HaskeLr. Is that 8 million, or 8 billion; 8 million tons?

Mr. DENT. Yes.

Senator HaskEeLL. Russia will only buy 8 million tons ?

Mr. DenT. No, that is the annual purchase, and above the maximum
in the agreement, they must check with USDA to determine if addi-
tional supplies can be purchased without detriment to the domestic
consumer’s interest, if we have it available.

So, that on the one hand the free market has been preserved, and
on the other hand a new market for the American farmer has been
established on a steady basis over this 5-year-period.

Senator Haskerr. Well, Mr. Secretary I don’t think the affected
people would agree with your views. I hope you are right, if you are
going to rely on the free market.

Mr. DenT. Senator, there are two things. The farmers did not like
the embargo that was placed.

Senator HaskerL. I don’t blame them,

Mr. Dent. But, I think if they can take in isolation from that the
agreement which has assured them a new market access at the world
prices, that part of it should certainly satisfy their production needs.

Senator HaskeLL. Thank you, Mr. Secretary.

Senator Rmrcorr. If the Senator would yield. At that point there
is a concern. I am not a farmer, but there is a concern for a consumer
advocate. Will you yield for a minute?

Senator Hasxrern. Certainly.

Senator Ripicorr. Wasn’t the whole problem, basically, the Russians
came into the market unexpectedly and secretly with enormous re-
quirements at regular intervals, shoving prices way up. And then we
went into an agreement.

Wouldn’t it have been better to solve all the problems, if we re-
quired that the Russians, before entering the market, come to the
United States? Now, you entered into a bilateral agreement for a sin-
gle vear, and then you will have all the dislocation in a year.

Wouldn't it be better if you knew, and they knew where they stood
on the market ? So, instead of entering into a bilateral agreement an-
nually only, wouldn’t the farmer be better off and the consumer be
better off if we did it on a month-to-month basis? I defer to you,
Senator Haskell because that is your field. Wouldn’t the farmer and
the consumer both be better off 2



a1

Mr. Simon. Senator Ribicoff, we did try, in this agreement that we

finally achieved, we did try to get the annual projections given to us

uarterly, or any other way from the U.S.S.R., and we could not get
those. ’

Senator Rieicorr. This is what has always bothered us, and that is
why we put these restrictions into the trade agreement. We have al-
ways resented here that everybody in this Government defers to the
State Department. The Russians needed that wheat desperately, they
still need it.

When the Russians are up against us, they press. We never pressure
the Russians at all. They needed that wheat, and what is wrong to re-
quire the Russians to enter into this agreement, enter into it from
year to year, but on a month-to-month basis they should regularize,
so you know how you stand every month, instead of every year; and
then the farmer and the consumer understand what’s happening.

I think everybody would be better off if this were on a month-to-
month basis, instead of annually.

Mr. Siaron. I agree with you, and that is the result of this agreement.

Senator Rinrcorr. But, on an annual basis, you don’t know where
vou stand.

Senator HaskrLr. If the Senator would yield. I think the real prob-
lem is the great fear in the farm community that agricultural prod-
ucts, which are our single largest source of export income, will be
used as a foreign policy negotiating tool. This is the real fear in the
hearts of the farmers, and I share it with them.

If you are going to use them as a negotiating tool, then you’d better
put up the target prices so they can make a living.

Mr. DeExT. Might I come in on your monthly purchase suggestion.
When a free market has knowledge that the Russians have an agree-
ment to purchase a minimum of 6 million tons a year to a maximum
of 8 million, the market is discounting this over the entire 12-month
crop period. So that, whether they buy 1 week or another, those who
operate in the market know that, as far as their projections of con-
sumption are concerned.

So, I think having this new knowledge is so much better than let-
ting them come into our market at will, without any foreknowledge
to the American producer and consumer.

Senator Risrcorr. Now, here you have a World Food Conference
where we are talking about setting up a world reserve scheme, and the
Russians don’t want to come into it. Don’t the Russians get a free ride
if they don’t share the burden? Where should the Russians be in this
question of reserve, that the United States and Canada, and Germany,
and France, and Australia are going to set up on this problem of
world stock. Why shouldn’t the Russians be part of that?

Mr. DexT. Our Government suggests that the Russians do become
part of it, that is why the negotiations have been held under the aegis
of the International Wheat Conference and the Council in London.
But, at the moment they are resisting. N

If a world reserve system is set up, primarily for the benefit of im-
porting nations, and they elect to stay out of it, down the road in years,
they may regret not being part of it when the reserves go to those who
perhaps don’t have as great n need, but who are participants in this.
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. Senator Risicorr. That is why it is important that these type-of
agreements do come back to the Finance. Committee because this be-
comes a very bigissue. And I reaffirm what Senator Bentsen said, and
I will say that to Sccretary Kissinger tomorrow ; Secretary Kissinger
is a politician, and he is great at it, but basically economic policy is a
problem of economics and is really what has been the determining
factor in the world today. .

And we have a situation, and I agree with Senator Bentsen, where
we are comnpletely deficient in the economic field. And it is so impor-
tant to put the Secretary of the Treasury on the National Security
Council, but it is also important that our representatives in the trade
field and the economic ficld are top people.

I think this is the chairman’s concern, and the concern of this entire
committee, that we have a continuing growth. And I would hope that
this administration and you gentlemen would realize the concern of
the chairman and this committee. :

I think our attitude may be different from the Foreign Relations
Committee’s, and we don’t want to deny them their role. but when you
are dealing with commodities you are dealing with trade, and you are
dealing with economics. We feel very strongly that the Finance Com-
mittee has a continuing role in that process, and I think the Senate
wounld expect it of us. )

Mr. DENT. Senator, the administration agrees with you. We are
ready to cooperate, but we don’t want to infri.n%‘e on senatorial pre-
rogatives. And. if it can be worked out between the committees them-
selves, we will consult with as many as the Senate advises us is
appropriate.

The CaamrMAN, Senator Gravel.

Senator GraverL. We did not embargo the Soviets with respect to
wheat, did we ? This was a mutual agreement made before the contract
was negotiated ; was that not the case?

Mr. DEnT. That was an executive action.

The CrammaN. Senator Brock § _

Senator Brock. May I first say to my colleague, the administration
did not specifically embargo the sale of Russian wheat, they embargoed
the sale of all wheat. They did naturally stop any sales at all until they
could come to a decision on what to do. _ - |

I appreciate the fact that we got a firm agreement with Russia, a
sales agreement for 6 to 8 million tons; and I’'m sure my farmers will be.
delighted about that, tao. ‘ . .

But I think the administration was dead wrong in doing what it did.
I don’t think, after the fact, the agreement changes that judgment in
any sense whatsoever. The administration has made mistakes with
regard to embargoes for the last 8 or 4 years with tragic consequences -
in soybeans, then later on it hit our beef people, then 1t hit the grains.
T just think it is the height of something or other for us to think that
vou can continually have Government injection into the marketplaces
which are legitimately designed by our farmers and our business
people, without destroying the fabric of international trade.

I think you would in general agree with that. I appreciate the fact
this is a 5-year sale, but that doesn’t change the absence of logic in
terms of the embargo itself. The embargo was wrong.
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'We had these people come in one year for more than 14 million metric
tons, and the next year they wouldn’t. The uncertainty is there in the
marketplace, and it causes undue market speculation. I feel as strong-
ly, or stron%er than you do about export controls. ‘

Senator Brock. 1 know you do, that’s why I asked the question.I
tell you something, the farmers of Tennessee, and I think every other
State, will support almost any policy that we determine is in the in-
terest of this country, and in the interest of the extension of freedom,
peace; and if they thought it would help to increase Jewish emigra-
tion from 5,000 to 30,000, they would support that policy. But, yow
are talking about human imings, they have to make market decisions,
how much do you plow, how much do you plant, how much do you
fertilize; and they cannot make these rational decisions unless they
have an idea as to whether or not their Government is going to help
them sell that product when they harvest it. That is the situation.

Mr. SimoN. And the problem is, Senator, I'm not sure I know the

answer to it. Our policies are well and often enunciated, however,
when events occur that are unforeseen, we debate them, and sometimes
we have to make decisions at that time, and therefore we have
problems.
. Senator Brock. I understand that. I think the reasons we have
‘problems’is because we don’t have a policy. This Congress and this
administration have not come to grips with what is the basic deter-
mination, the goals of American foreign policy, there are enormous
disagreements, not just with Angola, because the Congress doesn't
know what the tool of the policy is.

Now, the people in this country have to come to grips, and then
we can make a rational decision in whatever parameters, as a clear
national objective.

Senator Haskerr. Will the Senator yield ?

I would just like to underline this, Mr. Secretary, we do have a
monitoring system, so now we-know how much we sold—as you know,
Senator Talmadge is the chairman of the Agriculture Committee.

If we are going to rely on the fres market, let’s not wait until the
last minute. Now, if we are not going to rely on the free market, let’s
set an adequate agricultural price. This is a statement, not a question,
but I do feel very strongly about it. Thank you, Senator Brock.

The CraryaN. Mr. Secretary, you said earlier today that during
the last 15 vears we have reduced the percentage of people in poverty
in half. I think that statement is correct. I went down to the White
House and was told by President Nixon, and I believe by President
Ford that that happened. But I'm under the impression that hap-
pened under Liyndon Johnson. Can you tell me whether there was any
reduction of the poverty level under this administration, or the Nixon
administration ?

Mr. Simon. I don’t have a year-to-year breakdown, Mr. Chairman,
on the reduction in poverty, just the general statement that in the 15
years it has declined from 20-some percent to 10.2 percent of our
families, but I will get it. I would like to know that myself.

The Cuairman. I would like for you to provide us the figures and
show us how you figure it because I would like to cut it in half, again,
but I haven't had much help-from this administration.
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But anyway, the point is, where are we going from here. If, and
this was tﬁe point Senator Haskell was touching on, if food is going to
be used as a weapon by the administration in terms of international
policy, then we ought to determine what the “dickens” the policy is,
and I don’t think Congress has any knowledge of the defined policﬁv on
the part of the administration, and neither do our farmers. Perhaps
we'd better engage in a little (iialog, debate—I detest the word “dia-
log,” I'm getting tired of it, good healthy debate—about what this
country is all about; what our mission is, what our purpose is; and
whether or not our farmers are going to be asked to be used in an in-
ternational conflict in some fashion that they are not aware of because
they will need to make adjustments. I agree with Senator Haskell that
we have to make certain assurances to them if that will be the practice
of this country in the future.

They will produce. They will produce all you can “say %‘ace over”,
they are the most productive people in the history of man. But they’ve
got to know whether or not they’ve got some place to sell their product.
We either have to give them some assurances in terms of price, or some
assurances in terms of a market if we want the quantity of food pro-
duced that we think we need to not only serve the needs of the people
of this country, but to play a very specific role in international relations.

And finally I woulg like to suggest that perhaps it would be help-
ful for this Senator at least, if I knew for what purpose this weapon
was going to be used. Is it to trade for oil? Is it to trade for an in-
creased immigration of Jewish inhabitants of the Soviet Union? Is it
to be used for pressure to get them to withdraw from Angola? What
is the purpose of this weapon, if we want to call it that? I just don’t
know, I really and truly am reaching for an answer because unless we
determine where we are going it is going to be very hard for you to
get the support of this committee, or any other committee in Congress
to what may be a perfectly right and proper action. I think we need
to engage in that kind of debate.

If you want to comment, I will be delighted. '

Mr. Srvox. I basically agree with your closing statement about
the need for debate and clarification because there is a great deal of
confusion, :

We are dedicated to the princiﬁle, as you know, Senator Brock, of
the free market. But sometimes there are necessarily going to be con-
tradictions because events dictate a contradiction as we deal with the
conflicting elements in this society of ours, where we have the threat
of export controls, if you will; the threat of an additional rate on our
agricultural commodities; purely and simply an attempt to work out
a temporary suspension of sales. For clarification, it wasn’t really to
the world, 1t was to just to the U.S.S.R. and Poland, the rest of our
sales continued.

Senator Brock. We do have a monitoring system, we have to be
notified if it is over a hundred thousand. L ,

" Mr. Sryon. That’s right, we have a deputy’s group that Paul Mc-
Avoy heads. And I wanted to do that before, Senator, to put into the
record the organization on these food issues, which I think will help.

But finally, I was just going to say that this enables us to get the
crop report. But, more importantly, what we need, what Senator Ribi-
cofl and everybody recognized, we had to get the buying intentions.
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I have been making some suggestions up here, and I muist say, I
haven’t had much luck on the other side in getting the administra-
tion to go along with some things that I think would reduce the pover-
ty level. So, I’m available to cooperate, but so far I haven’t had much
lielp from the administration. I hope we can work together to reduce
the poverty level. ]

[The following was subsequently supplied for the record :]

PERSONS BELOW THE LOW-INCOME LEVEL BY FAMILY STATUS, 1959 TO 1974

[Number In thousands]
Persons 1n families Unrelated individuals

Number Percent - Number Percent Number Percent
39,490 2.4 34,£62 20.8 4,928 46,1
39, 851 22.2 34,92 20,7 4,926 45,2
39, 628 21.9 34,509 20.3 5,119 45,9
38,625 21.0 33,623 9.4 5, 002 45.4
36,436 9.5 31,438 7.9 4,938 44,2
36, 055 9.0 30,912 7.4 5, 143 2.7
33,185 7.3 28, 358 5.8 4,827 39.8
28,510 47 23, 809 31 4,701 38.3
27,769 4.2 22,771 2.5 4,998 3.1
25,389 28 20, 695 1.3 4,694 U0
24,147 12, 1 19,175 0.4 4,972 34.0
, 4 2.6 20,3% 0.9 5,090 32.9
25, 559 2.5 20, 405 0.8 5, 154 31.6
, 460 1.9 19,577 0.3 4,883 3.0
22,973 1.1 18,299 9.7 4,674 25.6
, 260 1.6 19, 40 10.2 4,820 25,5

Source: ‘‘Current Population Reports,’’ series P-60, U.S. Departmant of Commerce, Bureau of the Census,
various issues,

Note: The low-income (poverty) classification is described as follows in ‘'Carrent Population Report,’’ P-60
No. 99, p. 3: Families and unrelated individuals are classified as being a or_below the low-income leve
using the poverty index adopted by a Federal !nunn:? Committee in 1969. This index Is besed on the
Department of Agriculture's 1961 economy food plan and refiects the different consumption requirements of
families based on their size and composition, sex and agsof the hmIII head, and farm-nonfarm residence. It
was determined from the Department of feulture’s 1 survey of food consumption thet families of 3 or
more persons spend approximately one-third of their income on food; the mrt{ level for these families was,
therefore, sst at 3 times the cost of the economy food plsn. For smaller families and persons living alone,
the cost of the economy food pfan was multiplied by factors that were slightly higher in order to compensate
for the relatively larger fixed expenses of these smaller households. The poverty thresholds are updated every
year to reflect changes in the Consumer Price index (CPl). Thus, the poverty threshold for 8 nonfarm family of
4 was $5,038 in 1974, about 11 percent higher than the comparable 1973 cutoff of $4,540.

The CramMAN. There is another subjec’, which bothers me, Mr.
Secretary—I will discuss that further with Mr, Baker when his turn
comes—and that is that, this Nation continues to publish these so-
called Good News Announcements.
It was said on television last night that we had a favorable balance
of $11 billion in trade last year. If that is the truth, then we shouldn’t
be doing any of these things we are doing to expand exports, we ought
to try to help the other fellow to ship us something, use we will
soon have all the chips and the other fellow won’t be able to ﬁlay the
game with us. If that situation did prevail, we would give the other
natiofns all sorts of advantages over us that the facts do not presently
justify.
) No%r, Mr. Baker testified in his statement that of the $11 billion
rroﬁt that we were supposed to have made in that situation, $1.9 bil-
ion is in the form of aid. By the time we Eet through it the way we
look at it, and the way the other nations keep their books, that $11
billion profit gets down to about $1.9 billion.
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I hope we can come to terms and work something out in Geneva,
but those people have ambassadors, and good ones, and they pick up
these American “Good News Announcements” and say, “You people
mado an $11 billion profit, and you are going to impoverish the rest
of the world, in your insistence on taking enormous profits”, but ac-
tually what we had was a small profit of about $1.9 billion, if you
take out the foreign aid program, only taking into account Public
Law 480, and include only what you are bein ]l)a1d for.

Now, Mr. Secretary, can we expect some Ee p from you, try putting
this thing into context so that everybody, including our own people
will know what the score is? -

Mr. Simox. I remember some three and-a-half years ago as Deputy
Secretary of the Treasury I was making my courtesy calls, and
called on you, Mr. Chairman, and you tolg me about the problem you
had for many years with C1F/FOB and I had not the foggiest notion
what you were talking about.

We went back and finally succeeded in including CIF into the
FOB statistics, so, we have accomplished that much.

The disagreement, as I understand it, is that U.S. importers pay
U.S. freighters, and therefore it doesn’t belong in the BOP statistics
because it just represents two domestic entities and it’s not a trans-
action between the U.S. and a foreigner, if you will. That’s why it
didn’t belong. Isn’t that one of the reasons ¢ '

" The CHAIRMAN. Mr. Secretary, the way these trade figures are pre-
sented to the American people is the way I saw it on television last
night or so: “We made $11 billion profit.’

It’s just like my pilot friend that I helped work his way through
school by teaching people how to fly airplanes. I owned a few dollars,
and he paid it down on a small airplane. This fellow made a profit
every month in doing business, in one pocket and out the other—every
month he made a profit. And after about 3 years he was broke and
out of business. The reason was he didn’t know about depreciation.
When the plane wore out, he had no money to buy a new plane and

he was out of business.

)'TL uéhter.]

he CuairMAN. So, I feel our trade figures operate the same way.
If we operate on these kinds of trade figures, we will be just like my
friend with the airplane who finally went out of business because he
didn’t figure depreciation.

Now, we are working with a bunch of figures that reflect us as
getting rich, when we very well might be going broke. I recall a period
of time when the figures looked as though over a 5-year period we had
made about $15 billion. We hadn’t made $15 billion, we had lost $20
billion. And I just hope one of these days we will tell everybody, in-
cluding our own people, the truth about this,

Mr. Siamon. Fred Dent would like to comment on this, Mr. Chairman,
and also, I will be having a new Deputy Secretary come up for con-
firmation, and I will warn him in advance about this.

[Laughter.]

Mr. Dent. Mr. Chairman, I would like to report substantial progress
in that the Government is now reporting on FT 900, the foreign trade
results monthly, and they show both FAS and CIF figures. so that the
CIF figures are available. The press takes them and leads with the
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FAS, or FOB basis, which are the figures to which you referred. So,
we are creeping up siowly this has detailed figures on a CIF basis.

The Cuatraax. I oncé knew a politician, and he abided by his own
code of ethics, and he had a very good code of ethics. One of his prin-
ciples was that a politician would never lie unless it was absolutely
necessary.

[Laughter.]

The CuarrmaX, I think we should look at how the situation really is.

Now, Mr. Secretary, the East-West Trade Board was established
to monitor the flow of U.S. technology to Communist countries. As
Chairman of that Board, can you tell us what the major technological
transfers in the last year have been$

Mr. Simon. Let me list for the record what they were. We used the
mechanism that was already in place in the Commerce Department
to monitor transfer of technology to the eastern block, and I can list
our decisions for the past year; and also the ones we have turned down.

The CrairMAN. Can you provide that for the record ?

Mr, SimoN. Yes; I will, :

The Ciairyan. All right.

Mr. Siaon. They are submitted, on a regular basis, to the Congress.

The CuarrMmaN. I think it would be helpful to have a summary for
the record. |

Mr. Simon. Yes, sir.

The CuairmaN. I don’t want to burden the record, but I would like
to haveit. : |

[The following was subsequently supplied for the record :]

The following lists reflect export licenses granted and denied for the export

of technology to nonmarket economy countries during calenddr year 1975, as
well as the period December 18, 1975-March 1, 1976.

CALEXDAR YEAR 1873

APPROVALS
Bulgaria

Manufacture of card reader mechanisms; production of polypropylene; archi-
tectural plans for a hotel; polypropylene; protein from manure; detergent
alkylate; line printers; polyester yarn; dental equipment; polypropylene; linear
alkyl benzene; isobutylene; acrylic fiber; industrial control instruments; heater
for ammonia plant; heat exchangers for benzene plant; removal of carbon
dioxide from gas.

Czcchoslovakia

Formulation of herbicides; removal of carbon dloxide from ammonia syn-
thesis gas; cyclohexanone; glass tubing end formers for fluorescent lamps;
memory system for minicomputer ; manfacture of pumps and motors; isobutane;
equipment for making cigarette filters; high octane gasoline (alkylation process).

German Democratic Republio .

Recovery of carbon monoxide gas; removal of magnesium from aluminum;
removal of carbon dioxide from gas; pharmaceuticals.

Hungary

Manufacture of magnetic recording equipment ; manufacture of FM radlo and
TV band antennas; production of polypropylene; manufacture of laminated
products for packaging; laundry equipment ; anticoagulant drug; memory system
for computer; parts for line printers; slidable gates for steel industry; glass
making equipment ; materials handling equipment; polyvinyl chloride film and

1In previous years, as high as 70 percent h h
left ung)hlpped. ¥ . g P of the technology licensed for export has been
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sheet ; character drum assemblies; auditor orlented computer system; assembly
of integrated circuits; dice for integrated circuits.

People’s Repubdlio of China -

Anticoagulant drugs; ethyl alecohol; styrene-butadiene rubber; removal of
acidic gases from natural gas; natural gas desulfurization and dehydration;
natural gas liquefaction; quotation for aircraft engines (8); sulfuric acld.

Poland

Manufacture of disk recorders; manufacture of security apparatus for storage
containers; manufacture of paper equipment; production of methylamines;
manufacture of paper and pulp equipment; manufacture of rubber V-belts;
manufacture of internal combustion aircraft engines; manufacture of steam
turbines: treatment of tire cord fabric; specifications for turboshaft aircraft
engine ; manufacture of circuit breakers; motors for water pumps ; glass making
equipment; veterinary medicine; polyester fiber; petroleum refinery project;
penicillins; removal of carbon dioxide from gas; construction and operation
of gasholders; petroleum refining and petrochemical processes; anticoagulant
drug; building materials; hydrogen peroxide; vitamin C; sewing machines;
vinyl chloride; pumps and motors; landing gear for light aircraft; instruments
for measuring radiation; machine tools; residue disposal system; fluorocarbons;
carbon black ; aircraft engines; water gel explosives; color TV receivers; rubber
antioxidants; copying machines; chlorinecaustic soda; vegetable protein; air-
craft doors; computer software; antibiotic.

Romania

Sulfur recovery ; industrial process instruments; pharmaceutical for treatment
of ulcers; production of benzene; manufacture of hydraulic turbine blades;
computer software for a chemical plant; refining stainless steel; tractor trans-
missions and torque converters; polypropylene; aceti¢c acid; petroleum refining
and petrochemical processes; locomotive parts; bullding materials; polyethy-
lene; linear alkyl benzene; polypropylene; benzene; butadiene; gas storage
facility ; manufacture of bearingd; gas processing plant.

U.S.S.R.

Transfer handling machines; software for air traffic control systems;
training and support services for air trafic control systems; sili-
conized resin coatings for metals; electrical insulators; glues and adhesives;
diesel starter drives; production of caffeine; ethylene oxide and glycol; subsonic
wind tunnel; color TV glass funnel/neck assemblies; liquid crystal displays for
wrist watches; production of normal paraffin hydrocarbons and adsorbents; heat
exchangers for gas compressors; aromatic hydrocarbons; computer software for
control of aircraft spare parts; trimellitic anhydride and wire enamel ; tereph-
thalic acid; petroleum reforming and separation of eylenes; desulfurization of
fuel oil; acrolein and acrylic acid; polypropylene; drying of whey ; silicon thyris-
tors ; painting and phosphotizing solutions; hand held electronic calculators; re-
moval of carbon dioxide from gas; semisubmersible drilling vessel; steam con-
densers; superconducing electrical generator; gust probe for alrcraft; cutter
manufacturing facllity ; steam condensers (2) ; structural metal parts by powder
metallurgy; titanium trichloride; aluminum trichloride; nonstick cookware;
sulfur; magnets; natural gas plants; electro-hydraulic servo valves; copper clad
glass epoxy laminates; plant for making dyestuffs; anticoagulant drugs; desul-
furization of fuel oil; hydrofinishing of lube oils (2); aluminum cans: quartz
flash tubes; quotation for digital computer; alpha olefins; quotation for pro-
grammable terminal systems hardware; lenses for making 1V tubes; heaters
for natural gas plant { butadiene ; computure software,

Conuntry Group QWY

Heat exchangers and heaters; building materials; printed circuit boards
(Groups Wand YY),
DENIALS
Cuba
Ammonia plant; removal of carbon dioxide from ammonia synthesis gas;
detergent alkylate; vinyle chloride; polymerization process for making gasoline ;
electrolytic tinning line (2).

U.S.S.R.
Video head technology.
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Drcxuexa 18, 1875-Mancr 1, 1976

PRO
Bulgaria ApEROTALS
Heat exchangers; bacillug thuringiensis (used to prepare am Incecti{cide use
for killing worms that attack vegetible erops) ; manu!acaire of filter cigarettes;
quotation to supply heat transfer equipment.

Czechoslovakia
Quotation to supply heat transfer equipment; additional technical date for
a patent application for & pharmaegutical,

German Demoeratéio Republio

Miniature tow processiig unit for making clgarette filters; petroleum refining
processes; petrochemical process; quotation to supply heat transfer equipment.

Hungary

Additional technical data for patent applications (2) (relating to prosta-
glandins and saceharide polydensation) ; line printer parts; quotation to supply
heat transfer equipment.

Poland :

Plant for preducing carbon black ; mineral fiber acoustical cellings and mineral
wool; quotation to supply heat transfer equipment. .

.PRC
Sulfating and sulfonating of organic compounds which are used in detergents;
quotation to supply heat transfer equipment.

Romania
Quotation to supply heat transfer equipnent.
U.S.8.R, )
Technical data relating to schematics for five-functional electronic calculator;
proposal for an airplane auxiliary power unit, airconditioning, and pneumatie
system (2); acrylic sheet; air cooler to be used in petroleum refinery, dyestufts
facilities, 4 ammonia plants; plant to manuafcture carboh bisulfide, electrically-
heated rear automotive glass; hydrogen production plant; chemical refinery
complex ; butadiene plant; quotation to supply heat transafer equipment; ethylene
oxide and glycols; production of- fungicide; photofiash cubes; two amhmonia

plants.
DENIALS

U.8.S.R. .
Variable capacitors; manufature of single crystals of gadolinum gallium

garnet (GGG) and growth of epitaxial magnetic garnet film on GGG.
The CHAIRMAN. Just to be specifie, are U.S. technological export

controls effective ¥ : _ .
Mr. Siaon. Yes; we believe they are. We have an extensive reporting

n&echanism on the technology, and we think they are extremely
etfective. :
W(}lxy don’t you add to that, as the former chairman of that control
board { » ’

Mz. Dent. Senator, they are effective as far as they go. But we must
recognize that the control of technology, ideas and the rest, are ex-
tremely diffioult to be 100 percent sure about. We benefited in this
countxz throigh the transfer of technology from England in our
early days through the heads of immigrants. So, it is effective as far
as it can go, but'it 18 not airtight. : | .

The CrarMAN. I would like to know, Mr. Secretary, with regard.to
the countervailing suit filed by United States Steel, did the Treasury
make a negative determination on that suit, or what was the
determination{’ . o

67-9371—76——-3
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Mr. McDo~aLD. Yaw§ the deteimination: was & negative one.’

The CrairMan. Would you give us some understanding on what
is involved in this, and how it appedrs to you, our principal fiscal
officer of the government { o .

Mr. Snrow. I would like Dave to explain the investigation. He was
the Assistant Secretary that conducted it and presented the findings
to me, Mr. Chairman, : .

- Mr. McDonaLp. Well, the question was posed to us by United States
Steel in the form of a complaint, whether the remission of the value
added tax in the European Community constituted a bounty or grant.
This i8 the remission of an indirect excise tax, very similar to our sales
tax, except that it is not assessed all at the retail level, it is assessed pro-
gressively as it goes through commerce. ST

The same kind of tax, of course. we have in this country in the
retail sales area, and also in a manufacturer’s excise tax for alcohol
and-tobacco. The Treasury Department. for 70 years, has taken the
position that the remission of an indirect tax does not constitute a
hounty or grant. The overrebate of that tax we do countervail. We
follow that precedent with a qualification that the precedents have
gone in two areas. on a direct tax, if vou remit a direct tax we
countervail against it: if you remit an indirect: tax, we don’t counter-
vail against it. It has long been known in Congress that this is the
law, or the Treasury practice.

There is disagreement as to the economic distinction between the
two, but we felt that at this time to overturn perhaps a dozen cases
where we had already gone in this direction, unilaterally. was simply
something that we conld not legally do, and we don’t think the law
really reflected that result. : .

We would hope. and we have advised the multilateral trade negotia-
tions that we are going to take this matter up for negotiation, and
we have a group working on it now, sir. o

The CuarrmaN. Now, it has been my understanding of the general
picture that by remitting these taxes in one respect or the other, these
governments are able to sell products produced in their nations at
somewhere between 10 and 30 percent of what the price is for that
product sold to their own people, within those nations.

Now. generally speaking—and it seems to me this is an area where
we would negotiate with the other fellow—1ve shonld look at this again.
We are doing very, very little of that. Perhaps Secretary Dent ought
to comment.

Mr. DeNT. Yes. Senator, the United States also remits indirect taxes
on our exports in the form of retail sales, or in the form, as the Sec-
retary has mentioned, of alcohol and tobacco taxes.

Now, when these products come ‘into this country, we levy those
taxes on them. If we are unable to levy indirect taxes, products coming
into Washington, say a shirt from Great Britain, it might not be able
to bear the domestic retail sales tax, comparable to what domestic prod-
ucts do. So, that is a very thorny economic problem. We are working
diligently on it. We have begun talks in Geneva on it. Last week I
spoke to the leaders of the European Common Market on this subject
in Brussels. So, that is oné of the great concerns that we must reach
an equitable solution of ; that is in our own domestic interest,; as well
as those who sell to us.
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Other countries, in addition to the Common Market, do remit indi-
rect taxes. elsewhere in the world. So, it’s not just a bilateral problem.
"' The CHAIRMAN. Thank you. o ) Co

Well, my time has expired. There is a vote going on, and we will
have to go. aver and vote in a few minutes. I know ,Senator Ribicoff
has same more questions... - - S E Y : ,

Senator RisicoFr. I-have some, but I will save them for Secretary
Kissinger tomorrow. But; oné question to Secretary Simon, ,

. You complained about Jost business with the Soviet Union because
of credits and re})]ac,e'd MEFEN problems. Now, it seems to me our banks
are doing a lot of businéss in this field, are they not? . 4

. Mr. Sryox.. They havé done -business, yes, Senatp:i Ribicoff; the
exact do]llar amounts I don't have. : o _

Senator Risicorr. This is very interesting. The Chairman and I
took a trip last August in the trade field and visited several countyies.
We got to Germany, Senator Iong went to Munich, and I went to
Bonn, T had a very interesting discussion with the West Germans; and
the West Germans explained to me that under no circumstances do
they give g credit break, or subsidize any interest rate or credit to
the Soviet Union. They. are very successful in doing business with the
Soviet Union. But the Soviet Union knows right from the start that
West Germany will not subsidize any purchases; that West Germany
will not give a break on interest on the governmental level. .

This has to be done completely, the West Germans tell me, as far as
they are concerned, between the commercial bank and the seller of the
product. . S = ' -

Now, they were very frank and said the Russians hate to pay large
interest rates, they don’t like high interest rates, it is against their
political philosophy. But as a consequence, from a pragmatic {;oint
of view, what the manufacturer does, he jacks up the price to absorb
the high interest rate. S ‘

Now, if the West Germans can do business that way, why does the
American taxpayer have to be'in a position of subsidizing the Soviets
with-low-interest rates, when our interest rates are high?

Mr. Simox. We have been trying, Senator Ribicofl, for a couple of
‘years, and we are fortunately now very, very close to what we call a
general agreement on export credits.

Now, there have been concessionary credits given. Qur interest rates
by the Exim Bank have been higher than the rest of the world; this
agreement.is going to be very beneficial. -

The ability to provide these credits—and they are slightly below the
open market. rate—enables the European Community 1n particular to
have done over $10 billion in business by credits we have been pro-
hibited from providing. And we have heard not only from the
T".S.S.R., but also from our business here in the United States that
‘significant amounts of money in the form of contracts have indeed
been lost. . . . : o _ ‘ , |

‘Senator Risrcorr. But I still don’t get it, the West. Germans can do
»business?with the Soviet Union without subsidizing interest, why
can't we ' ' ' |

Mr. Sinox. Well. when you say “subsidizing”, we are subsidizing
when we compare it to an open market rate, if you will. What they
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might mean, maybe they don’t go as low as some other countries in
the world might. But that, agam, depends on a case-by-cass basis:
There are certain areas where WWest Germany may be more canpeti-
tive than other countries; and there are a lot of areas where the
United States wouldn't have significant contributionggeand” we
shouldn’t provide Exim credits at. all, and those are instances whers
we are going to get the business anyway. That has been our policy. .

With an interest-rate war, competition going on, I don’t think that
benefits anybody; and I think the other countries in the world finally
recognize this, and now we are going to get agreements that have a
floor on rates, and cover the terms given, and that. is going to be
healthy. But it certainly is not going to help us until we are going
to be able to fix up the Trade .\ct as far as being able to give credits.

Senator Rreicorr. Well, as far as I’'m concerned, I see no improve-
ment from either the administration or the Soviet Union to solve
that problem.

Mr. Stron. We have seen some improvement. I can’t say it is a
trend because it has been too brief, Senator Ribicoff. We have seen
an immigration increase from 1,100 last September to about 1,500 in
October, and down to 1,200-plus in November and 1,200 in December.
Hopefully it is going to continue to increase.

enator Rmicorr. Did T understand you to say that the Russians
are trying to work out a new trade agreement ¢

Mr. Siyon. No, sir.

Senator Riicorr. Didn’t I understand you to say that?

Mr. Simon. Noj this is the gentleman’s agreement with the Euro-
pean Community and Japan that will end the interest-rate war on
government credits, .

Senator Risrcorr. But the Russians are not talking about the possi-
bility of a trade agreement. A

Mr. SimoN. No: we deal with the Russians on a case-by-case basis.
We are prohibited, as you know, from any export credits.

The CramrMaN. Senator Hartke.

Senator HarrkEe. Thank you very much. There are two questions I
would like to ask. What is the administration going to do on the ques-
tion of specialty steel, where there has been a sharp increase in unem-
plovment due to specialty steel rate on the American market ¢

Mr. Snon. T am a member of the committee that is studying the
ITC report right now. The President must, by law, Senator Hartke,
come to a decision on that within 80 days. I will be making my recom-
mendations then.

Senator HarTke. If a quota is imposed, required by law, do you
think there will be any reaction from other countries, and what type?

Mr. Sixon. I think that is hard to tell, it would depend on the
quotas. Every action usually causes a reaction, whether or not it would
be serious, I think, it’s too early to tell, Senator Hartke. ‘

Senator HarTkE. I will submit this to you. This is a report on the
question on how these people are attempting to avoid the steel decision
by entering-into bilateral agreements. But, the administration just.
has no policy on it. ‘ | -
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Another question I would like to submit to you is a.question con-
cerning the International Monetary Fund, Is it not true that the
Jamaica agreement really takes us toward it again §

Mr. Smuon, It sure does pot, Senator Hartke; I would never have
been a party to it. S

Sena,t«or.ihm'xx. I don't bave time, I:have to go wote. If you could

- respond to that for the record.

~ Mr. Soon, T sure will, I will respond to that in great detail. But,
flexible, floating exchange rates have served this country well; just
take & look at our position. We have not only legitimized in the
Jamaica “reement ‘the existence of floating as a system, but, more
importantly, it takes 85 arcent to go back to a fixed rate system, and
we have a 20-percent blocﬁng veto.

+ Senator Harren. Well, let me say to you that I think the removal
from fixed rates to flexible rates was a contributing factor to the re-
cession. So, I'm not so sure that you and I are going to agree.

[The following response was subsequently received for the record :]

RELATIONSHIP OF THE JAMAICA MONETARY AGREEMENT TO Fixed EXCHANGE

The Jamaicn Agreement does not move atway from the float and back toward
fixed exchange rates. The agreed new .provisions .on ameniiments to the IMP
Anticles dealing with exchange rates represent a -sharp contrast with the Bretton
-Woods system of fixed exchange rates, which sought stability by mandating
adberence ito a specific exechange zate regime—par values. The new provisions
focus on the need for countries to follow policies designed to acvhieve the under-
lying economic stability that is.a prevequisite to exchange rate stability, rather
than -on action to manage or fix the exchange rate; they éffactively legalize cur-
rent exchange rate :practices, including:floating, and provide ‘wide Jatitude for
individual countries to adopt specific arrangements of thelr own choosing in the
future, 80 long as they fuifill certnin general obligations. Under :the new pro-
visions, the U.S. will have a controlling voice both in the sadoption of any new
general exchange arrangements for the system as a whole and in the selection of
exchange arrangements to be applied by the U.S. individually, and we do not
-envisage the adoption of fixed rates for the foreseeable future,

Senator Hartke. The second item is. I find a complete absence from
your statement, or Secretary Dent’s, or Mr. Baker’s, or anyone else’s of
any concern whatsoever about the severe problem that 1s being pre-
sented by the multinational corporation in trade; and the lack of any
comment about this indicates to me that we are still dealing with an
__about 1901 economic theory. :

r. S1aoN. You know, what I am trying to do— . o

Senator HarTke [continuing]. We should, in the last third of this
20th century start thinking about their effect upon international policy
and international trade. . - )

Mr. SimoN. What I tried to do, Senator, was to respond to questions
that Senator Long asked me in the letter, in concert with Ambassador
Dent, Secretary I%l inger, Butz, Jim Baker, and everyhody else whe
will be testifying, I think that the subject of multinational corpora-
tions, on which we had hearings on in Congress last year, or the year
before, T would like to come up sind talk ebout.

" Senatoirr HarrkEe. Don’t worry, I'll be here.

Mr. SimonN. That’s asubject im itself.
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Senator HARTKE. Il be here. T understand the) aro collecting & nice
‘little fund to beat me'in tlns electlon ; 80, I Wlll De looking forward to
it. Thank you.

[The prepared statement of Secretary Sunon follows :]

: bm’rzuwr oFf HoN. WiiaM E. SIiMON, SECRETARY - or THE Tuz.«svnr

Mr. Chairman, Members of the Committee: I welcome the opportunity to Join
Jdn.this review of the administration of the Trade Act of 1974 and U.S. interna-
tional trade policy, with special emphasis on the Multilateral Trade Negotiations,
., During this period of continuing worldwide economie difficulty and change,
world ‘tradé has taken on eyen greater importance as a-central ingredient in our
‘economic relations with foreign countries. Mafitaining and improving an open
itrade-environmerit i8 crucial to our efforts to prevent widespread restrictive trade
actions that could seriouxly harm world economic stability and cooperation.

Before turning to a discussion of: our trade policy, I would like to say a few
words about the world economic outlook, which will play a major role in deter-
‘mining the world trade climate in the inonths to come.

[}

INTERNATIONAL ECONOMIC OUTLOOK -

The world is now recovering from the most severe economlic recession since the
1930’s. The recession saw real output in the industrial eountries fall sharply and
suddenly, a decline of 5 percent in the first half of last year., It saw the first
reduction of 8 percent in 1975. And it was assoclated with the most violent inven-

-tory adjustment in more than fifty years.

The outlook for recovery from the worldwide recession of 1974-75 is now good.
-Solid progress toward recovery has been made particularly here and in Japan
and Germany. The outlook for real growth in the major industries countries is
.on the order of 8 percent during 1976. During 1976, the United States is expected
-to experience a rite of real growth in the 6 to 614 percent range, which is above the
average of the last decade. Upturn in the smaller industrial countries, whose
-economies turned down some six months later than the larger countries, will
oceur more slowly.

At the same time that economies have turned around, progress has been made
in curbing inflation. Inflation rates in the industrial countries are forecast to
average about 8 percent during 1976. This is too high—Dbut the trend is welcome.

Unemployment levels at the end of 1976 remain too high, ‘The absolute number
of workers unemployed is at or near post-war record levels in most of the indus-
tiial countries. The relatively modest recovery foreseen during 1976 in some

countries will not significantly reduce unemployment rates during 1976—given
normal work force growth—although progress is likely during the latter part of
.the year.

Most LDCs experienced reduced growth rates later than industrial countries,
and, while growth rates for non-oil LDCs as a group will probably be lower than
‘in 1975, their balance of payments position will improve in 1976. For many of
ithes((: goor countries economic growth will not keep up with population growth

n 1976,

. The pattern of international payments last year was determined by two major
factors—the continuned massive surpluses of the oil exporting nations, and the
widespread economic recession. A clear pattern of payments balances among
three major country groups can be distinguished: For the oil exporters. the
OPEC countries, large surpluses of about $40 billion on current account; for the
.developed world, the OECD countries, approximate balance, with roughly offset-
ting surpluses and deficits within the group; and for the rest of the world, large
dcficits, particularly on the part of the less-developed countries,

d 'ili‘he centrally-planned economies of East Europe and Asla also experienced
«defieits,

As a result of the firmly-based recovery nosw underway in the tndustrial world,
{’he pattern of payments imbalances will shift importantly this year toward more

alance,

The collective current account defleit of the ofl importing countries should be
more evenly distributed between devetoped and developing countries during 1976,
representing a partial reversal of the 1975 patterns of current balances which
were highly skewed against the non-oil developing countries. The dramatic im-

¢
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provements {h the external positions of major industrial countries in 1975 were
to a large extent the result of inventory adjustments ‘and: recession-induced
reductions in import demand. 'With recovery; thé exterikl poditions of the indus:
trial countries will adjust accordingly, and this should:prove to be an important
factor in reducing the external deflcits of non-oil LDCs.

During 1975, the recession reduced demands for commbodity !mports as a result
of both inventory adjustments and lower production levels in the industrial coun»
tries. Commodity prices declined in the présence of slack demand. The non-oil
developing countries faced reductions in both the volume and price of their.pri.
mary product:exports during 1975, This process will be reversed during 1976,
with resumption of recovery in the industrial countries. Unfortunately, a sizeable
portion of this improvement in the non-oil producing developing countries, posi-
tions will be eroded by the higher crude oil prices announced in October.

The continuation of the current solid recovery will depend on continued sound
economic policies by all countries. For the industrial countries, sound policies
mean policles to assure a continued strong non-inflationary recovery in.world
demand ; théy mean the avoidance of measures which would frustrate an adjust.
ment in their payments positions, particularly the avoidance of beggar-tby-
neighbor trade netions. ¥or the LDU's, sound policies mean realistic invéstment
growth and development programs. For the OPEC, sound policies imean reason:
able investment policies, without excessive llquldity preference, increa‘sed aid to
1.DCs, and restraint in oil pricing.

But the industrial countries do bear a special respOmlbllltv. Slmu}taneous
reflationary measures in 1972-73 led to worldwide inflation. Simultaneous de:
flationary policies in 1973-74 led to cumulative recession..The major countries
tnust become more aware of the cumulative effects of their policles: economie
policy cooperation among them miist be imnproved. Bamboulllet made progress
toward that goal, particularly in the trade area.

The worldwide recovery, the commitment at Rambounillet to sound economie
policies, the comprehensive monetary agreements of Jamaica, all create a posi-
tive environment for the Multilateral Trade Negotiations.

PRINCIPLES OF U.S., INTERNATIONAL ECOXOMIC POLICY

In approaching the problems of the world economy, the United States has form-
nlated a consistent international economic policy. No nation is more intimately
involved in shaping a cooperative international economic system. The core of our
international economic policy is dedication to certain fundamental principles, the
most important of which is our commitment to a free and open environment for
world trade and investment. Withiu this context it is essentail thiat we seek to
achieve certain basiec objectives. We must: Maintain a sound U.S. economy ;
eliminate or reduce barriers to and distortions of trade on a reciprocal basis;
establish fair trade rules and improve the structure of the General Agreement
on Tariffs and Trade; permit the free flow of capital in order to allow its most
produetive use; assist the developing world to grow and become economically
sclf-sufficient through fair and reasonable access to developed nations’ markets ;
and cooperate with other nations in resolving problems and responding to
change in the international economy on a mutually beneflcial basis, -

COORDINATION OF U.8. POLICY

The policy guidelines and decisions to implement these prineiples are coordi-
nated through the Economic Policy Board (EFB) and the Council on Interna-
tional Economic Policy (CIEP).

The President established the Economic Policy Board by Executive Order
in September, 1974. This Board consists of the Secretary of the Treasury, who
i Chairman, and twelve other members. The Executive Order provides that the
Economic Policy Board ‘‘shall provide advice to the President concerning all
nxpects of national and international economie policy, while overseeing the form-
niation, coordination and implementation of all economic policy of the United
States, and all serve as the focal point for economic policy decision making,

The Executive Order also provided that the Assistant to the President for
FEconomic Affairs should be a member of the Eocnomic Policy Board and its
Executive Director. The Secretary of the Treasury was designated Chairman
of the Council on International Economic Policy and the Assistant to the Presi-
gont for Economlic Affairs became a member of the Council and its Deputy

‘hairman.
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.The membership of the EPB-and OARP differ sqonewhat. The BPRB. includes
the Secretary of the.Interior, the Secretary. of Health, BEdncation end Welfare,
the . Secretary of Housing.end Urban .Development. sud the Bxacutive Director
o: txge gllgg. BPB does met include the Secretary of Defanse who i 4. member
of the A . : ) e

This orgapisational structure reflects the inareesingly clpse dntertwining of
domesti¢. and international economic policies which Jled fiest .to the appeintment
of the Cabinet Officer most intimately concerned with these {esuen, the. Secretary
of the Treasury, to chair the Council and second, following the establis t of
the Pconomiic Policy Board, lled to .4 very close and intimwate selationshin be-
tween the HPB-and the Countil. S : j

This relationship i8 focused in the Executive Committee of the BPB, of which
the BExecative Director of OIEP is a miember, which was established tomitet daily
to consider issues relating 'to international aud domestic ecantinic policy. The
fact that there is a Oabinet-level medting dally consideting theseiissues is tre-
mendously important. It has given the Pxecutive Branch the .capubllity to
respond rapidly to changing conditions, and it has .provided an institutional
focus for decislonmaking en matters relating to. economic policy. Barticipation
in the BExecutivé Committee has not been limited just to the de’ignated members.
Other agencies and departments have participated on a regular basis in areas
where it is felt they could contribute to economric policy decisions.

In the international trade area, the Trade Act of 1074 provides the legislative
framework for the developmerit and implemrentation of policy. Responsibility for
the Mutllateral Trade Negotiations rests with the Special Trade Representative,
Ambassador Dent, who is & member of OIEP, and 18 Chairman ‘of the Cabinet-
level Trade Policy Committee (TCP). The Special Trade Representative joins
the deliberations of the EPB on matters of interest to him and is able to bring
to the EPB matters for attention or decision.

nl addition to these formal mechanisms, Secretary Kissinger and I meet fre-
quently on an informal basis to discuss economic and foreign policy issues to
assure coordination in our approach.

PURSUING OUB INTERNATIONAL ECONOMIC OBJECTIVES

The prineiples of our international trade policy are embodied in the Trade Act
of 1974 and we are.actively pursuing them in the Multilateral Trade Negotia-
tions. Our success in these negotiations will in large measure determine the
future of our international trading system. Progress 1s therefore essential. We
are encouraged by the strong impetus which the MTN received from the agree-
ment at Rambouillet in November to accelerate the pace of the negotiations,
with the goal of completing them in 1877. Specifically, the Ramboulillet :Declara-
tion affirmed that we “should aim at achieving substantial tariff cuts, even elim-
inating tariffs in some areas, at significantly expanding agricultural trade and
at reducing non-tariff measures” in order to achieve the maximum possible level
of trade liberalization. :

A healthy international economic and financial system i3, of course, an essen
tial underpinning for trade relations.

Recognizing the close interrelationship between international trade and eco-
nomic policies, the six participants at Ramboulllet agreed to work in the mone-
tary area to create greater stability in the economic and financial conditions
underlying the world economy. They also made the fundamental decision to
reach specific agreements in the IMF relating to exchange rates. This commitment -
was implemented in the recent agreements achieved at the Interim Committee
meeting in"Jamaica. Because these understandings are so important to thefuture
of our international monetary system, and, thereby, to the environment in which
lntemuonal trade will-take place, I would like to comment briefly on the Jamaica
accords.

THE JAMAICA AGREEMENTS

The Jamaica meeting marked the successful conclusion of several years of
negotiations, resulting in -the first general revision of our international monetary
arrangements since the basic framework for the post-war economic s¢stem was
established at the 1944 Bretton Woods Conference. The package that has been
developed combines longer-term structural réforms with measures-to meet cur-
rent financing needs. They consist of four major elements: new provisions gov-
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g exchange rate practices which nations can:followin the future; measures
to phase gold' out of the monetary system; steps to increase the: resources of- the
IMF and: to streugthen the Fund’s ability: to meet the balance of-pgyments.financ-
ing problems off meémber countried ; and proposals to amend the IMF Axticles, the
“constitution’* off the monetary system, so as to streamline its operation, and to
conform the institution to the different world-which has developed since the 1040’3
and: which will evolve in the 1970’s and beyond. Together, these agreements lay
a foundation of impressive strength' on, which we: may brse;our efforts-in the
Multilateral Trade Negotiations.

The agreement to reduce the role of gold: in the monetary system removes an
important disruptive factor from the system. Its private uses conflict with its-
monetary uses. Its extreme price volatility can be very destabfliring to-a monetary
asset. Its relatively fixed supply means that new output cannot be exparded
or contracted in line with requirements for more, or less, international ljuidity.

~ Action to update and streamline the IMF Articles; relating to tlie operations
of the General Accowit and tie SDR account, provides a flexible basls for future
evolution of the rules of the system. ,

In the third area, steps are being taken to enhance the IM¥°s capacity to pro-
vide its members medium term financing for balance of payments pr blems while
adjustment measures Become efféctive. These detions Include an increase in IMF
quotas, an immediate increase in members' potential access to IMF credit, the
establishment of & Trust Fund to assist the poorest countrigs, and a major liberal-

~~jzation of the TMI®s Compensatory Finance facility to assfst primary produders.
All of these actions demonstrate a commitment to malfitaining a payments sys-
tem which supports the free flow of trade and! capital.

A final area where agreement was reaclied involves exchange rate practices.
In sharp contrast to the rigld system of exchange rates established at Bretton
Woods, which sought stability by requiring adherence to a- specific exchange
rate regime—par values—the new provisions focus on achieving the underlying
economic stability that {s a prerequisite for exchange rate stability. The provi-
sions legalize the various exchange arrangements presently applied, by countries;
provide a flexible framework for future adaptation of the exchange rate system;
and provide wide latitude for countries to adopt specific exchange arrangements
of their own choosing so long as they fulfill certain general obligations relating to

——___the maintenance of internationally appropriate economic policles. Of particular
importance in this respect for the trade negotiationg is the obligation to avoid
manipulating exchange rates to gain an unfair competitive advantage.

Those who criticize the present system of semi-floating exchange rates state
their case in terms of the volatility of the system and the impact exchange rate
variability has on international merchants. Such arguments are just not support-
able, The floating exchange rate system did not produce exchange rate variapility.
The variability that characterized the past several years is the result of the
violent financial pressures generated by boom and recession, by the sharp rise
in-inflation rates and by the increase in the price of oil. Central to the agreement
reached in Jamaica was the recognition that instability was not caused by the
exchange rate regime but rather by underlying economic and financial conditions.

The agreed new provisions relating to exchange rates provide for a floating
system and, upon an 85 percent majority vote, A par value system. In either case
case, the exchange rate system is not viewed as producing stability. Rather,

. underlying factors, relative rates of economic expanslon, congruent rates of price
increases are recognized as the true source of stability. is means that the
exchange rate system can facilitate stability but that the basic impetus has
to come from domestic economic and financial policies.

TREASURY BESPONSIBILITY. UNDER THE TRADE ACT

Let me now turn to the Multilateral Trade Negotiations, wwhere we are attempt-
ing to implement our important commitment to an open international trading
system under the mandate of the 1974 Trade Act. I wonlad like to devote particular
attention to two areas where the Treasury Department hag special responsibili-
ties: the enforcement of our antidomping and countervafling duty legislation
and our trade relations with nonmarket economy countries. I would then like to
dizcuss an area of speclal importaace: our commodity policy and our efforts
to actively involve the developing nations in the MTN. ’
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As you know, the Trade Act of 1874 made significant changes in ‘both the
Countervailing Duty. and Antidumping statutes. The Act and the Congressjonal
hearings which preceded its passage made. clear that it was the intent of -the
Congress that these remedies be vigorously hut fairly applied so that inter-
national trade could flourish in a freer but fairer environment. At the time of
my confirmation as Secretary of the Treasury, I pledged to you that these laws
would be efficiently and effectively administered. In the year since passage of
the Act,; the Treasury has carried out that pledge.

ANTIDUMPING ACT

The- Act did not substantlallv amend the Antidumping Act, but for the most
part codified various Treasury practices and policies prmiouqlv established by
administrative action. During 1975.-28 cases were initlated, preliminary actions
were taken on 18 cases, and final decisions including referrals to the ITC were
made on 12 cases. (I have attached to my statement a summary of all these
actions.) The cases initiated include the initlation of an investigation of all
imported automobiles from eight foreign countries, the largest industry in terms
of trade volume ever undertaken by Treasury.

Under new Trade Act procedures, Treasury on three occasions referred Anti-
dumping petitions to the International Trade Commission at the outset of inves-
tigations when it was determined that there was substantial doubt as to the
existence of injury. The Commission determined in each instance that it was
unable to find “no reasonable indieation of injury,” and therefore full investiga-
tions were or are being conducted in these cases.

I believe the Department has continued to demonstrate {ts determination to
administer effectively, the Antidumping Act, and this Committee can be assured
that these high standards will be maintained.

T COUNTERVAILING DUTY LAW

The Trade Act of 1974 made significant changes in the Countervailing Duty Law
with the additional of time limits for completion of investigations and the inclu-
sion of a provision for the temporary walver of countervailing duties to aid the
Multilateral Trade Negotiations. You will recall that Section 331 of the Act au-
thorizes the Secretary of the Treasury to waive the assessment of countervailing
duties otherwise assessable until January 3, 1979, if all of the following three con-
ditions have been met: ,

(1) Adequate steps have been taken to reduce substantially or eliminate the
adverse effect of the bounty or grant ;

(2) There 18 a reasonable prospect that successful trade agreements will be en-
tered into reducing or eliminating distortions of international trade ; and,

(3) The imposition of additional duties would be likely to seriously jeopardize
those negotiations.

Either house of Congress may override a waiver, and the Secretary may revoke
it at any-time,

There was a dramatic inerease in our countervailing duty caseload during 1973
as a result of our stepped up efforts to resolve all pending and legitimate com-
plaints expeditiously. All the cases outstanding at the time of the passage of the
Trade Act have now been reso]ved. The elght cases still pending were all initiated
in 1975. During the year Treasury initiated 38 countervailing duty investigations,
a record number. This included those cases outstanding as of the date of enact-
ment of the Trade Act. Thirteen investigations were terminated at the request of
petitioners, 25 preliminary determinations were reached, and 20 final determina-
tions were made, of which 9 were affirmative and 10 were negative. A temporary
waiver of countervailing duties as provided in the Act was granted in 6 of those
cases. Summaries of those cases are appended to my testimony.

These figures alone do not tell the full story concerning the effectiveness of our
efforts to protect U.S. markets, In several of the cases which resulted in negative
findings, subgstantial ‘“countervailable’” programs existed at the time the in-
quiries began. Discussions with Treasury officials during the course of the proceed-
ings or the mere pendency of the actions themselves convinced the responsible
officials of the governments concerned to eliminate thesrubsidies, Furthermore, in
each of the six cases whkere duties were waived the exporting country had taken
significant action which in our judgment eliminated or substantially reduced.qny
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threat posed by the substdy programs. In four of the six cases this action involved
the elimination of substantial portions of the subsidies. In the other two cases, we
believed that while potential existed for adversely affecting the domestic industry -
concerned, that potential was removed by other prlce or export policy guarantees
obtained from the exporting countries. :
As I have indicated, Treasury exercised its authority to waive the imposition
of countervaiiling duties in six instances during 1975. In all cases of substantial
subsidization, Treasury worked closely with interested Members of Congress,
representatives of the concerned domestic industry, and appropriate Executive
Branch agenciés, In reaching decisions concerning the exercise of the temporary.
waiver authority. This process led to decisions reflecting the variety of concerns
. that must be considered in determining whether the eriteria established hy the
Trade Act have been met. This provision was not designed to be used loosely or
< indiscriminately, but in limited instances where circumstances warrant it. In my
opinion, we have by our actions thus far, fulfilled the basic purpose for which
the walver provision was added to the law. We have avolded unnecessary friction
with our trading partners while negotiations continue in Geneva, while at the -
same time, protecting the interests of our farms, factories and workers.
Let me now turn to the need for those negotiations to arrive at a new set of
International guidelines to limit the use of subsidies in international trade.

BUBSIDIES AND COUNTERVAILING

Section 331 of the Trade Act provides a specific mandate to negotiate on sub-
sidies and countervailing :

*It is the sense of Congress that the President, to the extent practicable and
consistent with United States interest, seek through negotiations the estabtizh-
ment of internationally agreed rules and procedures governing the use of subsidies
(and other export incentives) and the application of countervailing duties.”

Mr. Chairman, as you know, the Special Trade Representative is charged with
negotiating a subsidy/countervailing duty code within the Multilateral Trade .
Negotiations. I am certain Ambasador Dent will wish to address this issue. Treas-
ury has worked very closely with STR and other agencies in carrying out the man-
date of the Trade Act in this area. As a result, the U.S. Government has proposed
a framework for negotiation of international rules on subsidies and countervail-
ing. We submitted a concepts paper on the elements that should be included in a
subsidies and countervailing code. Our proposal is.on the negotiating table along
with proposals of other countries. Our proposal would establish three categories
encompassing all subsidies, and would establish treatment for subsidies in each
category. The “prohibited” category would include all blatant export subsidy prac-

-tices-including direet export subsidies and domestic subsidies expressly intended
to promote export performance. These would be subject to countervailing without
any conditions. The “conditional” category would generally cover programs. the
intent and effect of which are to accomplish & country’s domestic policy objectives,
but which may also affect international trade. These would be subject to counter-
vailing duties only when certain conditions of injury are met. The “permitted”
category would consist of practices agreed to have a minimal impact on interna-

_tional trade, such as overseas trade fairs. These would be exempt from counter-
vailing action.

The Trade Negotiations Committee meeting in December decided that one
of the MTN goals for 1976 would be to reach agreement on an approach to nego-
tiations on subsidies and countervailing.

Effective international rules are needed in this area both to deal with the
widespread use of subsidies and to cover the application of countervailing duties
against subsidies.

Present GATT rules do not now provide adequate controls on the use of
srubsidies that distort international trade. The Multilateral Trade Negotiations
provide the opportunity for developing clear and effective controls on subsidies
and linking subsidy controls with rules on countervailing action.

The thrust of the U.S. approach is to obtain, for the first time, a change in
existing international practices which clearly commits both the U.S. and our
trading partners to refrain from the use of export subsidies in international
trade, whether or not injury has or will occur. The framework we have pro-
posed .for such an agreement provides the possibility for negotiating separate
protocols for special problems when we find it necessary and desirable to do so.
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In view of the fact that such an agreement will be extremely dificult to negos
tiate, some might ask why we need it. After all, we can unilaterally offset sub.
‘sidies In the U.8. market by countervailing action. There are several reasons.

First, we need to prevent subsidized exports from capturing the third country
markets for American exports.

Secondly, subsidized products moving in: international trade cause diversion of
goods produced in third countries, and further, they distort investment decistons.

Finally, the use of unilateral remedies, inevitably cauge friction between trad-
ing partners; and are therefore: subjecs. to: appeals: oxt political and other non-
germane grounds.

Our objective, then, is to gain agreement on the prohibition of subsidies, the
prohibition of subsidies, the intention and effect of which is to promote exports,
whether to the United States or to third countries. To gain this objective we
must realistically be willing to accept some limitations on our nnillateral use for
conntervailing duties. What we have proposed is that where the programs
compldined of are purely domestic in nature—that is, where they apply equally
to domestically consumed products and from the evidence avallable have neither
the Intent nor effect of stimulating exports—countervatling action by the im--
perting country (l.e, the United States) would be conditioned upon a show-
ing that the imports in question are actually of potentially injurious to domestic
industry. I would point out that all countries, including our own, maintain an
array of programs for legitimate domestic purposes, which can be judged to
be boundaries or grants under hroadest interpretation of those words. A typical
example Is the investment incentive programs maintained by the individual
States to attract new industries. Some of those industries inevitably export
some of their production. . '

Our experience has been that programs such as these, maintained for legit-
mate domestic purposes, generally have only an incidental effect on trade, We
need to establish better guidelines for determining when the impact of these
programs on trade is significant enough to warrant offsetting actton.

This area is one which is in great need of a negotiated solution, and we have
accordingly given it high priority in the Geneva negotiations.

I would like to turn now to the second area of special Treasury responsibility
under the Trade Act: the operation of the East-West Foreign Trade Board.

THE EAST-WEST FORFEION TRADE BOARD

In accordance with Section 411 of the Trade Act of 1974, President Ford
established the East-West Foreign Trade Board by Executive Order on March 27,
1975. The organization of the Board follows the organization of its predecessor—
the President’'s Committee on East-West Trade Policy.

%he President designated me as Chairman of the Board; the Assistant to the
President for Economic Affairs, William Seidman, was named Vice Chairman.
Other members are the Secretaries of State, Agriculture, and Commerce, the Spe-
cial Representative for Trade Negotintions. the Director of the Office of Man-
agement and Budget, the Executive Director of the Council on International
Economic Policy, and the President of the Export-Import Bank. Treasury Assist-
ant Secretary Parsky is Executive Secretary.

In addition, in response to a suggestion by the distinguished Chairman of
this Committee, and recognizing the important role of the Department of De-
fense in the national security aspects of trade with the Communist countries,
the Board unanimously recommended to the President that the Secretary
of Defense be added to the Board’s membership. On January 3rd, President
¥ord, by Executive Order, amended the membership of the Board to include
the Seeretary of Defense,

Among its statutory functions, the East-West Foreign Trade Board is directed
in the Trade Act to:

(1) Montitor trade between peérsons and agencles of the U.S. Government and
nonmarket economy countries to insure that such trade will be in the national
interest of the U.S,

(2) Recelve reports on the nature and terms of transaction from (a) any-
perton who exports technology to a nonmarket country which is vital to the
1.9, national Interezt, and (b) any U.8. Government agency which provides:
credits, guarantees or insurance to a noumarket country in excess of $5 million
during any calendar year, .
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(8) Submit to Congress quarierly reports in trade between the U.N, and non.
market countries,

‘Since its.establishment, the Board has functioned as a-policy formulating and
coordinating body. 1ts Working Group, consisting of representatives of the mem-
ber agencles, usually meet twice monthly to .coordinate -the development and
implementation of East-West trade policies and to refer issues to the Board

- for declaion.

With regard to the Board’s responsibility to monitor credits, guarantees, and
insurance provided under government programs, the Working Group is carrying
out ‘its responsibilities through oral and written reports from Eximbank, the
.Commeodity Oredit ‘Oerporation, and the Overseas Private Investment ‘Corpora-
tion on such extensions to the nonmarket economy countries. There ‘is also co-
ordination between the Working Greoup and the National Advisory Caunecil
(NAQO). Data from these agencies -are summariszell in the Board's guarteriy
reports,

Control of exports of technology to nonmarket economy countries is main-
tained by the .Commerce Department under the authority of the Export Ad-
ministration Act. To fuliill the reguirewent that persous who export fechnology
to nonmarket economy countries report to the Board. the Board decided to use
the export contrel mechanism mafintained by the Commerce Department. Notlce
was given in the Federal Register of July 14, 1975, that the Board .had promul-
gated a regulation concerning the exporting requirements of Section 411 re-
lating to the export of technology to a nonmarket econowy country. Exporters
of such technology will have complied with these requirements by complylug
with the applicable provisions of the export control regulations of the Depart-
ment of Cominerce,

The Board decided to use.Commerce’s well-established administrative mecha-
nism, rather than establish & new one, because it did not wish to create yet
another bureaucracy to levy additional requirements on businessmen. In order
to do this, the Board has interpreted Section 411(b) to require that licenses for
export of technical data applied for and granted, be reported to the Board by
the Commerce Department. In addition, the Board and Working Group have
continued the practice of the predecessor Committee by reviewing export M-
cense cases of major policy significance.

To date, the Board has submitted to Congress a Quarterly Report for each of
the first three quarters of 1975. The fourth quarterly report will be submitted
in February, when detalled 1975 statistics are available,

Notwithstanding the importance of the Trade Act in creating the East-West
Foreign Trade Board, this Administration has consistently established its objec-
tion to the provisions of this Act which adversely affect our trade with tle
Soviet Union and other nonmarket economy countries, and which do not serve
our political and humanitarian interest. My contacts with Soviet leaders and
with American businessmen during the past year have firmly convinced me that
it is in our interest to find a way to unblock these impediments to increased
trade.

In consultations with Congressional leaders. I have been encouraged by a con-
mon appreciation that we must move ahead. Last summer, I met with the mem-
bers of the Senate delegation to the U.S.-U.S.S.R. Parliamentary Conference hLe.
fore and after their visit to Moscow. The Senators had an extremely frank ex-
change of views with top Soviet officials on the impact of the Trade Act on-
U.8.-Soviet relations. I believe their visit was extremely. useful as was the vixit
of the House delegation which took place in August.

The normalization and improvement of our commercial relations with the
U.8.8.R. and other nonmarket economy countries is a necessary element in the
improvement of our overall relations with these countries. We believe strong
economic ties tend to create a foundation of mutual interest which in turn can
improve the environment for progress in the relaxation of political tensions.

A solution to the legislative impasse we now face would materially enhance our
business community’s efforts to expand trade with the East. YWe have had many
indications that the lack of official credits from the U.S. is causing the U.S.8S.IR.
and some of the Eastern European countries to direct their purchases elsewhere,
The major European countries and Japan have agreements with the U.S.8R.
under which §£10 billion of government-hacked eredits will he avallable to finance
export sales to the Soviet Union. This total is in sharp contrast to the $469 mil-
lion in-credits extended by the Eximbank lhefore lending to the U.N,8R, was
suspended in May, 1974.
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.. At Treasury request, the Commerce Department 18 now.conducting an inguiry
to determine how much business this country has in fact lost, The Soviets have
.given us their estimate that for January through October:1975, as much as $1.6
" billlon in coutracts which the Soviets were. ready to sign with U.8. firms-have
gone to Western Europe and Japan because of the U.S. restrictions on Eximbank
credits, Many of these contracts are being negotiated as part of the Soviet 1976~
" 1980 plan and therefore represent business opportunitles that are not likely to
appear again until the next flve-year plan period.
. I expect that much of the competition among Western lndustrlal natlons for
" exports through government-subsidized credits will soon be constrained.through
the establishment of guidelines on credit terms to be followed by the larger in-
dustrial conutries. However, such arrangements will not mean that other eoun-
tries will not continue to provide large amounts of credit to the East. Our firms
will continue to be serlously disadvantaged by not having access to Eximbank
credits in trading with these countries.

THE DEVELOPING COUNTRIES AND U.S. COMMODITf POLICY

I would also like to discuss the related {ssues of commodity policy, U.S. rela-
tions with the developing countries, and the MTN. Commodity policy is a major
element of our relationships with the non-oil producing LDCs. For the foresee-
able future many of these countries will largely depend upon commodity traae
for their economic well being and for their hard currency earnings. Our commod-
ity policy decisions are therefore crucial to the ongoing dialogue with the devel-
oping nations. Moreover, our actions now in setting forth clearly and forcefully
our views will play a pivotal role in the evolution of the world’s system of
commodity trade.

As you are well aware, the worldwide economic boom of two years ago created
concern in developed countries about the long-range nvailablllty and depend-
" ability of supplies of raw materials, particularly those from developing countries.
At the same time, worldwide inflation and high oil prices played havoc with de-
veloping country economies. The success of OPEC led many of these countries
to believe that they could resolve their economic problems by emulating OPEC.
Several producer associations for other commodities were created in an attempt
to raise export prices and export earnings.

These efforts have not been successful. Responding to market signals, price3
for most commoditles, particularly minerals, have fallen dramatically from the
1974 highs. Yet many developing country spokesmen still pin their hopes for im-
proving thelr economic lot on mechanisms which would artificially maintain or
raise the prices of their commodities. This distracts them from increasing out-
" put which counld more quickly and surely advance their economies.

Over the next few months the U.S. will be involved in discussions in several
international forums of a variety of such proposals invelving export controls,
widespread commodity agreements, price indexation, and new international fi-
nancial institutions.

1 believe more fruitful approaches are envisioned in the Trade Act of 1074, I
wotuld argue that both our own economic interests and those of the developing
conntries can best be served, not by putting new controls on the free market for
raw materials and their products, but by working to dismantle those that exist.

The United States has put forth its own set of proposals on commodity policy
which we Dbelieve would constructively and positively come to grips with the
basic economic problems faced by the developing countries within the context of
our fundamental commitments to free markets. I would like to summarize these
proposals for you briefly and then discuss more fully those particular proposals
which relate closely to the Trade Act.

The United States has important interests in the raw materials fleld. As an
tmporter of raw materials, the U.S. seeks assured supplies at reasonable prices.
Thix will require adequate investment in raw materials production, and supply
commitments from exporting countries. As a major exporter of raw materials,
we wish to improve our access to other countries’ markets for our exports and
convince other countries that we are a dependable supplier. Excessively volatile
price fluctuations are a matter of concern both to developing and developed
countries. They can distort invesxtment patterns and contribute to inflationary
pressure. We also recognize the significant dependence of many developing coun-
tries on earnings from raw materials exports, and we wish to help increase the
securlty and stability of those earnings.
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"To accomplish those goals, weé have put forward specific proposals.-.. -

- To help assure adequate investment, we have prapgsed that the Woxld Bank
Group, especially the 1FC, take the lead in bringing together. private, and public
capital as well as technical, manugerial and ﬂnam.ial expertise to finapce ne\v
minerals development.

© 'To:assure our access to supplies at: reasonnble‘ prlces. and to cOnvince othel;
countries of our dependability as a supplier of raw. materials, we are seeking
supply access comniitments in the Multilateral Trade Negotiations., . -

Becuuse no one approach can apply to all commodities, we propose to discuss
new arrangements for individual commodities on a case-by-case approach. We
have participated actively in negotiations for new conungdity arrangements in
tin, cocon and coffee, and will participate in talks on sugar this fall. We will sign
the new Tin Agreement, which will be submitted to the Senate for advice and
consent, because it operates with a minimnum of market interference and permits
full latitude for the operation of our own tin stockpile.

However, we do not propose to sign the new International Cocoa Agreement
in its present form.because it sets rigid price ranges, does not adeguately protect
consumners, and relies excessively on export quotas as a central operational fea-
ture. We have suggested that the agreemnent be renegotiated aud are awaiting
thie reactions of other countries. i

We are currently reviewing the new International Coffee Agreement, which
contains substantial improvements. Our review is focusing on the adequacy of
the censumer safeguards and the possible future price immpacts of the new
agreement.

To help primary producing countries stabillize earnings from commodity trade,
the United States proposed a substantial improvement in the IMF’s compensa-
tory finance facility. The IMF has now agreed that such countries could draw
more freely on the IMF to offset export earnings shortfalls, Under the new
rules, members can draw up to 75 percent of quota, and up to 50 percent in any
one year.

We are also supporting an improvement of the TMF's arrangements for na--
tional financing of buffer stocks, by amending the Articles of Agreement to remove
nny effect of buffer stock drawings on member-country access to other IMFEF
resources. We have determined that we will support financing for national con-
tributions to buffer stocks from only one of the international financial institu-
tions—the IMF,

To provide even longer run stability and security of export earnings for the

LDC's, we have urged that in the MTN particular attention be paid to the 1ssue
of tariff escalation. If LLDCs are given improved access to developed country’
markets for processed forms of their raw-materials. they will be abe-to diversify
their economies and decrease dependence on exports of raw materials,

As this enumeration of measures demonstrateg, there is no single approach to
commaodity trade prohlems. We reject price fixing arrangements that distort the
market, restrict production and waste resources, and we have made clear we
will not join such agreements. On the other hand. we are prepared to consider
measures that will improve the functioning of markets and will directly meet
the problems of raw material producers and consumers. In this regard, we

seek the establishment of consumer-producer forums for each key commodity
to promote efficiency. growth and stability of partieunlar markets.

Two of these issues are particularly related to the 1Trade Act—supply access
and tariff escalation.

Section 108 of the Trade Act specifically directs the 1'.8, negotiators to work
toward agreements which “assure the United States of falr and equitable access
at reasonable prices to supplies.” Countries may wish to offer or request specific
supply access commitments in exchange for similar supply commitments or im-
proved market access for processed products. The feasibility and desjrability of
sinch commitments need to he examined. The idea of a general code of conduet
on export restraints also would seem to hold promise, in which countries might
agree to general principles governing the circumstances and methods under which
export restraints would be justified. Finally, we believe that this fleld offers one
area in which developing countries might make some commitments in the MTN
in exchange for the benefits they have requested.

. The T.8. has alan stated that we wish to examine carefully the issue of tariff
escalation and possible remedies. Most countries, including the U.S,, have tariff
systems which favor the imports of raw materials over processed goods. Raw
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materials producers argue that thisis uneconomic and provides them with justi-
fcation for export Yestraints on their raw materidls in order to:protect and-stitmu-
late their own processing industiies. Thus thereé is:clearly :n ljnk -between the
issues of supply access and taviff oscalation. _

In general, this Administration has consistently argued ithat -we believe -all
countries 'beénefit from -freer trade. We must work to deorease the insecurity
caused by ‘unpredictable government intervention in raw materials markets. If
countries can be assuredl that governments will only -Hmit exports.of raw mate-
ridls under clearly ddfined emergency:circumstances, and will not attempt to set
prices arbitrarily, importing cotintries will be lless hesitant .to -become more de-
pendent oh imports of .those materials and will .be more :likely to ‘reduce their
own barriers-to those pro@ucts. In turn, iif importers reduce the levels of :tariff
escalation so that processing can take place where it is most economical to do
80, raty Inagerials producers will be able to increase the value added -to'products
in their countries, further industrialize ‘their econdmies, and enhanee their
export ¢armirigs wifhout‘tamperlngwlth raw material prices.

I would thus suggest that by using the mandate and -authority in the Trade
Act of 1974, we can improve our access to needed raw material imports, in-
crease othier:'countries’ confldence:in us as a supplier of raw.- materials which we
export, and assist the developing countries iii” their drive to improve export
earnings and develop their economies. This ean bedt be done by reducing and
restricting government interference in the free market for raw materials and
their products, rather than adding new mechanisms.and controls.

e

BORDER TAX ADJUSTMENTS

I would now like to turn to another section of the Trade Act which raises a
subject 'of immediate interest to the Treasury—tax adjustments made at the
border on imports and exports,

The Trade Act directs the President to revise the present GATT rules on border
tax adjustments. The rules of the GATT provide, generally, for the adjustment
on traded goods of internal indirect taxes—those bearing on eonsumption, such
as sales taxes and value added taxes. Adjustment means the relief of such taxes
on exports and their assessment on imports. The GATT does not provide for any
such adjustment at the border of direct taxes—those bearing on factor earnings,
such as corporation and personal income taxes.

The Administration is now hard at work on this problem. We are examining
how the present rules actually affect trade today. Economic opinion on this point
-is divided. Some believe that ‘U.S. exports are hurt by the current rules while
the exports of others obtain an advantage. On the other hand, it is argued that,
taking into account all factors, such as more flextble exchange rates, border tax
rules have little, if any, lasting effect on trade. We are coming to grips with these
separate views and are considering the basic options for improving the current
rules. Our work is still in progress but it is becoming very apparent that there are
1O easy answers.

We are very aware of the concern of Congress, U.S. businessmen, and labor
about this issue, which we will address in the Multilateral Trade Negotiations. I
hope the Special Representative for Trade Negotiations will be able to report more
progress on this to you soon.

CONCLUSION

It is my firm belief that progress in negotiating a more open and equitable
world trading environment is essential to a world beset with economic difficulty
and unprecedented change. The need for meaningful progress in the Geneva nego-
tiations was clearly recognized by the major industrialized nations at Ramboulil-
let. Our agreement there to aim for completion of the MTN during 1977 has won
the support of the Trade Negotiations Committee in Geneva, whi¢h has set spe-
giﬂ(('.l l;:oncrete tasks for the negotiations this year to enable us to meet that

eadline.

- In carrring out the mandate of the Trade Act of 1074, our efforts in the Multi-
lateral Trade Negotiations will:

- (1) Help move us toward our fundamental goals of freer markets, improved
rules and regulations governing the conduct of trade, and a more effictent allo-
cation of world resources for the benefit of producers and consumers alike ;

{2) Provide a positive counter to the threat of a potentially hazardous slide
into world protectionism ; and
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'(3) Enable us to better meetithe justifiable needs of the.developing countries,
while providing that they gradually .assume equivilent .responsibilities-as their
economic situation iniproves.

The negotiations are a vital-element of:our international economicipoliay. ' Upon
the success of our éfforts rests in largeimeasure the nature-of our.futyre world
trading system. I am confidlent that if we approach these negotiations with the aim
of:preserving and broadening the freedom of the private seétor.to conduét'inter-
national transactions, with a minimum of government intervention, the future
economic system will bé one with whi¢h we can all'live and from-which we-will
all benefit. The freedom of the . private sector to eonduet international transac-
tions, with & minimum-of ;government intervention. The futyre economic system
willibe one.with .which .we cgn all live and from which we will gll'benefit.
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Senator HarRTKE. These hearings are recessed until 1:30.
[Whereupon, at 11:30 a.m. the committee adjourned, to reconvene
at 1:30 p.m. on the same day.]

AFTERNOON SESSION

The CrAmAN. This hearing will come to order.

We are pleased to have with us Hon. Frederick Dent, Special
Representative for Trade Negotiations and Hon James Baker, Under
Secretary of Commerce. I suggest that each of them summarize their
statement, and after that we will have some questions of the panel.

Mr. Secretary, you are sort of ex officio member of this committee
by now. I am happy to see you back with us.

STATEMENT OF HON. FREDI'RICK DENT, SPECIAL REPRESENTA-
' TIVE FOR TRADE NEGOTIATIONS

- Mr. Dent. Thank you, Mr. Chairman. It is a great pleasure to be
here, and I certainly appreciate your warm welcoine.

I welcome this first congressional inquiry, a year after enactment
of the Trade Act of 1974, into its implementation.

This law has charted a new course for our Nation in the interna-
tional trade field. Its sound composition has enabled us to get through
a most challenging year successfully.

In response to your mantate we have created new advisyy struc-
tures, reshaped bureaucratic procedures and practices, and success-
fully initiated the Geneva negotiations. I consider it to be a good start
which we will be striving to perfect in the days ahead.

It is critically important that we arrive at sound decisions which
for years to come will affect such vital factors as: The job security,

67-937—70——86 -
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carnings, and economic well-being of millions of Americans, and the
4 billion other people around the globe3-the competitive position of
the United States in rapidly changing international markets; our
access to supplies of essential commodities; and relationships among
nations in an increasingly interdependent world. - . o«

In the Trade Act, the Congress directed that this important gov-
ernmental decisionmaking: process include tlig diverse interests which
makeo up our economy, and thus be worthy of their support. In siin,
this must,be a process by which we can develop a truly national for-
eign trade policy, and a strong, coherent international negotiating
position. These in turn, can gain us substantially equivalent competi-
tive opportunities in & world market governed by fair rules of trade.

I wish to report that the admimstration has made substantial
progress this past year in carrying out the intent of Congress ex-
pressed in the Trade Act. I also recognize that we are exploring new
territory, and that we have a long way to go to fully achieve all its
purposes. We are headed in the right direction, and I intend to share
candidly with you both our progress and our challenges.

First, we have made a good beginning in the effort to broaden and
make more vepresentative our consultation process with the private
sector, the Congress, and the public at large. We have actively func-
tioning 46 advisory groups on which 764 individuals serve, represent-
ing all segments of the national economic interest. industry, agricul-
ture, and labor at both the policy and sectoral levels.

We have met many times with our designated congressional ad-
visers and staff on a regular as well as as-needed basis, both here and
in Geneva, and also with other interested congressional members and
staff. We have tried to keep them fully informed through both oral
briefings and a sharing of pertinent documents. We are listening to
their views and advice. ;

We have held extensive public hearings in Washington and
throughout the country on many issues involved in the negotiations,
and will be planning others.

We not only are considering carefully the advice we have received,
but also are developing a system to assure that it will be readily at
hand for use by out negotiators throngh the MTN.

Notwithstanding this successful launching of our advisory-consul-
tation program, T am aware that some of our private sector advisers
think that we are listening without giving any solid response. To
overcome this, I-have taken concrete steps to assure that our-private
a]dvis]m's will get “feedback” from their advisory committee reports
shortly,

We must also strive to perfect our communication and liaison with
our congressional advisers and staff. We welcome your suggestions.

Second, we in the Office of the STR have made a vigorous effort to
strenathen interagency trade policy coordination. At the Cabinet,
suh-Cabinet, and senior professional staff levels, we have reorganized
and revitalized interagency groups to balance and blend the views of
interested departments—including the Departments of State. Treas-
ury. Defense, Interior. Agriculture, Commerce and Tabor. We also
work closely with the President’s Council on International Economic
Policy and the Fast-West Foreign Trade Board, the Ecenomic Policy
Board, and the U.S. International Trade Commission.
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Third, we have supported, through our trade policies, the growing
competitiveness of our industrial as well as agricultural-output, both
at home and- abroad. We recognize that the Trade Act.maintains our
commitment to open markets and expanded trade on the premise that
the international trading system must be made fairer as well as freer.

Our trade policy has been reflected in the record of -handling anti-
dumping and -countervailing duty investigations, escape clause and

- antidumping injury determinations, investigations of unfair trade
practice claims under section 301 of the act, and worker and firm
- adjustment assistance determinations. We have tried to be even-
handed, restrained but strong, in judging each case on.its merits and
balancing international considerations with our support of appro-
~ priate redress of justified grievances. R

Wherever possible, we have attempted to negotiate: mutually satis-
factory resolution of these problems with our trading partners. A
negotiated removal of the cause of the problem is infinitely preferable
to dispute settlement in more abrasive ways. This approach helps the
nggrieved party, without subjecting other U.S. domestic manufac-
turers to compensatory import concessions, and U.S. exports to new
retaliatory barriers, —

I believe the United States has been able to exercise the kind of
leadership Congress envisioned in our international trade relations.
President Ford, who actively supported passage of the Trade Act
despite his reservations over several provisions. issued a strong Execu-
tive order to put its policies into practice, and has continued to play
a kev role in its implementation. :

The President has used Trade Act authority to implement a prac-
tical, safeguarded generalized system of preferences for selected im-
ports from eligible developing countries. This fulfills a pledge made
by the past three Administrations to join the 22 other nations which
have previously extended comparable treatment to L.DC exports. Its
purpose is to strengthen these nations’ participation in the world
trading system so that they may earn their way toward self-support.

At the economic summit at Rambouillet, President Iford led a reaf-
firmation by six leading industrial nations of their commitment to
resist protectionist pressures. He also has raised our trade concerns

~—vith foreign heads of government in bilateral consultations.

We have been able to dispel widespread foreign suspicions of the
American commitment to trade expansion, by effectively explaining
and justifying to our trading partners the import relief and unfair
trade practice safeguar(%is'mns of the Trade Act. and by our fair
application of these provisions to the numerous petitions and cases
which have heen filed under them.

We also have been able to effectively influence moderation on the
part of other nations. Few new trade restrictions have been imposed
ahroad despite the impact of recession, unemployment and energy-
related inflation.

As a result of these efforts. the trade relationships with our trading
partners are on a sound footing. We have concerns of varying degree
with some of them. but the trade discussions we have with them bilat-
erally as well as multilaterally are cordial, and marketed by mutual
respect. ,

Let me turn now to where we are in the multilateral trade nego-

tintions in Geneva.



8

'We ‘have made significant headway iin:the-technical and analytical
prepardtion: for & number.df nontamff \barrier agreements, as well as
‘tariff reductions. Gther issues:on the:table are newer or more conten-
‘tious:and: thus'more difficult. Therefore, we are.at different stages of
progressiin.the resolution of different issues.

A few key issuesshould be highlighted :

‘One is tge question -of how'to bring the:developing countries more
usefully, productively, and responsibly into the world'trading system.
To do this, we'must not abandon GATT" and start from soratch. We do
need to find ways of making it for thebenefit of developed, as well as
Jess-devéloped 'world trade.

Inthe: ,iwe have been forthcoming in exploring waysand:means
of according the developing countries treatment consonant with their
development requirements. We are giving priority consideration to
offers on:tropical products of.export interestto them and intend to dis-
cuss with them concessions in‘the:nature of improvements in their-im-
‘port-systems. This cooperative action-hasled to a constructive dialog

use the developing.countries recognize:that their interests are-be-
ing given meaningful consideration.

ut we have yet to find a way to successfully negotiate a meshing
of 'the aspirations of the developing nations with their trade responsi-
bilities. This also involves the key issues of access to supplies as well as
markets—in whichthe Congress expresged special-interest in'the Trade
Act—Dbut which is new to international negotiation and which we have
not yet fully addressed.

~One of the most important issues in the MTN is that of trade in agri-
-cultural products, ‘We have been able to break a procedural impas<e
-with the 'European:Community, and have successfully established the
work program for the year ahead. Basic differences remain, however.
to be resolved. The Trade Act mandates that agricultural and indus-
trial trade should be negotiated “in conjunction” with ecach other, and
that tariff and nontariff agreement should apply to both. taking into
account the “special characteristics” of agriculture noted in the 1973
Declaration of Tokyo.

The EC. on the other hand, holds that the expansion of agricultural
trade should be negotiated separately. '

We have yet to find the negotiating key to a better coordination of
agricultural production and trade policies, worldwide, in the interests
of consumers as well as producers. We are not. trying to negotiate
others’ domestic policies; only the trade effects of those policies which
unfairly disadvantage our domestic or export sales, or world food se-
curity. This, we recognize, is an evolutionary process.

In the area of East-West trade, we have yet to find a way to maxi-
mize our commercial opportunities, while at the same time preserving
our humanitarian principles. The existing provisions of the Trade Act
do not accomplish these objectives.

The MTN is at a preliminary stage in the consideration of some
issues. These include, in addition to supply access, the question of the
trade. effects of indirect tax practices, the role of services in interna-
tional trade, and the need for international rules-to combat effectively
unethical business practices which distort trade. All of these issues are-
of importance to the Congress.
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Last month, the 90-nation plenary session of the MTN Trade. Ne-
gotiations Committes in Geneva ratified & reasonable and at.the same.
time expedited program.of technical work involvin% man¥ of our rec-
ommendations: Em the remainder of this fy.ear..’].‘he [NC also endorsed:
the target date of 1977 for completion of the negotiation of tariff and
nontariff barrier agreements, including, & number of proposed: codes
for the improvement of the international trading system. .

Some have criticized the negotiations.as moving too slowly. Others
have questioned the need for any progress at all during the current
world economic climate. Both of these extreme views are fallacious.
Without faster progress on the vast amount of technical work which
must be accomplished before we can get to the tough bargaining deci-
<ions, we would jeopardize the success of the MTN in-reaching its am-
bitious and worthy objectives. On the other hand, it must be recognized
that we could get these talks underway to a meaningful degree only
last February, immediately followinﬁ enactment of our trade law. Vet-
erans of previous rounds of trade talks have privately expressed to me
their surprise that we have been able to come as far as we have, com-
pared to the pace of previous rounds.

Much remains to be done. For the rest of this year, we urge the fol-
lowing goals at the December TNC meeting :

(1) Agreements on tropical products in which developing countries
have a priorvity interest; (2) Agreement on a formula for achieving a
substantial reduction in tariffs; (3) A framework for dealing with the
critically important issues of guidelines for the use of export subsidies
and countervailing duties; (4) A draft product standards code to gov-
ern the procedures by which nations and groups for achieving mean-
ingful liberalization of quantitative import restrictions; (6) Agree-
ment on the basic concepts that should be covered by improved safe-
guard provisions: (7) A review and selection of sectors where comple-
mentary negotiations are feasible and will contribute to the goal of
maximum achievable liberalization; (8) Parallel pregress in achiey-
ing special and’ differential treatment for the developing countries in
the various elements of the negotiations; and (9) Negotiating ap-
proaches to a number of issues which have not yet received adequate
attention in our deliberations.

For example: Restraints affecting exports; a (Government procure-
ment code, currently being explored in the OECD; dispute settle-
ment procedures, relevant to a number of negotiating issues before us;
treatment. of tax practices affecting trade flows; and development of
a code of conduct to eliminate unethical practices that threaten distor-
tion of trade. -

Many of these suggestions were ineluded in the chairman’s summary,
giving themn endorsement in principle as a consensus of the TNC.

'The U.S. statement before the December TNC meeting closed with a
point which I think is equally pertinent to these hearings:

Our challenge 18 to show our people that we can join together in a constructive
and effective manner to deal with both the problems and the opportunities of in-
ternational trade. We must convince our people that their best interests are served
by a renewed liberalization and expansion of trade. When we win that publie
support, we also will have won greater productivity, better employment oppor-

mni:(;es, and higher living standards for our people, in a more secure and peaceful
world. ) .
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“‘Thank you, Mr. Chairman. I would like to submit for the record a
paper which elaborates in more detail on the STR responsibilities and-
activities referred to in my statement. Following Secretary Baker’s
statement, I will be pledsed in joining him in responding to your:
questions. o ) :

~ The CaAmrMAN. Thank you very much, Mr, Secretary. I will ask that.
the paper be printed in the record.* : '

Now we will hear from Secretary Baker.

STATEMENT OF HON. JAMES A. BAKER, UNDER SECRETARY
OF COMMERCE ’

Mr. Baker. Thank you, Mr. Chairman, I welcome the opportunity
to provide this statement to the committee in these oversight hearings.
I plan to touch briefly on those aspects of the trade policy and the
Trade Act of 1974 for which the Department of Commerce has special
responsibility.

I might mention parenthetically that this oral statement is a sum-
mary of a more detailed, written statement, which we have submitted.

I think it might be useful at the outset to mention the principal ex-
port and import developments last year. Our irade position improved
substantially in 1975. Exports continued to increase, whiie imports de-
clined in value for the first time in 14 vears. As a result we achieved a
trade surplus in 1975 of $3.8 billiun. based on imports valued CIF, com-
pared to a $10.1 billion deficit in 1974, ~

Information about our trade performance and the ur.derlying con-
ditions which helped us achieve it are presented in more detail in the
written statement which we have submitted.

I would liks ‘o turn now to those Commerce programs directly re-
lated to the topics being covered by these hearings. Commerce’s export
promotion activities are directly linked to our Government'’s efforts to
obtain the removal or lowering of foreign trade barriers. Experience
has shown that many U.S. firms are not aware of, and therefore do not
take full advantage of new market potentials abroad, unless encour-
aged and assisted to do so. Very often this failure to exploit overseas
market opportunities stems from a lack of knowledge as to why export.
business is worth pursuing, how to go about pursuing it, and where
the opportunities are. -

Commerce’s export promotion programs are designed precisely to
overcome these gaps in the exporter’s knowledge and performance, and
thereby to help translate export potentials and opportunities into hard
export sales. : :

Another very important program which the Department of Com-
merce, jointly with the Office of the Special Trade Representative,
carries out is the industry consultations program which was begun in
mid-1973, a year and a half prior to the passage of the Trade Act. A
series of meetings were held at that time with some 600 key business
and industry leaders to discuss with them the Government’s need for
an input into the multilateral trade negotiations.

__These meetings.led to the ostablisEment of 27 industry sector ad-
visory committees, and one overall industry policy advisory commit-
tee. During 1975, there were around 100 ISAC meetings, In the first

*See p. 906.
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2 months of this year some 30 committee meetings haye been oryill be
held. o i R
" A work program was developed which resulted in the preparation by
each committee of a comprehensive report for the guidance of, I,;.S.:
negotiators. Since receipt of the reports, Commerce and STR have been
studying, evaluating and cataloguing the wealth of. information and
advice they contain. Another full round of meetings with thg sector
advisory committees is scheduled for February 17 and 23 and with
the policy advisory committee on February 25. The purpose of these
meetings is to provide the dcommittees with our preliminary reactions
to the information and advice in their reports. ., _

Let me turn now to the new program of trade adjustment assist-
ance, authorized under title II of the Trade: Act. This program, of
course, makes it easier than under prior legislation for firms to qual-
ify for financial and technical assistance, and also provides for the
first time aid to trade-impacted communities. ,

Since the new program became operative in April of last year, re-
sponses have been made to more than 500 inquiries about trade adjust-
ment assistance. Of the 35 petitions filed and accepted, 24 firms have
been certified eligible to apply for adjustment assistance ; one petition
was denied; 5 were withdrawn before final determination; and 5 are
currently under investigation. o

The industries represented by petitioning firms include footwear,
apparel and textiles, mushrooms, electronics, granite and marble, slide
fasteners, leather. chemicals, textile machine parts, cutting dies, hand-
bags, and livestock. ' o

The Department. to date has authorized adjustment assistance for
four certified firms totaling $3.5 million, Several trade-impacted com-
munities have expressed an interest in the program, but none have filed
petitions for certification.

Given the increasing importance of our trade with the Socialist
countries; & brief discussion of the make-up and work of the Joint
Commercial Commissions that have been established with these coun-
tries might prove useful to the committee. These bilateral intergov-
ernmmnental commissions at the Cabinet/Ministerial level serve as the
primary vehicles for resolution of bilateral trade and economic issues
which require governmental action between the United States and the
T.S.S.R., Poland and Romania. The Secretary of Commerce currently
chairs the commissions with Poland and Romania; and the Secretary
of the Treasury chairs the commission with the U.S.S.R.

Currently, the principal unresolved problems in our commercial
relations with T.S.S.R. center around U.S. legislative restrictions

~on extension of MNTF treatment and on the availability of Eximbank
Tacilities. These restrictions prevent bringing the 1972 trade agree-
ment into force; they adversely affect the rate of growth of 1).S.-
U.S.S.R. trade in industrial goods, and hamper the rate of improve-
ment in trade relations with the U.S.S:R. and some Eastern European
countries. :

The Department’s long-standing responsibilities in the area of ex-
port controls also warrant mention. As you know, exports of most
commercial goods and technology from the United States to other
countries of the world are regulated by the Department of Commerce

°
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undex('1 :(}lxe authority of the Export Administration Act’ of 1069, as
amended. ,

The United States has for many years participated with our NATO
allies and Japan in an embargo on the export to the Soviet Union and
other Communist countries of potentially strategic materials and
goods, as well as unpublished technical data related to those commodi-
ties. Furthemore, the United States maintains some unilateral export
controls over other commodities and technical data in the.interest of
meeting the national securit; ‘obiectives'of‘the\ BExport Administration
Act. Exports are authorized: only if the: Department has determined
that the proposed export would: nob be détritmental to our national
security.

The Department of Commerce regularly: consults with, the Depart-
ment of State, the Department of Defense, the Energy Research and
Development Administration, and the CIA for information and ad-
vice on export control matters. Interagency policy differences that
cannot be resolved by lower-level groups are referred to an Export
Administration Review Board, which the Secretary of Commerce
chairs and which includes the Secretaries of State and: Defense.

In fulfilling its legislative mandate, the Department also controls

uantitatively the export of commodities in short supply. Currently,
the only commodities under short supply licensing are netroleum and
petroleum energy products. Hlowever, we are currently monitoring
exports of uitrogenous and phosphatic fertilizers and related
chemicals.

The periodic recurrence of worldwide commodity shortages has
added special significance to our short supply operations. I am: con-
fident that we can implement the necessary policies objectively, flex-
ibly, and with the general national interest in mind, which of course
includes our reliability as a stable source of supplies.

Under the Trade Act of 1974, the Department of Commerce plays
an active role in the interagency process by which the U.S. Interna-
tional Trade Commission findings on import relief cases are reviewed
and recommendations to the President are formulated. We are now
involved in two such cases, fresh asparagus and specialty steels. Com-
meyce has a like role in cases concerned with relief from unfair trade
practices which have been the subject of complaints under section 301
of the act. ' -

Mr, Chairman, I have two brief points, not covered in my written
submissiom, that I believe are worth mention.

First: Trade is playing an increasingly important role in the U.S.
economy. As recently as 1972, U.S. exports represented only 4.2 per-
cent of the GNP. In the last 8 years exports as a share of GNP haye
grown to 7.1 percent. And when we look more narrowly at our exports
as a share of our production of goods per se, we find that 14.5 percent
of the goods produced in this country were exported in 1974, the latest
vear for which statistics are available. This, of course, translates into
jobs for Americans and production for U.S. companies. .

At the same time it is clear that we cannot rest on our laurels, The
figures also show that in recent years U.S. productivity growth has
lagged behind that of most other industrialiZed countries. If we want
to maintain our favorable trade position, we must intensify and in-



83

creage our research -and development efforts and prodmetivity. This
is essential, particularly .as our economy hecomes: increasingly more
dependent on our need to compete in the international marketplace.
second point involves our political and ecenomic relations with
deve'{oping countries which have reecived quite a bit of press attention
in recent weeks. Firom the standpoint of our'trp.dmg relations, I find
it interesting to.note:that $8.9 billion of Jast year’s $11 billion surplus,
on an FAS basis, resulted from our trade with non-oil-ex ytmgde-
" velping countries. I don’t have the figures on that translated intp CIF
Mr. Chairman, but I am sure that it weuld be proportionally the
same. ,

While this surplus was offset by an $8.8 billion trade deficit with the
oil-exporting develoPing countries, our deficit with the latter -coun-
tries was considerably greater, $12.4 billion, the year before,

In toto, our trade with both the oil and non-oil-exporting develop-
ing countries shoswed a net increase of $7 billion in 1975, over 1974.
These are important markets to the United States now, but their poten-
tial will be even greater in the future. The internal markets of the
developing countries should increase at a greater rate than those of
the developed countries; this means that they will need capital goods
from the developed countries.

To the extent that the United States can fill this need with American

oods and services, it again means more American jobs and more

merican production. It is therefore important to assist these coun-
tries’ orderly development from an economic, as well as a political,
point of view.

During this morning’s session Secretary Simon was asked about
the procedures for technical data licensing to Eastern European
countries and to the people of the Republic of China. Qver the noon
break we compiled a summary of these, and I would like to furnish
this for the record, as was promised this morning.

For the period April 1 through September 80, 1975, the Department
of Commerce approved 100 applications for export of unpublished and
unclassified technical data to Eastern Europe and to the people of the
Republic of China. This compares with 72 approvals in the previous
6-month period, and 82 in the second and third quarters of 1974, No

,ap&)licat-i(ms were denied during this reporting period.

In addition, the Department approved seven licenses for the export
of technical data to permit the filing of foreign patent applications,
one for Czechoslovakia, three for Hungary, and three for the U.S.S.R.

Mr. Chairman, this concludes my statement, and I will be happy to
answer snch questions as the chairman might have.

The CramrMaN, Thank you very much. If you will acecept my
apologies, this is an afternoon session; the Senate is in gession; and
we don’t. have the attendance I would like to.have. We will do better

tomorrow morning. As you know, we have several Finance Cammittee
bills .on the Senate floor at the same time as we are conducting these
hearings, that makes it difficult. for all the members to hear your testi-
moaly, but I am sure they will all be made aware of the points you
make. |

First, let me ask you a question, Mr. Dent. I understand the im-
portant negotiations in Geneva this year will be in bilateral meetings
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between the United States and individual countries. Will congres.
sional delegates, designated committee staff have access to all-these
bilateral meetings? | A - I
- Mr. DenT. Mr. Chairman, the regiilar négotiating sessions are going
forward, and there will be; a$ necegsary, bilateral discussions within
the context of the MTN; there will also be bilateral discussions not
related to the MTN, but to other trade matters. But, of ¢ourse, on all
matters that are dealt with, in the context of the MTN, we intend to
consult with the appropriate staff members and committee members.
" The CHAIRMAN.: {’)’ou know, of course the Trade Act, and the legis-
lative history, the commitments by your predecessor, Mr. Eberle,
thade it clear that this oversight' function will be honored by the
executive, ‘ T Cos ‘ : e

Mr. DexTt. We are certainly aware of it, and we believe have carried
out not only the letter, but the spirit of it. - 4 ' .

The CramMmaN. Mr. Secretary, I want to say, T appreciate your
willingness to inform me and the committee regarding the problems
that are developing, what has been happening, and ‘also what seems
to ba in the prospect for the negotiations. ‘

" I really feel that there has been better communication on this trade
cffort than we have ever had—regardless of what the outcomé is in
other respects—than in any trade negotiations that have occurred
while T have been a Member of the Senate. looking back for a period
of 28 years. And T think that a lot of that is due, in large measure, to
vou personally. Mr. Dent, that you are devoting yourself to the job
and vour very dedicated assistants. ) . . '

Mr. Dext. Well, Mr. Chairman, I might observe that the law is
abundantly clear. what the Senate and the House wish in this area,
and we intend to carry it out. -

The Crramryan. It seems the law contemplates cooperation, but it
doesn’t always seem to work out that way. ' '

Now, we want our trade policy to put American traders on an equal
opportunity basis with foreign traders; and your office is expected
to do that. ‘
~ I’'m not auestioning Secretary Kissinger going before the United
Nations and making speeches committing this country to specific trade
obiectives for foreign policy reasons. Did, and does your office par-
ticipate fully in the formulation of those objectives, and if so. why
did vou not check with our committee, and the Committee on Ways
and Means before those statements were made? '

Mr. Dext. Mr, Chairman, we do have an opportunity to consult
on these. The T7.N. speech was somewhat unique in that. first of all, it
was moved un because of the religious holidays of some of the na-
tions. Normallv that would have been held late in September. It was
moved up to September 1 rather late. And. of course, we were con-
fronted with the nroblem of the August holiday. . g

I think that the concern that has been expressed has been given
to us by way of a lesson, and we intend to be sure that despite these
problems. in ths future there is better communication. ~ =

The. Cramyax. Well, that speech was made by Mr. Movnihan on
behalf of Secretary Kissinger. Senator Ribicoff and T were in Europe
at that time, talking to some of our trading partners. And we had been
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‘talking to your representative, Mr. Walkér, and Mr, Walker was in
a very difficult position. Right there in Geneva I was talking to people
charged with setting up these regotiations and pursuing them, and
it was clear to us—and I'm not seeking to put him on the spot, I'm

‘reporting what I know—from what I observed it was cléar to us that

‘that speech had not been cleared with him. And yet, there is a mah

who i}s one of the key persons to implement these suggestions in ‘that

speech.,

‘ pIt hag been my experience a3 chairman of this committee, that if 1

can make a fellow think something was his idea he will vote for it, and

--- if that. can be done, we have a lot better chance to move it alorig than

if it looks like it is always the chairman’s idea. Tt is my impression it

is very ineffective to say, ‘that is all my idea,’ and I think the same
thing would apply to anybody else. "

If we are going to erect & monument on some of these ideas in the

negotiations that they are American ideas, or name them after some

Anierican statesman, 1t generally cost us something, ‘ ‘

We nced to approach these things as a team. I, for one, have no
comﬂlaint about your doing your job in that direction. Again, I really
think you are giving us a fine example of leadership, cooperation, and

teamwork,

Now, what is the relation between these negotiations and those in
the U'nited Nations, the OECD, and the UNCTAD, and the other
nultilateral forums where trade issues are discussed ?

My, DeExT. Our participation in interagency policy development
in the U.N. trade matters is clear. The lead for the delegations, of
course, belongs to the State Department, we do participate in the de-
velopment of decisions.

" As far as the QECD is concerned. there is a trade subcommittee. We
jointly chair that with the State Department. When ad hoc commit-
tees are established relating to trade matters, we jointly chair that with
them as well. We developed trade policy matters within our com-
mittee structure, as far as the OECD is concerned. With respect to
TUNCTAD, the same as the U.N. applies, we participate in policy de-

-velopment, and the lead is taken by the State Department.

The Cramryax. Now, Mr, Secretary, T believe that some of the
progress that we have made in trade negotiations has been an unquali-
fied success. We have not had many. We started with what appeared
to be controversial measures, and T hope we can continue to have that
kind of success. working together, where we fully understand one
another, and where the Congress supports the executive branch in
ﬂ‘ohio\:ing something that is good for the world, and also good for
America.

Now, we on the Finance Clommittee, probably more than others
insist that you look at economics, to determine if something is a good
deal. T am sure vou, as a businessman, know how frustrated a busi-
nessman can feel when someone reports to them that politically we -
had to do something, but from the economics point of view it wasn’t a
“good deal. T am sure you are familiar with their frustration.

Mr. DexTt. Very familiar, ' L :
__The CiratemaN. Now, with regard to the snbsidy code which the
TUhnited States has proposed in Geneva, is it true that the DISC would

L3
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be a prohibited subsidy under your xmpgs&l, and what would be the
trestment of the added tax rehate and restitution psymentsf

Mr. Denw. Well, first of all, what we have submitted in Geneva is
& concept owt.of which we hope, through consultations with our trad-
ing partners, to develop a specific.code under which certain procedures
would be prohibited, ethers would be subject to circumstances, an
third, a ory that would be totally unrestricted. -

Now, as far as the remission of taxes are concerned, that is an issue
that we have notified them we wish to discuss. We will try to-determine
under which .of these categories, and the forum in which this issue
should be resolved. '

As far as DISC is cancerned, of course we do not intend to give this
away. If we can get in return equal, or perhaps a little more payment
than it is worth to us, we will consult with you about it; but there is
no idea of eliminating this straight out. .

.. The Cuamman. I detect a rising sentiment in favor of the DISC
here in Congress. The business community is making greater efforts
to inform legislators, particularly Senators, what the DISC is all
about and how it is affecting their business. When we first started,
it was not understood in many cases, even by those who were the
grospective beneficiaries. But I find there is rising support among

usiness people who put it in operation, and they find it helps them
to expand trade.

I hope we won’t give this advantage away without getting a quid
pro quo which justifies it. .

Now, it surprised me, to learn how much corporation income tax
was actually paid by the companies, and how much, iri the last analysis,
is being passed on to the consumer of the product. More than half of
.that corporation income tax was being paid by the consumer, by any
standard. Now, everybody I talked to seemed to think at least 50 per-
cent of corporation income tax was being paid by censwmners, rather
than by the company; and some thought it ought to be 75 percent.

It seems to me so much of our taxes are being paid without any
remission, we ought to try to find some way that puts our people on
the same basis as all the others. Wherever they get full credit for the
taxes they are }flayin , if the other fellow gets a remission of his taxes.

I would just hope, Mr. Secretary, that you people would start finding
a way to work for equality in tax treatment among nations; anything -
short of that works out to a distortion of the trade pattern, does it not ?

Mr. DENT. Yes, and we certainly are working on it. You mention
the DISC being an advantage. I don’t know whether it is an advan-
tage, or somewhat of an equalizer. As I indicated, remissions go as
high as 33 percent. The effect of DISC is woefully inadequate when
compared to a remission of that sort. We have a task force working on

-this diligently, and we have discussed it with our trading partners:and
we are -going to do our very best to get this straightened out in an
equitable way.

The Cramryan, Can you give us some idea of what kind of an injury
test you are p‘x?"orposing to include in the countervailing duty code?

Mr. Dent. We don’t linve any inju test:develqug, or put. on the
table, -even. We would not put -forward an injury test. That is some-
thing we would expect our negotiating partners to insist upon because
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that is why they are currently so antagonistic toward our counter-
vailing duty law. So, we will not propose, we will listen and consult
if we hear anything. - ' :

The CairmaN. Well, we hc;pe you will profit by the experience-—
sad though it inay have been for some of your predécessors with the
international antidumping code. We sent somebody over to find out
what they were doing, and told them’ we were going to turn it down,
And then they proceeced to stake this Nation’s goo& faith on deliver-
ing something that tle Congress had committed itself on; I know
this committee committed itself, to defeating. The result is that we still
have people complaining that the United States through our Executive
made a commitment that was not fulfilled. :

Now, are they still embarrassing yoa about that, saying they have a
right to expect us to deliver on the antidumping code ?

My, DenNT. I think the complaint that I have heard is that the United
States takes advantage of the grandfather clause; and when this was
put in they didn’t think grandfather would live this long; and they
hope to get it resolved. ‘

ur standard view is as long as subsidies are not used, thers is no
need to depend on grandfather. And, if we can resolve both sides of
this issue, that is the equitable way to deal with it.

The Crramman. Now, on January 1 the United:States granted duty-
free treatment to certain products of less developed countries. What
U.S. trade effects do you expect, and what has been the reaction of
the less developed countries?

Mr. DenTt. As far as the less developed countries are concerned,
in Geneva, at the Trade Negotiating Committee meeting in December,
there were a number of favorable commerits made concerning the U.S.
program. :

iere were, however, at the same time some criticisms leveled on
the basis of it being discriminatory that we did not grant it to OPEC
nations; and that is what they referred to.

As far as the effect on our trade is concerned, the coverage of the
2,734 items from these developed countries last year totaled $2.6 bil-
lion. In those items of trade, however, there was $25 billion of imports
from all countries. We see increasing export to our country from the
developing countries, which would give them an opportunity to put
themselves on a self-sustaining basis. The last year they sutfered about
a $30 billion trade deficit, and in effect, they are going to he on welfare,
or they are going to have to learn to earn their way. This system will
encourage them. . s

The Cuarman. Now, in light of the recession of the United States
and other major trading partners, do you believe that the 1977 goals
for interim concrete results in Geneva were realistic? -

Mr. DENT. Yes, sir. I think it’s not only realistic, but essential, when
you look at it fromn two viewpoints. First of all, the world 'today, no
nation excluded, is under tremendous protectionist pressures due to
inflation and unemployment. There are grievances being brought to
bear as to our trade complaint system in this comnitry, and one way
to assure these people of equity is to point out that there are negotia:
tions under way to perfect a system wider which we operate, to resolve
their probleins: '
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On the other hand, from the positive viewpoint, these talks which,
started in 1973 have to come to a fruition within a reasonable time
in order to prove their validity. So, I think that 1977 is realistic. With
the political commitment of all concerned we can come to a successful
ne%otiation conclusion by the end of that year. -

he CxairMAN, In light of the administration’s opposition to recent
protectionist measures taken by the United Kingdom and other Euro-.
pean countries, how do you believe the President should act where
the U.S. domestic industry, such as specialty steel, is injured ? '

"Mr.-DenT. I think that the President. must review the U.S, law and
determine how it applies in each one of these cases, and evaulate that
in the light of our international obligations to see that the two actions
are consonant. And, of course, we have an abligation to consult with
our trading partners so that there is a full understanding of what

we are doing and why. : ‘

" At Rambouillet he indicated opposition to protectionist actions
except in unique and acute situations. I think that is his basic thrust.
But all of these must be evaluated in the light of domestic law and
current-circumstances. , _

The CHA1rMAN. The Tokyo Declaration called for a sectoral negotia-.
tion as a “complementary negotinting technique”. However, the execu--
tive branch’s policy seemed to be less favorable to such negotiations.
In vour view. what is the nature of a sector negotiation?

Mr. DenT. The nature of a sector negotiation is to isolate the specific
industrial sectors in narticular, to be negotiated separately from a
broad tariff formula. Foreigners look upon it as a way of expandine
the liberal approach in that particular area of trade. We have tried
_ toinitiate and move these forward. and have been snccessful in setting

coverage for the specific sectors delineated in the Trade Act. We are
finding resistence on the part of trading partners because they wish
to address the broad negotiating approach first, and as we identify
unique opportunities, then to move forward on a sectoral basis in
that. area. '

. The CrtairmaN. Now I would like to ask Mr. Baker of the Commerce
Department some questions. We are told, one day that we have an
€11.1 billion trade surplus: and then you tell us here in the Finance
Committee it is only $3.8 billion.

As I explained this morning, it is mv judgment and T think the
judgment of the others that even that figure is not correct. There is
only a surplus of $1.9 billion if you leave off the foreign aid program
in the exports.

Now, the Trade Act calls for use of the CIF data in these trade
negotiations, It took us years to get the Department to even collect
these CIF statistics, : ‘ , :

Now. T would 1ile to ask. whyv does the Department continue to
%r(r)g)h;tsme the FOB approach to the public and the trade advisory

Y . .

Mr. Baker. Mr.. Chairman. since T have been with the Department,
it has been my experience that we have been emphasizing the .CIF.
Let me assure you that we are sold on the CIF approach. As you point
out, we only have figures on a CIF basis going back to 1974, On the
other hand, T don’t think that the press is sold on the CIF hasis, and
that is why we see FAS figures reported in the press. " '
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You may be suggesting that we should not report at all 'on FAS
figures. Our 'probﬁam with that is that.we think we have to have a
period of time to build up a body of data on the CIF before we can
make the necessaty comparisons. We would further, I am told, have to
change the whole basis for our statistical analysis of the balance of
payments data if - we totally discarded I'AS. But we are, I hope, trying
to highlight the CIF figures. T o
- The-CHAIRMAN: What that makes me think of is the difference be-
tween football and baseball. Baseball is about to go broke, while foot-
ball keeps generating:bigger crowds every year and making more
money. I think the principal difference between football and baseball
is; every year in-football they change their rules to make a hetter game;
and in baseball they say, “Well, if we change the rules, we mess up the
record book: We won’t have a valid way to compare Babe Ruth’s hit-
ting record to somebody. else’s record.” But they have changed the
rules anyhow, they increased the size of the strike zone, and they have
made only a few changes. Frankly, it's a miracle they haven’t gone
broke, making so few changes. Now-a-days professional baseball is
not a game being played for the enjoyment of the players, it is being
played as a sacrifice for money, and for the entertainment of the
spectators. . : L
- Now, the analogy here, it seems to me, is, we have a whole system
of collecting tariffs—founded upen an obscure part of the constitu-
tional law—that we will not discriminate between ports. If you are
not going to discriminate, then you are going to have to have some
way of collecting your tariffs, and the tariff will be the same, regard-
less of what port. ‘ ‘

Now, from that, as T understand it, came our system for collecting
otr tariffs: and-the easiest way to get the figures is to see how much
was ‘paid in tariffs, and that is how much these tariffs are worth in
forcign values. ' - E :

But, that is not what we paid for. Any businessman knows what you
paid for something includes the freight. .

My, BAgEr. Yes, sir. ' : :

"The CramrMaN. And if you are a businessman and you are not tak-
ing the freight into consideration in the price of your product, you
are going to go broke just like my friend went out of the airplane
business because he never heard ahout depreciation. '

Now, it seems to me we should not have our Secretary over there—
T call himm Secretarv because I want to make his joh Secretary of
Trade, rather than Special Representative for Trade Negotiations. I
want to make sure we weren’t demoting him when heé moved from
Secretary of Commerce to be Special Trade Representative. We gave
him a very important job. And we wouldn't have the former Secretary
of Commerce, and now Special Trade Representative being confronted
by these foreign diplomats with these good news announcements who
think America is making all this money and has a tremendous siirplus
and say “Why do you people want a big cut from us and refiise to.
make this concession. If you keep this up, you: will-have a monopoly
in the world.” R T L R

I just think it’s not good for the country to give that misleading
impression of an $11 billion trade surplus. And that is what your
Department is doing, Mr. Baker. ‘
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Mr. Baxer. That’s right. '

The CHAmMAN, It seems to me that if you publish statistics in such -

a way, you confuse things. ) -

Mr. Baker. I'think we agree generally with you, Mr, Chairman: It’s
a question of how quicklf we can phasa it in. I certainly agree w'' 1
regard to Fred Dent's selling job if he has to start with the claim: .
an $11 billion trade surplus. o .

The Cramman., And you can’t blame the other fellow for using
everything he has available to him, trying to win his'case. And that
is the case when he says, ““Well, here iz what the United States is tell-
ing their own people;, don’t listen: to what they tell you. They are
telling their own peeple they had an $11 billion trade surplus this
year.” I think they can make our life difficult for us.

Now, the Commerce Department has the responsibility for issuing
licenses for the export of technology to Communist countries. How is
that decision to grant a license made, and are the U.S. technology
export controls effective? ‘

Mr. Bakrr. Yes, sir, we think they are: Decisions to grant licenses
are made according to established policy guidelines: or after inter-
agency consultation. We have a committee at the Assistant Secretary
level. When a particular question is examined by the staft and a dis-
agreement develops, it then comes up to a committee at the Assistant
Secretary level. resented on that committee are the Departments
of Commerce, State, and Defense and other coricerned agencies.

If the matter cannot be resolved at that level, then it. 18 moved up
to the Export Administration Raview Board, which is chaired by the
Secretary of Commerce, and on which sit the Secretaries of State and
Defense. Other concerned agencies are invited to participate.

It is our feeling that these procedures are adequate, that they take
into consideration national security. They also take into consideration
our foreign Xolicy objectives, and our short supply obligations under
the Export Administration Act.

The Cuamrman. Now, the United States has shown itself vulnerable
to unilateral oil pricing. Is there a_possibility for a similar occurrence
in a commodity that the U.S. defense relies on heavily; for exa,m'ple, is
it likely the same thing might happen to us on chromium next

Mr. Baker. I think it is entirely possible, Mr. Chairman, that it
might happen to us on a commodity like chromium. I can’t right off-
hand think of anything else.

The CrARMAN. Well, thank you very much, Mr. Baker.

Secretary Dent, I have some questions here by Senator Dole, and
if I may, I will supply these to you for the record, you might be able
to answer these questions for us before you leave here today; other-
wise, we would like to have them within the next 24 hours, if you could.

I would like to reserve the right for Senators that could not be with
us today for the afternoon session to submit questions to you for the
record, and I will ask the record include your answers, as well as the
questions.* :

Thank you very much. -~

Mr. Dent. Thank you, Mr. Chairman.

¢ See appendix B,
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Mr. BAker. Thank Kou very much.
The CramrMAN, The meeting is adjourned until 9:30, again, to-

INOTrow.,
[The prepared statement of Mr. Baker and a report submitted by

Mr. Dent follow:]

STATEMENT OF THE UNDER SECRETARY OF COMMERCE, JAMES A, BAKER IIT

Mr. Chairman and Members of the Committee: I welcome the opportunity to
provide this Statement to the Committee in connection with its oversight hear-
ings on U.S. foreign trade policies, the administration of the Trade Act of 1974,
and the progress of the multilateral trade negotiations in Geneva. My testimony
is limited, for the most part, to those aspects of trade policy and the Trade Act
for which Commerce has special responsibilities. However, before going into those
specific areas. I think it may be useful at the outset of these hearings to sum-
marize for you the principal export and import developments last year which
resulted in a significant turnaround in the U.S. trade accourt.

U.8. FORFIGN TRADE DEVELOPMENTS IN 1978

The year 1975 was one of substantial improvement in the U.S. trade position.
Exports continued to increase, while imports declined in value for the first time
1n fourteen years. These diverse movements produced a dramatic shift to a large

_trade surplus from the deficit recorded in 1974 and earlier years. The trade sur-

T plus in 1975 was $3.8 billion, based on imports valued c.i.f., compared to a $10.1

. billion deficit in the preceding year. Moreover, it marked the first time since 1967%-

that exports exceeded c.i.f. imports by a sizable margin When imports like

exports are measured on an f.a.s. basis, last year's surplus amounts to $11 1
billion, the highest positive trade balance in our history,

While exports, excluding military grant-aid, totaled $107.2 billion in 1975, a
9.5% increase over the previous year’s level, this expansion represented a consld-
erable slowdown from the 419 average annual growth in 1978 and 1974, Included
in these exports were an estimated $1.9 billion in shipments of U.S. merchandise
financed by Agency for International Development and Public Law 480 grants
or concessional loans. Imports, valued c.i.f, fell by 4.29% from their 1974 level
to $103.4 billion. On an f.a.s. value basis, the import total was $96.1 billion.

The slower rate of export growth last year and the decline in imports were
consequences of the severe worldwide recession which began about mid-1974.
The recession depressed forelgn demand for U.S. products and sharply curtailed
our purchases from other countries. Because the recession in this country was
more severe than the business downturn in most other major industrial countries,
imports fell more than exports. This reduction in imports was the principal
reason for the large improvement in the U.S. trade position last year.

The prevailing economic climate abroad generally depressed our exports.
Nevertheless, several positive factors helped produce a continuing growth in
exports.

U.S. exports normally include a high proportion of machinery and other
capital goods, These goods are somewhat less responsive than our major imports
to business cycle fluctuations as they often require a long-lead time between
the placement of orders and actual delivery. Since domestic demand for these
goods was sluggish last year, U.S. manufacturers were able to reduce backlogs
on foreign orders which had built up when economic conditions were more favor-
able abroad.

Sales to the oil-producing countries also climbed steeply. The enormous increase
in se_countries’ oil revenues has enabled them to step up rapidly their
purchases of U.S. products in connection with expanding programs for cconomic
and social development. While these countries as a group accounted for only
129, of total U.S. exports last year, they accounted for one-half of the overall
increare in exports. Finally, exports continue to benefit from the depreciation
since 1971 of the U.S. dollar in relation to most other industrial countries’
currencies. Even though the doilar strengthened gradually throughout 1975,
U.S. goods remained more price competitive in world markets than they were
prior to the currency shifts.

—— —_— —_—
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The sharp drop in U.S, economic actirvity in the first half of 1975 was reflected
particularly in reduced demand throughout the year for fmported consumer
goods and industrial supplies. Imports of many of these products are particularly
sensitive to cyclical declines and inventory decumulation. Since the two types
of goods constitute the major share of our foreign purchases, imports respond
more closely to business downturns than exports. Imports were also held down
to some extent by the higher prices on foreign products which stemmed from
currency appreciations and high rates of inflation abroad.

The effects of the worldwide recession on our foreign trade are more apparent
when exports and imports are measured in constant (1967) dollars. In quantity
terms, exports declined in 1976 compared with 1974 by an estimated 39, while
the import drop was 12%. Although prices of both exports and imports continued
to rise last year, the increases were much less steep than in 1874,

All of the U.8. export growth in 18756 stemmed from nonagricultural products,
mainly manufactured goods, which climbed by 129,. Machinery sales were in
the forefront of the expansion despite the unfavorable investment climate abroad.
Deliveries of machinery to the OPEC and other oil-producing countries were
particularly buoyant, with gains noted in oil-drilling, construction, and materials
handling equipment.

Exports of motor vehicles and parts continued to expand last year. The
gradual improvement in the North American auto market boosted our exports
to U.S. subsidiaries in Canada, and demand remained strong in other countries,
particularly for trucks. Civilian aircraft sales, on the other hand, which had
contributed heavily to the growth of U.S. exports in prior years, showed little
change in 1975,

As a result of the foreign business slump, exports of a number of industrial
materials leveled off or declined. Among these were chemicals, nonferrous metals,
paper, and steel, Coal exports were an exception as the value of these shipments
climbed steeply, primarily because of higher prices.

After expanding strongly since 1971, exports of agricultural products leveled
off last year because of weaker foreign demand for soybeans, oflcake, and
cotton, This offset increases in grain sales.

On the import side, petroleum purchases edged up in wvalue, but all other
broad categories of imports declined. The increase in petroleum arrivals was
only marginal, however, in contrast to the huge jump in 1974. The slightly higher
value reflected a small increase in the average price, while the quantity of
petroleum imports fell for the second consecutive year. Imports of industrial
supplies other than petroleum declined substantially as the slump in economic
activity curtailed U.S. demand for nonferrous metals, steel, textiles, lumber,
and chemicals.

The sluggishness in U.S. consumer spending, particularly for durables, was
clearly reflected in the sharp drop in consumer goods imports. Autos received
from Western Europe and Japan, and home electrical produets, such as radios
and TV sets, showed the biggest declines. Almost all of the major food import
products also fell in value, particularly meat, fish, and sugar,

I would like to turn now to those Commerce programs directly related to the
topics being covered by these hearings.

EXPORT PROMOTION

Commerce's export promotion efforts are inextricably linked to the removal
or lowering of foreign trade barriers which improve U.8. access to foreign mar-
kets and provide new export opportunities for U.S. producers. Experience hay
shown that many U.S. firms are not aware of, and therefure do not exploit, new
marhket potentials abroad unless encouraged and assisted to do so. This is the
case even when they have competitive products to offer. Very often, this failure
to exploit overseas market opportunities stems from a lack of knowledge about
it, where the opportunities are, and what types of promotional assistance and
services are available for use,

Commerce's export promotion programs are designed precisely te overcome
these gaps in exporter knowledge and performance, and thereby to help translate
export potentials and opportunities into hard export sales. They do so by:

Stimulating a greater awareness of the benefits of exporting; -~

Providing counseling and inforination on how and where to export;

Alerting U.8. firms to specific trade leads abroad ;
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Assirting U.8. firms to identify and contact potential overseas agents, distrib-
utors and buyers and to establish effective representation in foreign markets;

Providing ad hoc assistance to U.S. firms requesting help in competing for
specific contracts; and

Stimulating foreign awareness of the range of competitive products available
from the United States, and assisting foreign buyers and dlstrlbutors to identify
and contact pmspectlve U.S. suppliers.

Continuation of these programs, together with the DISC incentive, adequate
export financing, and the maintenance of & realistic exchange rate for the dollar,
lhelp ensure that new export opportunities resulting from trade negotiations
will be taken advantage of by American firms rather than foreign suppliers.

INDUSTRY ADVIBORY COMMITTEE PROGRAM

Another very important program which the Department of Commerce, jointly
with the Office of the Special Trade Represeutative, carries out I8 the Industry
Consultations Program which was begun in mid-1973, a year and a half prior to
passage of the Trade Act, A series of meetings were held at that time with some
600 key business and industry leaders to discuss with them the Government’s
need for an effective advisory mechanism to obtaln industry's input into the
multilateral trade negotiations. Their views were solicited on how best to struc-
ture a mechanism, what its functions should be, and who should participate.

These meetings led to the establishment of 27 Industry Sector Advisory Com-
nmittees (ISACs) and one overall Industry Policy Advisory Committee (IPAC).
ANl but one of these committees was established and chartered in early 1974,
Their membership totals over 500, averaging about 18 per committee. During
1975, there were around 100 ISAC meetings ; each committee met at least 3 times™
and some as often as 6 times. The IPAC met three times during this period.
In the first two months of this year, some 30 committee meetings have been or
will be held.

In consultation with the committees & work program was developed which
resulted in the preparation by each committee of a comprehensive report for
the guidance of U.S. negotiators. These reports are intended to provide U.S.
negotiators basic background data relating to each industry, an analysis of their
trade related problems, and detailed advice on how the negotiators should deal
with the various issues being negotiated, such as U.S. and foreign tariff and
nontariff barriers.

Since receipt last summer and fall of the reports, which total about 4500 pages
of material, Commerce and STR have heen studying, evaluating and cataloguing
thhe wealth of information and advice they contain in order to: (1) maximize
their usefulness to the process of formulating U.S. negotiating positions and
strategies, and (2) provide the committees our preliminary reaction to their
reports with a view to obtaining additional information and advice that would
make the reports more useful to U.S. negotiators.

The reports were also reviewed and discussed in October by the Industry
Policy Advisory Committee. A summary of the recommendations of each report
was presented to the Policy Advisory Committee by the Sector Advisory Com-
mittee Chairmen or their alternates. The presentations and the questions and
answers which followed provided U.S. officials with an overview of industry's
views and objectives in the negotiations.

The Industry Sector Advisory Committees have been briefed at each meeting
on the progress of negotiations in Geneva. Special meetings have also been con-
vened to discuss specific 1ssues such as draft codes on subsidies and standards,
and sector studies prepared by the GATT Secretariat. This informational flow
to the committee has been supplemented by monthly mailouts of Commerce’s
MTN News, and STR's advisory reports, which provide a continuous fiow of ‘in-
formation as to what is going on in the Geneva negotiations. Classifled reports
on the results of Geneva meetings and other matters such as the texts of draft
codes under discussion are also available to committee members.

Another full round of meetings with the Sector Advisory Committees is
scheduled for February 17 through 23, 1976, and with the Policy Advisory Com-
mittee on February 25, to provide 'them, inter alia, our preliminary reaction to
the information and advice in their reports. We intend also at this series of meet-
ings to begin the process of “fine tuning” the reports by asking the committees
to clarify and refine them, Additionally, we will be discussing with them specific
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upcoming issues such as possible tariff-cutting formulas and the tropical products-
negotiations. We will algso outline our ideas and solicit theirs on how best to factor
their inputs into the 1976 MTN work program, i

TRADE ADJUSTMENT ASSISTANCE FOR FIRMS AND COMMUNITIES

" 1 would like to turn next to the new program of trade adjustment assistance
authorized under Title II of the Trade Act of 1974 which became effective on
April 8, 1975. As you know, the program makes it easier thap under previous
legislation for firms to qualify for financial and techmnical assistance, and it also
provides aid for the first time to trade-impacted communities. The new program
is now being administered by Commerce’s Economic Development Administration.

Since the new program became operative, responses have been made to more
than 500 inquiries about trade adjustment assistance from individuals interested
either in the firm or community programs. Under the firm program, 50 petitions
have been received, of which 85 were complete enough to be aceepted for inves-
tigation and processing and 15 were returned with explanations as to the defi-
ciencies which should be corrected before they could be accepted. Of the 35
petitions filed, and accepted, 24 firms have been certified eligible to apply for
adjustmerit assistance, one petition was denied, five were withdrawn before
final determination, and five are currently under investigation. The industries
represented by petitioning firms include footwear, apparel and textiles, mush-
rooms, electronics, granite and marble, slide fasteners, leather, chemicals, tex-
tile machine parts, cutting dies, handbags and cattle.

The Department to date has authorized adjustment assistance for four certified
firms totaling $3.5 million, including $3,050,000 in direct loans and $450,000 in

- guaranteed loans. Employment in the four companies whose proposals were ap-
proved currently amounts to approximately 630 persons and is projected to in-
crease by 225 additional jobs when the recovery plans of the firms are fully
implemented, -

In addition, the Department is reviewing the tentative economic recovery plans
and negotiating the terms for providing adjustment assistance for six additional
firms which had been certifled eligible to apply for assistance, including three
footwear firms, a producer of children’s sweaters, a maker of men's apparel,
and a producer of consumer electronic products. .

For communities, the Trade Act authorizes both financial and technical assist-

--aRca essentially similar to that available under the public works, business devel-
opment and economic adjustment, and technical assistance programs adminis-
tered by the Economic Development Administration pursuant to the Public
Works and Economic Development Act of 1965, as amended. Several trade-
fmpacted communities expressed an interest in the program authorized by the
Trade Act. but none filed petitions for certification, possibly because the require-
ments for establishing eligiblility for assistance are easier under the Public
Works and Economic Development Act.

JOINT COMMERCIAL COMMISSIONS WITH SOCIALIST COUNTRIES

Given the increasing importance of our trade with the Socialist countries, u
brief discussion of the make-up and work of the Joint Commercial Commissions
that have been established with these countries may be useful to the Committee.
These Dbilateral intergovernmental commissions at the Cabinet/Ministerial level
serve as the primary vehicles for resolution of bilateral trade and economie is-
sues which require governmental action between the U.S. and the U.S.S8.R.,
Poland and Romania. The commissions with the Soviet Union and Poland were
established during President Nixon’s visits to these countries in May and
June 1972; the Romanian during President Ceausescu’s visit to the U.S. in
December 1973. .

The chairman of the U.S8, side for each commission is designated by the Presi-
dent. The Secretary of Commerce currently chairs the commissions with Poland
and Romania. The Secretary of the Treasury currently chairs the Soviet Com-
mission. The Secretary of Commerce is Vice-Chairman. Commerce, State and
Treasury provide the principal staff support for these commissions. All three
commissions have played & useful role in the resolution of bilateral trade and
econtomic issues and in improving many promotional aspects of trading arrange.
ments.
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The commissions meet annually, alternatively in \Vashlngbou and the other cap-
itals. Last sessions held are as follows : 4

Joint commission - Last session ) Next session
Joint United States-USS.R.._............ Apr. 10-11, 1975, 5th.sess., Moscow_ 1976 (spring) 6th sess., Washington,
Joint Amenun Romanian  Economic Nov. 34, 1975 2d sess., Moscow.... 1978 sprmg summu) 3d  sess.,

Commissi
Joint Amrian Polish Trade Commission. . Oct. 6-8, 1975, Slh $088., Wamw 19&5 h(wmmer -fall) “6th sess.,
ashington,

Specific dates for the next sesslons of these Commissions have not.yet been set.

Working groups have met between commission sessions as necesgary to con-
sider particular problems, such as business facilitation or dumping problems

Currently, the principal unresolved problems in our commercinl relations with
the U.S.S.R. center around U.S. legislative restrictions on extension of MFN trent-
ment and on the availabllity of Eximbank facilitiés. These restrictions prevent
bringing the 1972 Trade Agreement into force, adversely affect the rate of U.S.-
U.S.S.R. trade growth in indusirial goods, and hamper the rate of improvement
in trade relations with the U.S.8.R. and some Eastern European countries. Joint
ventures and continuing efforts on business facilitation are prime topics for
further exploration with Poland and Romania. \With each of these countries
there is the need for constant oversight of trading developments and implementa-
tion of past agreements as well as resolution of new issues as they arise.

. EXPORT CONTROL o -

Finally, the Department’s long standing, reéponsibilltles in the area of export
controls warrant mention. As you know. exports of most commercial goods and
technology from the U.S. to-other countries of the world are regulated by the
Department of Commerce under the authority of the Export Administration Act
of 1069, as amended. The act authorizes the imposition of restrictions on ex-
ports to the extent necessary to carry out three basic purposes:

a. the protection of the domestic economy from the excessive drain of scarce
materials and the reduction of the serious inflationary impaet of foreign demand;

b. the furtherance of U.S. foreign policy ;

c. the exercise of the necessary vigilance over exports from the standpoint of
their significance to the national security of the United States.

In accordance with this mandate, the Department, through its Office of Export
Adnministration, administers a set of regulations that provide -for control over
goods and unpublished technical data and the use of U.S.-origin parts and com-
ponents in the production of foreign end products intended for export to the so-
cialist countries. The regulations specify licensing requirements for the com-
modities under the jurisdiction of the Department according to the various coun-
triex of destination.

The United States has for many years participated with our NATO allies and
Japan in an embargo on the export to the Soviet Union and ofther Communist
countries of potentially strategic materials-and goods, as well a8 unpublished
technical data related to those commodities. Furthermore, the U.8. maintains
some unilateral export controls over other commodities and technical data in the
interest of meeting the national security objectives of the Export Administration
Act. Exports are authorized only if the Departiment has determined that the
proposed export would not be detrimental to our national security. The Depart-
ment is obliged by the Export Administration Act to consult broadly on such
matters and also specifically to give the Secretary of Defense an opportunity to
review any proposed export of goods or technology to the Soviet Union and other
Communist countries. He is specifically charged with determining whether such
exports will significantly increase the military capability of the country in ques-
tion. If his determination {s affirmative, he is obliged to recommend to the Presi-
dent that such export be disapproved.

In addition to these conkliltations with the Department of Defense, the Depart-
ment of Commerce regularly consults with the Department of State, the Energy
Research and Development Administration, and the CIA for information and
advice on export control matters. Interagency policy differences that cannot be
resolved by-lower level groups are referred to an Export Administration Review
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Board, which the Secretary of Commerce chairs and which includes the Secre-
taries of State and Defense. Other cabinet members may be included in the de-
liberations as.appropriate.

SHORT BUPPLY CONTROLS

In fulfllling its legislative mandate, the Department also controls quantitatively
the export of commodities in short supply. These controls generally apply to all
countries, including Canada, and the quantity available for export is distributed
as equitably as possible among exporters and countries of destination, primarily
according to their participation during a specified past period of normal trade.
Under a recent amendment to the Act, a portion of each quota is reserved for
exporters without a past history. Currently, the only commodities under short
supply licensing are petroleumi and petroleum energy products. However, we
are currently monitoring exports of nitrogenous and phosphatic fertilizers and
related chemicals.

We also review export trend and price developments for a number of other
commodities in relatively tight supply to determine whether the volume of exports
in relation to domestic supply is such as to contribute to a potential shortage or
price increase.

The continuing development of worldwide commodity shortages has added
speclal significance to our short supply operations. I am confident that we can
inmplement the necessary policies objectively, flexibly and with the general na-
tional interest as our principal guideline.

Mr. Chairman,’ this concludes my prepared statement. If you or any member
of the Committee would like additional information on these or other matters
relating to these hearings, I will be happy to provide it for the record.

REPORT oN STR STEWARDSIIIP OF RESPONSIBILITIES AND ACTIVITIES UNDER TUE
TRAPE ACT oF 1974

INTRODUCTION cem

STR has been assigned a key role in the implementation of the Trade Act of
1974, a major concern of the Senate Finance Committee in its trade oversight
hearings, January 20-February 6, 1976. 8TR’s responsibilities are spelled out both
in the Act, (Section 141 and elsewhere), and in Executive Order #11848, of
March 27, 1975.

This report was prepared for the Finance Committee hearings, It is not in-
tended to duplicate or substitute for the several regular Congressional reporting
requirements of STR under the Act, the Executive Order or other undertakings
by STR to keep designated Congressional advisers to the Multilateral Trade
Negotiations (MTN) fully informed.

PUBLIC, PRIVATE AND CONGRESSIONAL ADVICE, COMMUNICATION AND LIAISON

.One of STR's key responsibilities under the Act is the initiation and manage-
ment of & broad program designed-to involve the private sectors and the Con-
gress directly and meaningfully into the process of developing trade policy, trade
decisions and actions, and trade negotiating positions.

Apart from USITC hearings, an interagency panel, the Trade Policy Staff Com-
mittee (TPSC) chaired by STR, beld public hearings from June 3 -through Au-
gust 8, 1975, on all matters relevant to the MTN, including tariff and non-tariff
barrier concessions the U.S. should seek as well as those it might offer, and also
on the Generalized System of Preferences (GSP).

Public hearings were held itn Washington by the TPSC on September 18 and
17; 1976, on export subsidies and countervailing duties; quotas and import li-
censing schemes ; standards; and customs matters.

Further publlc hearings on these and other issues are contemplated, as re-
quired under Section 183 of the Act and as otherwise found necessary or desirable.

Finally, the Presgident’'s Advisory Committee on Trade Negotiations, (ACTN),
established under Section 133 of the Act, is the part of the private sector advisory
process aimed at developing a broad policy overview in the overall national
intcerest. Its 43 members are representative of the totality of American interests
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which make up the “public interest”"—for example, producers, consumers, work-
ers, retallers, service industries and academicians, ,

Forty-three of the ACTN members have been appointed by the Presldent and
at an initial meeting on January 8, 1976, Vice-President Rockefeller administered
their oath of office and Prestdent Ford met with them to outline his views of the
group's critical task, . -

At the next meeting scheduled for March 3, the ACTN will be getting into such
substantive MTN issues as a tariff reduction formula, tropical product negotia-
tions, trade effects of border taxes, and special treatment for developing countries.

In addition to public hearin’s and the ACTN, STR maintains an “open door”
policy of responsiveness to the views and concerns of any citizen with an interest
in the MTN or the management of domestic regulation of foreign {rade. The
STR's Office publishes press releases, notices of actions, and responds to a very
large volume of mail, telephone and personal inquirfes from interested parties.

Jointly with the Secretary of Commerce, STR began the organization of indus-
try consultations in mid-1978. An overall Industry Policy Advisory Committee
(IPAC), and 27 Industry Sector Advisory Committees (ISACs) were set up. Al
but one (Retail ISAC) of these committees were established and chartered in
early 1874. Their membership totals more than 500, averaging about 18 per
panel, During 1975, the ISACs met 76 times; each committee at least three times.
and sonme as frequently as six, The IPAC met three times during this period. In
the first two months of this year, 30 committee meetings have been held or are
scheduled.

In consultation with the committees, a work program was developed which
resulted in the preparation by each committee of a comprehensive report for the
guidance of U.S. negotiators. These reports are intended to provide basic back-
ground data relating to each industry sector, an analysis of trade-related prob-
lems and detalled advice on how to deal with the vartous issues being negotiated,
including both U.8, and foreign tariff and non-tariff barriers.

Sinee receipt last summer and fall of these reports, which total ahout 4,600
pages of material and charts. STR and the Commerce Department have been
studying, evaluating and cataloging the information and advice, they contain
in order to: (1) maximize thelr usefulness in the formulation of U.S. negotiating
positions and =strategies: and (2) provide the committees with preliminary
reactions to their reports, with a view toward developing additional information
and advice which would increase the usefulness of the reports to the U.S.
negotiators. o _

The reports were also reviewed and discussed in October hy the IPAC, which
provided U.S. officials with an overview of industry’s objectives in the MTN.

In addition to preparation of these reports, at each meeting the panels have
heen briefed on the progress of the MTN. Special meetings also have been con-
vened to discuss specific negotiating issues, such as draft- proposals for codes on
product standards and export subsidies, and sector studies prepared by the GATT
secretariat. This informational flow to the committees has been supplemented by
monthly mailings of STR's Advisory Reports, and Commerce's MTN News, which
provide information on the MTN and related developments. Classified reports
on ﬂ‘l)e Geneva meetings of the MTN are also available to advisory committee
members.  _ ,

Another round of meetings with the ISACs is scheduled for February 17
through 23, and the IPAC on February 25, to provide preliminary reactions to
their information and advice, to clarify and refine it for use by U.S. negotiators,
and to discuss specific upcoming issues such as tariff-cutting formulae and
tronieal product negotiations.

The eatablishment of the Agricultural Policy Advisory Committee (APAC)
- and Agricultural Technical Advisory Committees (ATACs) for cotton, dairy,
frults and vegetables, grain and feed, livestock and livestock products, oilseeds
and products, poultry and eggs, and tobacco, were announced jointly by the STR
nnd the Secretary of Agriculture on April 8, 1975. Approximately 150 members
serve on these panels. The 25-member APACQC met four times during 1975. and
will meet again on February 24. Each ATAC met at least twice, some as many as
four times last year. All eight submitted reports and recommendations on MTN
offers and requests in their commaodity areas last fall,

Membership on these committees represents a hrnad spectrum of agricultural
producerg, processors and traders. In recommending members, USDA attempted
tn xeek wide representalon from national and commodity organizations. The
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APAC has.advised on a broad range of issues, including subsidies and counter-
vailing duties, standards, problems of supply access and export restraints, quotas,
safeguards, ‘and import documentation. The work program will continue this
vear with briefings and discussions on tariff reduction formulae and-tropical
product negotiations, scheduled for a meeting in the latter part of February.

The ATACS were asked to provide specific recommendations as to what offers
the U.S. might make in their commodity areas and what requests for concessions
for particular products from individual countries would be benefleial to U.S.
exports. They forwarded their recommendations on requests and offers to STR
and the Agriculture Department by the end of September, 1975, and presented
their positions orally to the APAC on October 2,

Thelr work- will continue this year to provide detailed technical advice nand
information regarding trade issues which affect both domestic and foreign pro-
duction and trade in their respective commodities.

A Labor Policy Advisory Committee (LPAO) and six Labor Sector Advisory
Committees (LSACs) were announced—by the STR and the Secretary of Labor.
The policy committee is composed of HT union presidents from AFI~CIO affiliates,
the United Auto Workers, United Mine Workers, Teamsters, Longshoremen, the
National Federation of Independent Unions and representatives of the AFI~CIO
ataff. In addition, all of the above unions are represented on at least one LSAC.

Uuions on the sector committees represent workers employed over the full
range of U.S. industrial activity, including agricultural and service industries.
Some unions participate on more than one I.SAC because they represent workers
employed in different industrial sectors. .

Since May, 1975, uniton representatives have heen consulting regularly with
TL.abor Department officlals and U.S. MTN negotiators on trade issues and devel-
opments, both in Washington and Geneva.

Negotiating issues. including tariffs and non-tariff measures, on which the
U.8, Government will require advice, were outlined at a June 18 combined meet-
ing of the policy and sector advisory groups. Individual union submissions were
consnlidated into draft reports by the Labor Department and reviewed at LSAC
meetings during September,

A second combined meeting of the LPAC and LLSACs were held on September 19,
to discuss proposals for international codes on product standards and subsidies
and countervailing duties.

A day-long seminar was held on December 18, to discuss tariff reduction
formulae, horder taxes and safeguards.

The labor advisory groups are expected to provide advice on all aspects of the
MTN. The first LSAC reports, which deal with possible U.S. foreign tariff con.
cessions, were transmitted to STR in mid-December. Some unions also submitted
aldvice on proposed codes covering standards and subsidies/countervailing
duties.

The Trade Act outlines a new cooperative relationship between the Executive
Branch and the Congress. in the formulation of foreign trade policy aud the
negotiation of international trade agreements,

The post of STR, created in the Trade Expansion Act of 1982 was raised ta
Cabinet status by the 1974 law, and required to report directly to both the
President and the Congress.

The new act sets out procedures for Congressirmal participation in, as well as
oversight of, trade negotiations conducted by STR. Five members each reprecent-
ing the House Ways and Means and Senate Finance Committees, are appointed
at the beginning of each session of Congress by the Speaker of the House and the
President of the Senate as official advisers to the U.S. Delegation to the Multi.
lateral Trade Negotiations (MTN). Each committee has established a Trade
Subcommittee and designateu staff advisers.

Further, the Act requires Congressional approval for all trade agreements
dealing with the reduction or elimination of non-tariff barriers to trade, and
spells out special procedures under which such agreements are to bhe considered
on an expedited legislative “fast track” which bars amendments and parllamen-
tary delays.

During 1975, a number of Congressional advisers and staff attended and
participated in sessions nf the 90-nation Trade Negotiations Committee (T'NC) in
Geneva, Among these were the Chairmen and ranking minority members of the
Wayvs and Means and Finance Committees and Trade Subcommittees.

The STR, deputy STRs, and other senior STR officlals met regnlarly with the
designated staffs, committees and subcommittees, and with other interested
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committees, members and staffs as well, to keep them informed of the progresa
of thel .negotiations and to receive, consider and- act upon their advice and
counse )
The STR also issues monthly reports.to the Congressional advisers on the status
of the negotiations and related trade developments.
This process of Congessional liaison has proved useful and productive.

INTERAGENOCY COORDINATION OF TRADE POLICY AND TRADE ACTION DECISIONS

One of 8TR's most important assignments under the Trade Act and Execu-
tive Order #118486 is the coordination of Interagency positions and recommenda-
tions with respect to U.S, foreign trade policy and trade polley decisions and
actions, as well as negotiation of multilateral and bilateral trade agreements.

The STR is chairman of the Cabinét-level Trade Policy Committee (TPC).
Under this structure, a sub-Cabinet Trade Policy Review Group (TPRG) is
chaired by a Deputy STR. An Assistant STR heads the interagency Trade Policy
Staff Committee (TPSC), which is made up of representaives of the Depart-
nents of State. Treasury, Defense, Interior, Agriculture, Commerce, Labor, the
White House Council on International Economic Policy (CIEP); and the U.S.
International Trade Commission. .

In addition, STR is an active working member of {he CIEP and the East-West
Foreign Trade Board, both chaired by the Secretary of the Treasury, and works
closely with the President’s Economic Policy Board (EPB), and Assistant to the
President for Economic Affairs F» William Seidman.

'his role has proved an effective and useful one. Through it, the inputs of all
interested and concerned elements of the Executive Branch are channeled, via
the STR, directly to the President.

This mechanism has been used on numerous occasions, including in the develop-
ment of Executive Branch action with respect to GSP. It will shortly be used again
to consolidate advice to th® President on action on the USITC findings and
recommendations with respect to imports of specialty steel products and
asparagus. This procedure has proved its worth, and will be used increasingly in
the future.

PROGRESS AND STATUS OF THE MULTILATERAL TRADE NEGOTIATIONS (MTN)

At the Trade Negotiations Committee (TNC) meeting last December 9-11, it
was agreed that delegations should strive to conclude the Muitilateral Trade
Negotiations (MTN) in 1977. Following substantial preparatory and technical
progress in 1976 on a wide range of issues, the pace of the work must now bhe
accelerated in 1976. This will require major negotiating efforts on a number of
subjects, some of which remain contentious.

In particular, the issue of agriculture and how it is to be dealt with in the
MTN remains difficult." Fortunately, the United States and the European Com-
munity (EC) were able to reach a procedural compromise in December regarding
the next step to be taken on agricultural products other than meat, grains, or
dairy. which are being treated in gseparate working suhgroups. This agreement
sets the stage for a series of bilateral and plurilateral notifications and con-
sultations on the products in question. It does not resolve the substantive dispute
hetween the United States and the EC as to which negotiating group has ultimate
responsibility for the final decisions to bhe made on agricuitural in the MTN.

As noted above, there are individual subgroups to handle the work bheing done
on meat. dairy, and grains. Each of these subgroups established a work program
in 1975. The meat and dairy subgroups devoted their 1975 meetings to a thorough
analysis of the structure and characteristics of world trade in these products,
{including the measures cownntries use that ‘affect international trade in these
items. This year they will engage in discussions on appropriate multilateral solu-
tions for trade nrohlems encountered in these areas. The grains subgroup focused
it< work in 1975 an haw be<t to achieve stahilization, liberalization. and special
treatment for T DCs in world grains trade. The EC emphasized the need to nego-
tinte & ,rmmodity agreement for grainsg, and tabled a proposal for such an agree-
ment. The United States, on the other hand, stressed the need to seek greater
Hheralization in grains trade and tabled a propnsal ealling for countries having
definite negotiating interests in grains to notify their trading interests, problems
thev encounter, and proposed solutions to those prablems.

Negotiations on non-tariff measures have thus far included discussions on sub-
sidies and countervailing duties, standards, quantitative restrictions, and cus-
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toms matters. The work on subsidies and countervailing duties has proceeded to
the point where a number of written proposals aré now on the table in Geneva.
The U.8. “concepts paper’ sets forth a negotiating framework that deals with
the problems of subsidies in international trade and how to respond to them.
The EC proposal focuses exclusively on the use of countervailing duties. Other
proposals, notably those of Japan, Canada, Brazil, and Indla, also stress the
need for countries to find injury before imposing countervailing duties but, un-
like the EC proposal, address the subsidies issue. A number of fundamental differ-
ences exist in this area it efforts will be made to reach an agreed approach to
negotiating solutions for subsidies and countervailing duties in 19786,

A product standards code continues to be the most likely candidate for early
conclusion in the MTN fleld. If substantive negotiating work on this code can
be completed in 1976, efforts may then be.focused on the best manner to implement
the code in the United States in order to ensure maximiim benefits from it.

Bilateral consultations on quantitative restrictions continue, and should be
completed before the subgroup’s next meeting in March. At that time the sub.
group, with the results of these bilateral consultations in hand, will be better
able to determine how to proceed.

With respect tn customs matters, an area being given more prioriy by other
delegations than by the United States, the subgroup is now concentrating its
work on customs valuation.

Various countries have proposed that other MTN=g also be negotiated in some
context tn the MTN. These MTNs include government procurement, antidumping
practices, variable levies and minimum import prices, and prior import deposits.

Regarding possible sector negotiations, the United States continues to main-
tain that work in the sectors group should run parallel to the work in other
groups and subgroups. Therefore, the United States proposed at the last sectors
meeting that the GATT Secretariat undertake studies for the chemicals, elec-
tronics, and heavy electrical machinery sectors (an initial study had already
lbeen made on the metals sector). Other countries contend that work on general
solutions in tariffs and MTNs should be well advanced before detailed work is
done on sectors. As a compromise, the group decided at the last meeting that the
GATT Secretariat should begin collecting readily available data for sectors not
covered by the metals study. In addition, the metals study will be improved and
updated.

Work on safeguards in 1973 focused on the deficiencles of the present multila-
teral safeguard system and the need for new rules. Future work will he devoted
to the elements that should e included in a new system. In this regard. the
TUnited States intends to table a proposal sometime later this year. At the group's
next meeting in April, studies being prepared by the Secretariat on muitilateral
surveillance systems and approaches to dispute settlement will be discussed,
along with various delegations’ expected submissions. )

Concerning tariffs, it is expected that agreement on a basic tariff-cutting for-
mula can be reached by the early fall. The United States intends to table its
preference for a formulsa at the upcoming March meeting of the Tariff's group. In-
tensive work is being done within the U.8. Government and consultations planned
with the private sector and the Congress to determine the tariff-cuting formula
that would be most advantageous to U.S, interests. )

In tropical produets. the United States has been engaged in extensive bilateral
consultations with many LDCs which have madeé tariff requests of the United
States on tropical products. After private sector and Congressional consultations,
the United States intends to table its initial offers on tropical products by March 1,
1976 in accordance with an agreement reached in the Tropical Produets group last
Octnher.

Finally. it 18 important to recognize that some issnes (e.z.. supply aecess. dn-
clsinn-making, safeguards. subsidies, dispute settlement, revision of the GATT,
ete.) are intimately related to the angoing work of many of the negotiating grouns
already established: others are being addressed in related fora (e.g. govern-
ment procurement, balance of payments. improved consultative nrocednres) : and
sHll others have heen highlighted in 1.8, statements, hoth at the MTN and el<e-
where, as requiring further consideration in the MTN (e.g.. border taxes. fair
lahar standards. unethical business practices). '

As partiallv noted above in this report on the progress and status of the MTN,
bilateral as well as multilateral discnssiong are freauently invelved. There i8 a
general consensus among many of the MTN participating natinns that these two-
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way and three-or-more-way discussions among key developed and developmg
lcm;ntl-y delegations must be increased, not only in Geneva, but in the various cap-
tals,

A good example of thls development is the consultation just held by the STR
and the Geneva Deputy with top officlals of the EC in Brussels, to discuss the
management of the work program for the MTN in the years ahead. .

Similar discussions are heing worked out between STR and representatives of
the governments of the UK, France, Canada, Japan, Mexico, Brazil and othbers.

The purpose of such intormal meetings is to expedite the work and consensus
of the 80-nation TNC and its six working groups and seven sub-groups.

In addition, there are meetings of a group of 14 developed and developing
countries in Geneva (the so-called “Seven Plus Seven Committee”), and of the
new 18-member GATT Consultative Group (*‘G-18").

STR PARTICIPATION IN MTN-RELATED ACTIVITIES

While STR’s principal preoccupation during the MTN currently in progress is
with the discharge of its responsibilities as chief trade agreement negotiator for
the United States Government, this does not mean that the Office and the STR do
not participate actively in a varletv of MTN-related trade matters.

For example, STR s leading U. S. participation in the OECD Trade Committee
Working Party on Government Procurement. In the GATT. STR is engaged in
negotiation involving EC-EFTA ‘“rules of origin’ affecting imports, In the inter-
national Customs Cooperation Council, STR 1s working on customs vatuation and
nomenclature,

Perhaps the best example is the role STR played in developing the trade poli-
cy recommendations and staffing the trade aspects of President Ford's recent
economic summit meeting with heads of government at Rambouillet, France.
The Joint Declaration issued following that meeting had a strong positive infln-
ence on the December meeting of the T'NC in Geneva.

One of the most important functions STR performs is to advise foreign coun-
tries well in advance of U.8. coucerns regarding trade actions which they may"
take, and discussing with them possible U.S. responses. An example of this is the
recent case of British import restrictions.

Also through similar discussions with our trading partners. we were able to
defuse much misunderstanding and hestility abroad surrounding the-pending
automobile dumping case, the countervailing duty case on steel, and pending
escape clause actions, such as one on footwear. This eleminated cnnruslon and
mistaken impressions, and llinited their concerns. We iere able in large measure
to explain that the U.S. Is not undergoing a wave of protectionism, but is respond-
ing in a legitimate manner to domestic complaints against unfair trade practices
abroad. We assured our trading partners that these complaints are being in-
vestigated in a falr and equitable manner, and that any actions taken in response
would be justiied and consonant with our trade policy and international
obligations.

STR has been directly involved for the past seven months in the U.8. textile
import program. In June. 1975, President Ford reconstituted a previous Special
Working Group on Textiles under CIEP as a new Textile Trade Policy Group,
chaired by the STR. This group has since met to consider several major inter-
rational textile trade developments and issues, and will meet again early in
February. In August. 1975. the STR appointed a new chief textile negotiator,
reporting directly to him, who was confirmed with the rank of Minister hy the
Senate last month, upon the unanimouns recommendation of this Committee.

TLast September and October the existing U.S.-Japanese bilateral textile agree-
ment was renegotiated to more accurately reflect current textile trends. In
October and November we successfully negotiated bhilateral agreements with
Thailand and Haliti, thus essentially completing our bilateral arrangements un-
der the international Multifiher Arrangement (MFA). All told in IR meonths we
have negotiated 25 new bilateral textile agreements under the MFA. Consulta-
tions have been held on textile trade matters with Korea. Taiwan, Hong Kong
:Im:]li El Salvador, and an imporant new understanding has been reached with

ndia.

In December informal consultations were begun with other textile trading na-
tinns on the renewal of the MFA. which we intend to pursue throngh 1976, The
MFA remains the essential element in our textile import program. We have made
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clear that we do not intend for it, and bilateral agreements under it, to be sub-
ject to negotlation in the MTN. -

STR participated centrally in interagency preparaion of the draft of a new

- U.8.-Romanian Trade Agreement, and took an active role in its negotiation in
Bucharest in January, 1973. STR took part in consultations with the Finance and
Ways and Means Committees at varfous stages during the drafting, negotiation
and submission of the Agreement. The STR was the lead Administration withess
-at Finance and Ways and Means consideration of the Agreement, :

On December 24, 1977 the Japanese Government announced that electronie
computers and periphereals have been removed from that nation’s import quota
tist. This action fulfilled a previous commitment made as a result of intensive
discussions with the Japanese, which STR led.

As n result of a series of bilateral consultations involving STR, State and
USDA. the Canadian Government removed its quotas on the 1mportatlon of U.S.
live cattle in August, 1973, shnultaneously with the removal of U.S. import quotas
on Canadian live cattle and hogs, and pork. Both governments followed up by re-
moving quotas on fresh and frozen beef and veal on January 1 of thls year, thus
restoring an open border in the trade of these items.

Another key STR function is the management of Section 301 of the Trade Act,
dealing with illegal and unfair foreign trade practices. During 1975, six cases
were instituted under this provision. The status and progress of these bas been
reported to the Congress.

STR's management of the implementation of the U.S. Generalized Systemn of
Preferences (GSP’) s well known to the Congress and to this Committee.

This program opens a $235 billlon segment of the U.S. market—some 2,700
items