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MISCELLANEOUS TARIFF BILLS—1982

WEDNESDAY, JULY 21, 1982

U.S. SENATE,
SUBCOMMITTEE ON INTERNATIONAL TRADE,
CoMMITTEE ON FINANCE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 9:30 a.m. in room
2221, Dirksen Senate Office Building, Hon. John C. Danforth
(chairman) presiding.

Present: Senators Danforth, Heinz, Grassley, and Symms.

[The press release announcing the hearings, background material
prepared by the Finance Committee Trade Staff on the miscella-
neous iff bills, and the prepared statement of Senators Dole,
Heinz, and Symms follow:]

[Precs Release No. 82-149)

FINANCE SUBCOMMITTEE ON INTERNATIONAL TRADE SETS HEARING ON TARIFF BiLLs

The Honorable John C. Danforth (R., Mo.), Chairman of the Subcommittee on In-
ternational Trade of the Committee on Finance, today announced that the Subcom-
mittee will hold a hearing on Wednesday and Thursday, July 21 and 22, 1982 on the
tariff measures listed below.
o&l'ihe g‘meanng will begin at 9:30 a.m. each day in Room 2221 of the Dirksen Senate

ce .

The following proposals will be considered:

S. 1902, introduced by Senator Danforth and Senator Symms. S. 1902 would exend
for 2 additional years the President’s authority to negotiate tariff reductions pursu-
ant to section 124 of the Trade Act of 1974.

S. 2685, introduced by Senator Dole and Senators Chafee, Danforth, Roth, Grass-
ley, Percy, Bradley, Durenberger, Mathias, and East. S. 2685 would implement the
Nairobi protocol to the Florence Agreement on the Importation of Educational, Sci-
entific, and Cuitural Materials.

Section 8(c) of S. 2094 would authorize the President to proclaim such modifica-
tion, elimination or continuance of any existing duty, free, or excise treatment or
such additional ‘duties, as he deems appropriate on the following articles listed in
the Tariff Schedules of the United States:

7(61)1 5Accounting, computing, and other data processing machines provided in item

(2) Data processing machines provided for in item 676.30;

. t‘153) g'?gtsszof automatic data processing machines (and units thereof) provided for in
item 676.52; i

(4) Transistors provided for in 687.70;

(5) Monolithic integrated circuits provided for in item 687.74;

(6) Integrated circuits provided for in item 687.77;

(7) Electronic components provided for in item 687.81.

H.R. 4566, section 2 relating to the importation of canned tuna, section 4 relating
to chipper knife steel, section 7 relating to pipe ortgan parts, section 11 relating to
the increase in value limitations applicable to informal entries of imported mer-
chandise, and section 17 relating to certain metal waste and scrap. The Subcommit-
tee on International Trade, by ampress release dated October 19, 1981, requested
written coraments on H.R. 4566. Although conflicting comments were received only

- 4}
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with respect to the sections set forth above the subcommittee will entertain requests
to testify with respect to any other section.

S. 11, introduced by Senator Mitchell and Senator Cohen. S. 11 would prohibit the
Secretary of the Treasury from processing potatoes for entry into the United States
until certain measures are taken.

S. 231, int-oduced by Senator Matsunaga. S. 231 would amend the Tariff Act of
1930 to increase from $250 to $600 the amount for informa! entry of goods.

S. 1552, introduced by Senator Humphrey. S. 1552 would lower the duty on cer-
tain unported satchet parts.

S. 1565, introduced by Senator Mitchell and Senators Packwood, Cohen, Tsongas,
and Kennedy S. 1565 would lower the duty on certain fish nettmg and fish nets.

S. 1588, introduced by Senator Roth. S. 1588 would provide for a temporary sus-
pension of the duty on bulk fresh carrots.

S. 1717 introduction by Senator Durenberger. S. 1717 would provide for a tempo-
rary suspension of the duty on certain freight containers.

S. 1723 introduced by Senator Matsunaga. S. 1723 would implement the Conven-
tion on the Means of Prohibiting and Preventing the Illicit Import, Export, and
Transfer of Ownership of Cultural Property.

S. 1746 introduced by Senator Heinz. S. 1746 would reduce the duty on the pesti-
cide commonly known as Dicofol.

S. 1979 introduced by Senator Grassley. S. 1979 would elimimate the duty on sul-
faguanidine, sulfapyridine, and sulfathiazole.

S. 2031 introduced by Senator Baucus. S. 2031 would suspend for a 3-year period
the duty on copper scale.

S. 2247 introduced by Senator Packwood and Senator Hatfield. S. 2247 would
permit the duty-free entry of certain footwear for use in the Special Olympics pro-

gram.

S. 2396 introduced by Senator Roth. S. 2396 would provide for a temporary sus-
pension of the duty on certain high alumina fiber.

S. 2560 introduced by Senator Mitchell and Senators Cohen and Roth. S. 2560
would amend the tariff schedules of the United States to ensure that potatoes im-
ported as seed are not diverted for human consumption.

S. 2566 introduced by Senator Heinz and Senator Helms. S. 2566 would reduce the
duty on certain texturing machines

S. 2692 introduced by Senator Danforth S. 2692 would provide a temporary .sus-
pension of the duty on certain small toy and novelty items.

S. 2699 introduced by Senator Bentsen. S. 2699 would provide a temporary suspen-
sion of the duty on 1,6 Hexanediol.

S. 2705 introduced by Senator-Long. S. 2705 would provide a temporary suspen-
sion of the duty on mixtures of mashed or macerated hot red peppers and sait.

Consolidated testimony.—Senator Danforth urges all witnesses who have a
common position or who have the same general interest to consolidate their testimo-
ny and designate a single spokesman to present their common viewpoint orally to
the Subcommittee. This procedure will enable the Committee to receive a wider ex-
pression of views that they might otherwise obtain. The senator urges that all wit-
nesses exert a maximum effort to consolidate and coordinate their statements.

Witnesses scheduled to testify should comply with the following rules:

(1) All witnesses must submit written statements of their testimony.

(2) Written statements must be typed on letter-size paper (not legal size) and at
least 100 copies must be delivered not later than noon on Tuesday, July 20, 1982.

(3) All witnesses must include with their written statements a summary of the
principal points included in the statement.

(4) Oral presentations should be limited to a short discussion of principal points
included in the one-page summary. Witnesses must not read their written state-
ments. The entire prepared statement will be included in the record of the hearing.

(5) Not more than 5 minutes will be allowed for the oral summary.

Requests to testify.—Witnesses who desire to testify at the hearing on July 21 and
22, 1982, must submit a written request to Robert E. Lighthizer, Chief Counsel,
Committee on Finance, Room 2227, Dirksen Senate Office Building, Washington,
D.C. 20510, to be received not later than 10:00 a.m. on Friday, July 16, 1982. Wit-
nesses will be notified as soon as practicable thereafter whether it has been possible
to schedule them to present oral testimony. If for some reason a witness is unable to

tppear at the time scheduled, he may file a written statement for the record in lieu
the personal appearance. In such a case, a witness should notify the Committee
as soon as possible of his inability to appear.
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on Wednesday and Thursday, July 21 and 22, 1982, the
Subcommittee on International Trade will hold hearings on a
number of miscellaneous tariff and trade bills pending before the
Finance Committee. The hearings will begin at 9:30 a.m., each day
in Room 2221 of the Dirksen Senate Office Building. The bills
Wwith respect to which testimony will be received are set forth
below. Both Administration and private witnesses are expected to
testify. -

THE MISCELLANEOUS TARIFF BILLS

1902-~In section 124 of the Trade Act of 1974 the
President was given a limited authority to negotiate and
implement tariff rate changes for a 2-year period following the
date of enactment of the act., In its report the Finance
Committee stated "this authority may be needed to eliminate
tariff discrepancies and anomalies that often become apparent
only after the results of the major tariff negotiations are more
closely examined.” Under section 124 this authority was
restricted so that in either year duty-rate changes were limited
to articles which account for not more than 2 percent of the
total valus of U.S. imports during the previous 12-month period.
Reductions were limited to 20 percent below the existing rate and
no duty could be reduced below a rate which could have been
achieved under the general tariff cutting authority in section
101. of the Trade Act, In addition, the President was required to
seek advice from the International Trade Commmission on the
probable economic effect of any tariff rate change,

The President's authority to negotiate and proclaim tariff
changes under section 124 expired on January 3, 1982. S. 1902
would extend the authority until January 3, 1984. The extension
.is strongly supported by the Administration.

. Sa 2685--This bill would implement the Nairobi Protocol to
the Florence Agreement, an existing trade agreement that provides
for duty-free trade in certain educational, sclentific, and
cultural materials, such as works of art, textbooks, and articles
for the blind. The United States has adhered to the Florence



Agreement since the enactment of the Educational, Scientific, and
Cultural) Material Importation Act of 1966,

The Nairobi Protocol expands the coverage of the Florence
Agreement by removing some of its restrictions on existing
coverage and by broadening its scope to include certain
categories of items not previously covered. ' For example, within
current categories, coverage would be extended to scientific maps
and charts and wood mosaics, and audiovisual materials will be
accorded the same treatment as books. Perhaps the most
significant change is a new category: ™All materials
specifically designed for the education, employment, and social
advancement of physically or mentally handlcapped persons.”™ The
Protocol allows signatories to restrict duty-free treatment to
articles imported by specific institutions in some cases and to
articles that are not equivalent to domestically produced ones.

The Foreign Relations Committee favorably reported the
Protocol on May 21 (Exec. Rep. No, 97-53), recommending that the
Senate give its advice and consent to ratification by the
President. Consideration of S. 2685 may proceed without regard
to Senate action on the treaty.

S. 2685 is designed to serve two implementing purposes:
(1) to provide the minimum tariff proclamation authority
necessary to meet the Protocol's obligations; and (2) to allow
the President sufficient discretion in implementation to insure
that other signatories will reciprocate in their application of
the Protocol.

To accomplish the first goal, sections 5 - 8 authorize the
President to proclaim duty-free treatment for the articles
covered by the Protocol. Existing duties on the articles range
from 0 to a high of 8.4 percent ad valorem, The duty-free
treatment accorded certain scientific tools or apparatus and
certain articles for the handicapped would not be limited, as
allowed by the Protocol, only to articles imported by certain
approved institutions and without domestic equivalents. The
Administration believes these limitations are unwarranted in the
United States, are not easily administered, and should not be
adopted as an example for other countries.

Before the President ratifies the Protocol and permanently
proclaims the tariff cuts, however, the Administration intends to
insure that other signatories~-principally the European
Communities--intend to implement the Protocol in substantially
the same way as the United States, The Administration therefore
states that it will not make the Protocol legally binding on this
country until consultations are satisfactorily completed, as
expected; section 2 allows the President to set the effective
date of his proclamation accordingly.



Pending that determination, the President, pursuant to
section 3 of S, 2685, may put into effect for 2-1/2 years the
tariff cuts that will ultimately be made permanent. Section 3(a)
requires him to do so for articles for the handicapped; section
3(b) allows, but does not require, similar treatment for the
other covered articles if the President determines such action is
in the national interest. 1If at the end of the 2-12 perfiod the
Fresident has not ratified the Protocol and proclaimed
permanently the duty reductions, the temporary reductions will
expire. :

Section 4 of the bill provides a special safeguard relief
mechanism for domestic industries that may suffer significant
adverse impacts from imports of articles not covered by the
Florence Agreement or Nairobi Protocol but to which the bill
would nonetheless extend duty-free treatment. (As explained
above, the Administration does not propose to restrict imports of
these articles by designating importers or determining domestic
availability). The President, after hearing the views of both
Government and private sector representatives, is authorized to
adjust the duty-free treatment of these articles %o a level not
exceeding the most-favored-nation rate otherwise applicable. For
articles covered by the Agreement or Protocol, normal safeguard
relief is available pursuant to section 201 of the Trade Act of
1974.

The International Trade Commission compiled the following
preliminary estimate of recent imports and exports of articles
covered by the Protocol:

1978 1979 1380 1981
Imports $155,907,000 158,288,000 193,279,000 201,520,000
Exports $255,349,000 315,977,000 389,606,000 434,185,000

Net Balance +99,442,000 +157,689,000 +196,327,000 +232,665,000

S. 2094, Section 8(c).--Although the Committee has already
reported S, 2094, it agreed during the markup of this bill to
authorize the Chairman to delete the authority to make tariff
rate changes contained in section 8(c) because this provision
makes the bill a revenue measure which should originate in the
House. The Committee also authorized the Chajrman, if
appropriate after hearings, to place the tariff modification
provisions on an appropriate tax bill.

Under section 8(c) the President would be authorized for a
5-year period following the date of enactment to negotiate and to
proclaim such tariff modification, elimination, or continuance of



any existing duty as he deems appropriate on the following
articles in the Tariff Schedules of the United States:

(1) Accounting, computing, and other data processing machines
provided in item 676.15;

(2) Data processing machines provided for in item 676.30;

{(3) Parts of automatic data processing machines {and units
thereof) provided for in item 676.52;

(4) Transistors provided for in 687.70;

(5) Monolithic integrated ciicuits provided for in item
687.74;

(6) Integrated circuits provided or in item 687.77; and
(7) Electronic components provided for in item 687.81.

The International Trade Commission estimates that if the
President utilized the full tariff reduction authority proposed
in section 8(c), there could be a possible loss of customs
revenues of between $400 million and $500 million per year by
1987,

H.R. 4566--H.R. 4566 passed the House and was referred to
the Senate on October 16, 1981. It contains proposals relating
to 18 separate miscellanecus tariff items. By press release of
October 19, 1981 the Subcommittee on International Trade
requested written comments on all the provisions of H.R. 4566 as
well as a number of other tariff bills introduced in the Senate.
Although comments were received on most of the 18 substantive
sections of H.R. 4566, conflicting comments were received
concerning only the following four sections of the bill:

Section 2--Canned tuna not packed in oil enters the United
States under a tariff guota established as 20 percent of the of
the U.S. pack of canned tuna produced during the immediately
preceding calendar year. The within-quota rate is 6 percent, ad
valorem; the over-quota rate is 12.5 ad valorem, In 1980, the
Customs Service began classifying shipments of canned tuna from
American Samoa as "imports"™ which count against the quota. Tuna
importers claim that as a result of this change the quota was
£illed and the over-quota duty rate was assessed for the first
time. Section 2 would clarify that U.S. insular possessions
should not be considered as an import shipment source. The
Administration does not object to section 2.

Section 4--Pursuant to a law enacted during the last
Congress (P.L. 96-609), the duty on chipper knife steel provided
for in item 606.93 of the Tari{f Schedules was temporarily
reduced from 9.6 percent ad valorem (plus an additional duty



which ranges between 0.6 percent and 1 percent depending on the
amount of tungsten in the steel) to 4.6 percent ad valorem. The
reduced duty expires on October 1, 1982. Section 4 of H.R. 4566
would amend current law to provide for a permanent reduction in
annual stages of the column 1 rates on chipper knife as scheduled
below on articles entered after the following respective dates:

Rate of duty

Date (percent ad valorem)
Sept. 30, 1982--~-—memmmceos
Dec. 31, 1982~--—-=u-- -
DeC. 31, 1983 -mme oo e
DeC. 31, 19B4—mwomommm o e
DeC. 31, 1985mmmm oo e e

Dec. 31, 1986----

There are four chipper knife manufacturers in the United
States. The cost of chipper knife steel, approximately two-
thirds of which is supplied by imports, has been estimated to
account for azpproximately 80 percent of the cost of finished
chipper knives. 1Imported finished chipper knives currently enter
the United States at a duty rate of 4.7 percent ad valorem (.1
percent above the temporary rate on the raw material). This rate
is scheduled to be reduced to 3.7 percent ad valorem by January
1, 1987 (at which time the rate would remain .l percent above the
final rate proposed in the bill).

Section 7--Under current law parts of pipe organs provided
for the TSUS items 726,60 and 726.62 are dutiable at 5.6 and 4.6
percent ad valorem, respectively. These duties will be reduced
in stages to 4.2 and 3.2 percent by 1987. Section 7 of H.R. 4566
would amend the TSUS by eliminating the column 1 (most-favored-
nation) rates on TSUS items 726,60 and 726.62. The column 2
rates of duty would remain at 60 and 35 percent, respectively.
Finished pipe organs enter the United States free of duty. The
purpose of the section is to remove the differential between
finished pipe organs and parts of pipe organs, which it is argued
is detrimental to the domestic pipe organ industry. The
Administration does not-object to the provision.

Section 1l1--Under current law (TSUS item 869,00) articles
accompany{ng a person arriving in the United States), other than
duty-free articles or articles acquired in a U.S. insular
possession, for personal or household use, or as bona fide gifts,
are subject to a flat duty of 10 percent of tha fair retail value
in the country of acquisdition if such value does not exceed
$600. The flat 10 percent duty rate is applied on such
noncommercial entries unless the Secretary of Treasury determines
that it adversely affects the economic interest of the United
States, If such a determination were made the regular rates of
duty would apply. Under section 11 of H.R., 4566 the $600 value



limitation cubject to the 10 percent rate would be increased to
$1000. The Administration does not oppose this provision.

/

Section 17--For approximately 40 years certain metal waste

and scrap has entered the United States free of duty under a
series of temporary duty suspensions. Section 17 of H.R. 4566
would make the duty suspension permanent except in certain
circumstances with respect to copper waste and scrap and articles
of copper. Under section 17 these items could also be entered
free of duty unless the price of copper falls below 51 cents per
pound for one calendar month. 1In that case, the otherwise
applicable rates of duty would apply. The bill also provides
that the column 2 rates of duty on ccpper waste and scrap and
copper articles would remain unchanged and the column 2 duty
previously suspended on other metal articles would be eliminated.

S. 1l--Under current law (TSUS items 137,20 and 137.21),
114 million pounds of white or Irish potatces, certified as seed
potatoes, are entitled to entry at a duty rate of 37.5 cents per
100 lbs. certified seed potatoes entered above this limit are
subject to a duty of 75 cents per 100 lbs. For potatoes not
certified as seed potatoes only 45 million pounds per year are
entitled to entry at 37.5 cents per 100 lbs., Over-quota potatoes
are subject to a duty of 75 cents per 100 lbs. A large portion
of the potatoes entered as certified seed potatoes currently is
marketed as table stock potatoes and not used for seed, The
intent of S. 11 is to limit imports of certified seed potatoes to
those actually used as seed and to assure that entrees of
certified seed potatoes are not used as table stock, Under the
provisions of S. 11 this would be acomplished by mandating that
the Secretary of the Treasury not process any potatoes for entry
into the United States until the President has determined that
the relevant Federal agencies have taken appropriate measures to
assure that potatoes imported as seed stock are not substituted
for potatoes intended for human consumption.

S. 231--Under section 498 of the Tariff Act of 1930 (19
U.S.C. 1498) imports of commercial merchandise up to a value of
$250 may be entered under informal entry procedures. In general
this relieves the importer of certain paperwork burdens, the
posting of bonds, the use of customs house brokers, etc, The
$250 1imit was enacted into law in 1953, S. 231 would increase
the $250 limit to $600. Legislation to increase the limit for
informal entries has been offered several times in recent years,
including during the consideration of the Customs Procedural
Reform and Simplification Act of 1978,

S. 1552--Imported embroidered sachet parts of cotton or
man-made fibers are currently classified under TSUS items 386.40
and 386.09 and are subject to column 1 rates of 37 percent ad
valorem and 22.5 percent ad valorem, respectively. S. 1552 would
amend the Tariff Schedules of the United States, by creating a
new TSUS item number 385.65 providing for embroidered sachet
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parts of cotton or man-made fibers subject to a column 1 rate of
duty of 7.5 percent and a column Z\rate of 20 percent.

S. 1565--Under TSUS item number 355.45 imported fish
netting and fish nets of man-made fibers and salmon gill netting -
of nylon are duitable at a rate of 21 cents per pound plus 30.6
percent ad valorem. The column 2 rate is 82 percent ad valorem.

S. 1565, if enacted, would lower the column 1 rate on item 355.45
to 17 percent ad valorem. The column 2 rate would remain the
same, The rate would be equivalent to the final staged reduction
pursuant to the most recent MTN negotiations.

S. 1588--Under TSUS item number 135,42 imported fresh,
chilled, or frozen carrots, 4 inches and longer, are dutiable at
a column 1 rate of .5 cents per pound and a column 2 rate of 4
cents per pound., S. 1588, if enacted, would suspend the column 1
rate of duty on fresh, chilled, or frozen carrots in packages
with a net weight of more than 5 pounds. This duty suspension
would take effect upon enactment and terminate on June 30, 1984,
The legislation would have no effect on the column 2 rate of
duty.

S. 1717--Under existing law (19 U.S.C. 1322(a), a freight
container which is used for merchandise carried in foreign trade
may be designated as an "instrument of international traffic”,
and thus be brought in without the payment of duty. However, in
order to receive such a designation, a bond must be on file with
the Customs Service. 1If the container is (1) of foreign origin
or (2) of U.S. origin and increased in value abroad and if it is
withdrawn from international traffic (i.e., "retired" or
"domesticated"), it becomes subject to entry and the payment of
applicable duties under TSUS item 640.30, currently 3.1% ad
valorem for column 1 and 25 percent for column 2, S. 1717, if
enacted would provide immediate duty-free treatment for these
freight containers under both column 1 and colunn 2. These
articles will be entitled to duty-free entry on January 1, 1987
under concessions granted during the MTN.

S. 1723-~-This bill, if enacted, would implement the
Convention on the Means of Prohibiting and Preventing the Illicit
Import, Export, and Transfer of Ownership of Cultural Property.
The Convention was adopted by the Sixteenth General Conference of
UNESCO in 1970 by a vote of 77 to 1. The Senate gave its advice
and consent to U.S. ratification of the Convention on August 11,
1972, but the deposit of the instrument of ratification is being
held until the passage of implementing legislation. To date 45
countries have become parties to the Convention,

Under the Convention each party agrees to cooperate in a
number of important respects to help protect the cultural
heritage of other states. The most significant part of the
Convention is article 9 under which parties agree to "participate
in a concerted international effort to determine and carry out”
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necessary corrvective measures in cases in which a state's
cultural patrimoy is in jeoparty from pillage of archaeological
or ethnological materials., Another important provision, Article
7(b) of the Convention, requires parties to prohibit the import
of cultural property stolen from museums, or religious or public
monuments or similar instititions and to take appropriate steps
to recover and return such cultural proerty.

S. 1723 focuses on these two main aspects of the
Convention. Section 2 of the legislation deals with the pillage
or archaeological or ethnological materials and provides that if
the President has made certain determinations, and has considered
the advice of a committee of experts, negotiations may be
undertaken on agreements with other governments to restrict the
importation of objects of archaeological or ethnological interest
subject to or threatened by pillage. The agreements will define
the objects to be protected. However, no agreement may enter the
force with respect to the United States until the President
determines that other nations having signficant import trade in
the archaeological and ethnological material have implemented, as
part of a concerted international effort, import restrictions
comparable to those of the United States. Once the United States
has entered into the agreement, the United States would then
issue regulations precluding entry of the objects in question
into the United States.

Section 7 of the legislation would prohibit the
importation into the United States of objects stolen from museums
or religious or public monuments or similar institutions of
another country and sets up procedures for seizure and judicial
forfeiture of such objects and for their return to the countries
from which they have been stolen.

S. 1746--Prior to the conclusion of the Multilateral Trade
Negotiations and their implementation in U.S. law certain
imported products including benzenoid chemical products (of which
the pesticide Dicofol is one) were subject to the American
Selling Price (ASP) method of customs appraisement., Under the
ASP method of appraisement products which were considered to be
competitive with similar domestic products (because they
accomplish results substantially equal to those accomplished by
the domestic products when used in substantially the same manner)
would be appraised on the basis of the U.S. wholesale price of
the similar domestic product, without regard to the actual cost
of the imported product. 1If there was no similar domestic
product, the import was appraised on the actual wholesale price
of the imported product. The MTN Customs Valuation Agreement
required the U.S. to eliminate the ASP method of appraisement.
Although implementation of the Customs Valuation Agreement
required elimination of the ASP system the new system was
designed to establish tariff classifications and rates of duty
which would have provided an import duty during a representative
period substantially equivalent to the amount collected as a
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result of the ASP method. As a result of the new classification
Dicofol was placed in TSUS item 408.28, which was designed to
include imports previously classified as "competitive®". The
column 1 duty rate in item 408,28 is 19.6 percent, S. 1746 would
amend the TSUS by specifically including Dicofol in TSUS item
408.24, Since this provision was designed to include those
imported insecticides not produced in th: United States and
therefore "not competitive™ the column 1 duty rate in item 408.24
is 12 percent ad valorem.

S. 1979--Under TSEUS item 411.28 the drugs sulfaguanidine
and sulfapyridine, are subject to a column 1 rate of duty 22.5
percent ad valorem and under TSUS item 411.80 the drug
sulfathiazole is dutiable at the column 1 rate of duty of 2%.4
percent ad valorem. S, 1979, if enacted, would eliminate the
column 1 rate with respect to each of these 3 drugs thereby
allowing imports of each to enter free of duty. The column 2 rate
would remain the same as under current law,

S, 2031--Under current law (TSUS item 603,50) certain
materials containing over 10 percent copper (such as copper
scale) to be treated at a copper plant are subject to a column 1
rate of duty of 62 cents per pound on copper content plus varying
other duties depending on lead or zinc content, S. 2031, if
enacted, would amend the Tariff Schedules and would provide for a
three year suspension of duties on copper scale beginning on the
date of enactment.

S. 2247-~-Under current law imported footwear is dutiable
under a number of provisions in schedule 7 of the Tariff
Schedules of the United States. S. 2247, if enacted, would
permit the duty-free entry\of certain footwear provided for in 11
specificied TSUS items to be used in the Special Olympics
program.

S. 2396~-Under current law (TSUS item 522,81) imported
mineral wool, including alumina fiber is dutiable at a column 1
rate of 6.5 percent ad valorem, S. 2396, if enacted, would amend
the tariff schedules by creating a new temporary provision
specifically for high alumina fiber and providing for the
suspension of duty on high alumina fiber imported into the United
States on or before September 30, 1985.

S. 2560--S. 2560 add'%%?s—eﬂﬁe*same issue, the importation
of seed potatoes diverted for human consumption, as S. 11
described above. It represents a technical redraft of the
earlier bill.

S. 2566--Under current law (TSUS item 670.02) certain
imported machines used on the preparation of textiles and yarns
are dutiable at a column 1 rate of 5.3 percent ad valorem. S,
2566, if enacted, would amend the Tariff schedules by eliminating

98~592 0 - 82 - 2
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the column 1 duty on imports of these texturing machines entered
into the United States after March 1, 1982.

S. 2692--Under current law (Parts 5D, S5E, and 6A of
Schedule 7 of the Tariff Schedules) certain imported small toys
are subject to duties ranging between-7.7 percent and 22 percent.
S. 2692, if enacted, would amend the Tariff Schedules by
providing for the suspension of duties on certain of the small
toys classified in these three parts (except balloons, marbles,
dice, and die cast vehicles) imported into the United States on
or before December 31, 1986.

S. 2699--Under current law (TSUS item 407.07) imports of
1,6-Hexanediol are dutjable at a column 1 rate of 13.5 percent ad
valorem. S. 2699, if enacted, would amend current law by
providing for the suspension of duties on Hexanediol imported
into the United States on or before June 30, 1985,

S. 2705--Until June 30, 1981 the duties on mixtures of
mashed or macerated hot red peppers and salt were suspended. At
that time the temporary suspension was terminated and the
applicable duty rate of 17.5 percent ad valorem in TSUS item
141.98 again became effective. S, 2705, if enacted, would again
suspend the duties on hot red peppers. The suspension would be
in effect for imports entering the United States on or before
June 30, 1985, The bill would also provide that upon the filing
of a request with Customs any duties which have been paid on
imported red peppers since the duty suspension terminated would
be repaid.
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STATEMENT OF SENATOR Bos DoLE

Mr. Chaifnan, coming as they do in the midst of very important Senate debates
on the Tax Equity and Fiscal ponsibility Act and the balanced budget amend-
ment, and other pressing business, these hearings on various trade and tariff bills
are conclusive evidence that you are a glutton for work! We consider today and to-.
morrow some twenty-five different measures; next week you will chair hearings on
the extension of U.S. participation in the international coffee and sugar agreements;
and the following week we will convene in full committee for a hearing on the Ca-
ribbean Basin Initiative. With other subcommittees also forging ahead with their
business, we clearly will not escape the important responsibilities entrusted to us
over these hot summer months.

I am happy with the opportunity afforded by these hearings to receive testimony
on such a large number of pending bills. I look forward to hearing our witnesses
discuss the merits of three bills in particular: First, the extension of the President’s
negotiating authority provided in section 124 of the 1974 Trade Act; second, the leg-
islation I introduced, with a number of cosponsors, to implement the Nairobi Proto-
col to the Florence agreement on imports of scientific, cultural, and educational
goods; and third, S. 1723, a bill to implement a treaty on trade in stolen cultural

property.

SECTION 124

When the Congress adopted the 1974 Trade Act, it recognized that at the conclu-
sion of the tariff negotiations authorized by the act that some residual adjustments
would be needed to bring final order to the thousands of changes in tariffs that
would be made. As the finance committee noted at the time, such authority ‘“may be
needed to eliminate tariff discrepancies and anomalies that often become apparent
only after the results of the major tariff negotiations are more closely examined.” A
number of restrictions, however, were thought necessary by the committee to pre-
vent this residual authority from being utilized as general tariff cutting authority
once section 101 had expired.

The administration urges that section 124 be renewed because, prior to its expira-
tion last December, it had been effectively employed as it was originally intended,
and further harmonization and removal of anomalies are needed. We will hear from
other witnesses today that section 124 should not be renewed because no further
tariff cuts should be made in our present economic circumstances.

I have made no judgment on the need for renewal of section 124, and I will listen
closely to the explanation of the administration as to what it will be used for if re-
newed and what, if any, safeguards should be included to restrict its use.

THE NAIROB1 PROTOCOL

One bill I have made a judgment on is S. 2685—the legislation I introduced to
implement the Nairobi Protocol to the Florence agreement. Senators East, Chafee,
Danforth, Wallop, Roth, Grassley, Percy, Bradley, Durenberger, and Mathias have
joined you in cosponsoring this bill, Mr. Chairman, and I think our other colleagues
will be persuaded by today’s testimony that this bill represents a very positive use
of our trade agreements program. As I said in introducing the bill, the Nairobi Pro-
tocol is important for three reasons: (1) it expands the Florence agreement in one
way particularly important to many of us—to embrace articles specifically designed
to benefit the handicapped; (2) it will contribute to increased U.S. exports; and (3) it
will contribute to ﬁreater international understanding by facilitatinﬁ increased ex-
changes of those t in?s that manifest our cultural heritage. I am pleased that we
have a fine group of witnesses today that can demonstrate the wide range of
beneficiaries of this protocol and legislation.

Let me acknowledge now my appreciation for their active work over the years
with the State and Commerce Departments in preparing this agreement and bill.

8. 1723

Finally, I wish to note my interest in S. 1723, a bill to implement another interna-
tional trade convention, this one dealing with theft of cultural property. Just as the
Nairobi Convention will promote international understanding through facilitating
increased exchanges of cultural materials and ideas through normal trade, I believe
that S. 1723 may also contribute to international understanding in another way—by
promotin% mutual r ition of the importance of antiquities to the study and
teaching by nations of their heritage. All nations, including our own, take increas-
ing pride in unearthi\ng and preserving the artifacts of their past. The Senate recog-
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nized this some 10 years ago in giving its advice and consent to U.S. ratification of a
United Nations Convention promoting rules controlling the pillage of important his-
torical sites. I hope the time has come when full U.S. participation in this endeavor
can occur through enactment of the necessary implementing legislation. I look for-
warld to our witnesses’ testimony today on whether S. 1723 would accomplish this
goal.

Thank you.

OPENING STATEMENT OF SENATOR JOHN HEINZ

Mr. Chairman, I would like to make a few brief comments about S. 1902, which
would extend the President’s authority under section 124 to make tariff reductions
for an additional 2 years.

I want to comment at the beginning of this hearing because I have serious reser-
vations about this bill, and I hope the Committee will consider very carefully before
t?rking it up. My reservations about this bill involve both principal and practical
effect.

First, it is virtually unprecedented. Congress has historically guarded its preroga-
tive to set trade policy jealously and has never granted broad tariff-cutting authori-
ty outside the context of a special negotiation like the Kenned’f‘r Round or the Tok{o
l{ound. That was the original purpose of section 124 in the Trade Act of 1974. Its
two-year extension in the trade Agreement Act of 1979 was specifically to “tie up
loose ends” left over from the Tokyo Round. Those in the room today who were in-
volved in the writing of that bill will remember that even that modest objective was
the subject of considerable controversy for precisely the reason I have suggested—a
dangerously broad grant of authority to the Executive.

My second reservation concerns the practical effect of this bill. Simply put, I be-
lieve the good it may do will be far outweighed by the damage it will do to already
im’ﬁ:rt-im acted industries.

e authority in this bill is broad; deliberately so says the Administration, so it
can make the best deals possible. That makes good sense. But to get those good
deals what must we relinquish? Clearly our tariffs on items other nations want to
send here. And what might those items be? In all probability a good assortment of
products from industries that are already vulnerable to competition from imports.

Take a look at the industries that oppose this bill—apparel, leather goods, special-
ity steel, footwear, lead and zinc, color televisions, among others—and you have a
list of the industries in this country already reeling from imports, some fair and
some not. These industries have serious problems by any standard of measurement.
Yet we are now proposing to put an additional burden on them.

To understand that better, I suggest we ask the Administration why it opgoses an
amendment that will clearly exempt those industries from the scope of the bill. The
answer, I suspect, will be the n for flexibility in negotiations. at that means
to me is that the Administration realizes the point I just made—in order to get
tariff reductions abroad that the f'privxalte sector proponents of this bill want, we are
going to have to reduce our tarifts in precisely the areas opponents of this bill fear
will hurt them the most. And the damage we do thereby, in my judgment, far
outweighs the gain the bill’s proponents will obtain.

A better approach, it seems to me, is to handle the matter sectorally, as we have
done with respect to certain high technology items that are also the subject of
today’s hearing. I hope the Committee will consider that alternative approach as
well before it acts hastily on S. 1902.

STATEMENT OF SENATOR STEVEN D. Symms

Mr. Chairman, I would like to address my comments today to only one of the bills
that the Committee will be reviewing. Specifically, I am very concerned about the
desirability of extending the authority to reduce tariffs contained in Section 124 of
the Trade Act of 1974. -

At this time, I do not necessarily believe that it is appropriate to extend Section
124 without being furnished specifics as to what industries will benefit from the sup-

increase in U.S. exports, to which countries will such exports go, and what

8. industries and workers will be expected pay the price by having to face the
consequences of lower tariffs on their products.

1 am particularly concerned about the impact this would have on our domestic
lead and zinc industry. The lead and zinc industry cannot afford to have the tariffs
on its products cut further, nor can it afford to have the threat of tariff cuts hang-
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ing over it. The effects of the tariff cuts on lead and zinc in the Multilateral Trade
Negoti~tions and subsequent action by Congress in enacting a three-year reduction
in the lead metal duty, have contributed to the depressed state of the industry
today.

Gulf Resources and Chemical Corporation pointed out in November 1981 when it
announced the closing of its Bunker Hill Company operations:

In terms of constant dollars, there have been significant increases in the costs of
production of lead, zinc and silver, particularly in labor and energy costs since 1970.
In the same constant-dollar terms, today's price of lead and zinc is essentially the
same as in 1970 . . . . In addition, significant operating and capital costs have been
imposed upon Bunker Hill’s operations by the requirements of the environmental

_and health and safety laws. Over-capacity for lead and zinc have developed on a
worldwide basis, in part because foreign governments hav&encouraged and in some
instances subsidized mining and smelting operations.

In 1980, Bunker Hill produced 20 percent of the total 1).S. output of lead and zinc.
At one time its facility in Idaho employed about 2,500 workers. However, the facility
was closed permanently in early 1982 with a major loss of jobs for the region.

Bunker Hill was closing at a time when the Canadians were building a $360 mil-
lion zinc smelter project in northeast New Brunswick, $35 million of which was fi-
nanced by government grants.

The duties on lead and zinc metal are lower in the U.S. than they are in the Eu-
ropean Community or Japan. This means in time of market glut, excess metal
enters the U.S. market, the most open of the three major markets. Further reduc-
tions in lead and zinc tariffs would only add to this already serious problem and
lead to further injury of this strategic domestic industry.

Senator DANFORTH. This begins a 2-day hearing on a number of
miscellaneous trade bills.

I notice from looking at the witness list that it is very long, and
for that reason I am going to ask all of the witnesses to abide by
thefftime constraints that they have already been told about by the
staft.

I want to start now and just go down the list and see who is here.
I know that Ambassador Brock will be here in about 15 minutes. Is
Delegate de Lugo here yet?

[No response.]

Senator DANFORTH. Denis Lamb.

Would you like to proceed, Mr. Lamb?

Mr. LamB. May I summarize my statement?

Senator DANFORTH. Yes, sir.

And, all statements, if they could be summarized in the allotted
time. Of course, they will be included in the record in full.’

STATEMENT OF DENIS LAMB, DEPUTY ASSISTANT SECRETARY
OF STATE FOR ECONOMIC AND BUSINESS AFFAIRS

Mr. Lams. Mr. Chairman, I appreciate this opportunity to pre-
sent the views.of the Department of State on legislation to imple-
ment the protocol to the Agreement on the Importation of Educa-
tional, Scientific, and Cultural Materials, known as the Nairobi
protocol.

The State Department agrees with the Commerce Department
that the Nairobi protocol, if suitably implemented by the United
States and other major trading partners, will provide important
benefits to U.S. interests. These include lower costs to American
consumers of books, filins, sound recordings, and other educational,
scientific, and cultural materials; expanded markets abroad for
U.S. exports of these same products; and lower cost materials for
the blind and other handicapped in the United States.
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Ratification by the United States will also provide an important
step toward a larger goal of this administration.

UNESCQ’s purpose in sponsoring this agreement is to further
the internaticnal flow of ideas. Increased freedom for the exchange
of information is a principal element in this administration’s pro-
gram to extend to the service sector the trade liberalization gained
during the last two decades for the goods sector.

A key provision of this legislation is the 2V-year trial period.
During this time, the State Department plans to continue consulta-
tions with our major trading partners, to encourage them to adhere
to the Nairobi protocol and its more liberal provisions. We will also
remain in close contact with the concerned industry groups in
order to assure that their experiences with foreign implementation
of the protocol are reflected in our official and diplomatic discus-
sions. We believe that this consultative process can achieve the lib-
eral implementation of the protocol by other nations which would
justify our own approach to implementation; however, if adequate
implementation matters are not adopted by others within the speci-
fied period, the proposed legislation will permit the administration
to reassess U.S. ratification of the protocol.

Thus, the administration plans to deposit the agreement’s instru-
ment of ratification only after the President has determined that
sufficiently broad duty-free treatment is being provided by other
countries for our exports.

In summary, Mr. Chairman, I urge the committee to give favora-
ble consideration to the proposed legislation to implement the
Nairobi protocol.

I would be happy to answer any questions you may have.

Senator DanrForTH. All right. Thank you very much, Mr. Lamb.

[The prepared statement of Hon. Denis Lamb follows:]
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STATEMENT OF

DEPUTY ASSISTANT SECRETARY OF STATE FOR
ECONOMIC AND BUSINESS AFFAIRS

DENIS LAMB

BEFORE THE
SENATE FINANCE COMMITTEE
JULY 21, 1982

MR. CHAIRMAN, I APPRECIATE THIS OPPORTUNITY TO PRESENT
THE VIEWS OF THE DEPARTMENT OF STATE ON LEGISLATION TO
IMPLEMENT THE PROTOCOL TO THE AGREEMENT ON THE IMPORTATION
OF EDUCATIONAL, SCIENTIFIC AND CULTURAL MATERIALS, KNOWN
AS THE “NAIROBI PROTOCOL”. THE STATE DEPARTMENT AGREES
WITH THE COMMERCE DEPARTMENT THAT THE NAIROBI PROTOCOL.
IF SUITABLY IMPLEMENTED BY THE UNITED STATES AND OTHER
MAJOR TRADING COUNTRIES, WILL PROVIDE IMPORTANT BENEFITS
T0 U.S. INTERESTS., THESE BENEFITS INCLUDE LOWER COSTS
TO AMERICAN CONSUMERS OF BOOKS, FILMS, SOUND RECORDINGS
AND OTHER EDUCATIONAL, SCIENTIFIC AND CULTURAL MATERIALS:
-~ EXPANDED MARKETS ABROAD FOR U.S. EXPORTS OF THESE SAME
-~ PRODUCTS: AND LOWER COST MATERIALS FOR THE BLIND AND
OTHER HANDICAPPED IN THE UNITED STATES.
RATIFICATION BY THE UNITED STATES OF THE NAIROBI
PROTOCOL WILL ALSO PROVIDE AN IMPORTANT STEP TOWARDS
A LARGER GOAL OF THIS ADMINISTRATION., AS STATED EARLIER
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BY DEPUTY ASSISTANT SECRETARY Q'DAY, UNESCU’S PURPOSE IN
SPONSORING THIS AGREEMENT 1S TO FURTHER GREATER INTERNA-
TIONAL FLOW OF IDEAS. INCREASED FREEDOM FOR THE EXCHANGE

OF INFORMATION IS A PRINCIPAL ELEMENT IN THIS ADMINISTRA-
TION'S PROGRAM TO EXTEND TO THE SERVICE SECTOR THE TRADE
LIBERALIZATION GAINED DURING THE LAST TWO DECADES FOR THE
GOODS SECTOR, LIBERAL IMPLEMENTATION OF THE NAIROBI PROTOCOL
BY THE U.S., AS 1S CALLED FOR BY THIS ACT, WILL SIGNAL TO

OUR MAJOR TRADING PARTNERS OUR DETERMINATION TO MOVE TOWARD
FREE TRADE FOR SERVICES,

- THE NAIROBI PROTOCOL MODIFIES AN EARLIER AGREEMENT,

THE AGREEMENT ON THE IMPORTATION OF EDUCATIONAL, SCIENTIFIC
AND CULTURAL MATERIALS, THIS AGREEMENT, KNOWN AS THE FLORENCE
AGREEMENT, WAS ADOPTED BY THE UNITED NATIONS EDUCATIONAL.
SCIENTIFIC, AND CULTURAL ORGANIZATION (UNESCO) AT ITS

GENERAL CONFERENCE OF JULY 1950, HELD IN FLORENCE, ITALY.

THE UNITED STATES., ALONG WITH OUR PRINCIPAL TRADING PARTNERS.
1S A PARTY- TO THE FLORENCE AGREEMENT, WHICH SEEKS GENERALLY

TO IMPROVE THE INTERNATIONAL FREE FLOW OF EDUCATIONAL, SCIENTI-
FIC AND CULTURAL MATERIALS. THE AGREEMENT PROVIDES PRINCIPALLY
FOR THE EXEMPTION FROM DUTY FOR IMPORTS OF SUCH MATERIALS,
INCLUDING BOOKS, PUBLICATIONS AND DOCUMENTS: WORKS OF ART
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AND COLLECTORS’ PIECES: VISUAL AND AUDITORY MATERIALS:
SCIENTIFIC INSTRUMENTS AND APPARATUS: AND ARTICLES FOR THE
BLIND., THE UNITED STATES PUT THE PROVISIONS; OF THE FLORENCE
AGREEMENT INTO EFFECT IN 1966 THROUGH LEGISLATION,

IN NoveMBER 1976, AT NAIROBI, KENYA, THE UNESCO GENERAL
CONFERENCE, WITH THE UNITED STATES PARTICIPATING, ADOPTED A
DRAFT PROTOCOL AMENDING AND SUBSTANTIALLY EXPANDING THE
COVERAGE OF THE FLORENCE AGREEMENT. ON MARCH 1, 1977, THE
PROTOCOL WAS OPENED FOR SIGNATURE AT THE UNITED NATIONS TO
ALL COUNTRIES PARTY TO THE FLORENCE AGREEMENT,

. THE NAIROBI PROTOCOL MODIFIES AND EXTENDS THE PROVISIONS
JF THE FLORENCE AGREEMENT IN A NUMBER OF WAYS, PRINCIPALLY
BY ADDING PRODUCTS ELIGIBLE FOR DUTY-FREE TREATMENT AND
BY DROPPING THE REQUIREMENT THAT SEVERAL PRODUCTS BE IMPORTED
BY INSTITUTIONS OR ORGANIZATIONS APPROVED FOR THAT PURPOSE
BY THE HOST GOVERNMENT. THE BASIC PROVISIONS. ARE THOSE
EXEMPTING FROM CUSTOMS DUTIES THE MATERIALS L1STED IN NINE
"ANNEXES. THE ANNEXES, WHICH INCLUDE AND BROADEN THE SCOPE
OF THE ANNEXES TO THE FLORENCE AGREEMENT, COVER THE FOLLOWING
CATEGORIES OF PRODUCTS:
-~ ANNEX A COVERS BOOKS, PUBLICATIONS AND DOCUMENTS:
-~ ANNEX B COVERS WORKS OF ART AND COLLECTORS' PIECES
OF AN EDUCATIONAL, SCIENTIFIC, OR CULTURAL CHARACTER:
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-- ANNEX C CONTAINS TWO ALTERNATIVE VERSIONS COVERING
VISUAL AND AUDITORY MATERIALS SUCH AS FILM AND
SOUND RECORDINGS:
-- ANNEX D. COVERS SCIENTIFIC INSTRUMENTS OR APPARATUS:
AND
-- ANNEX E COVERS ARTICLES FOR THE BLIND AND OTHER
HANDICAPPED,
THE UNITED STATES HAS DECIDED: 1) TO EXERCISE THE BROADER
OPTION OF ANNEX C1, BUT 2) NOT TO ADOPT THREE_ADDITIONAL
AND OPTIONAL ANNEXES COVERING SPORTS EQUIPMENT, MUSICAL
EQUIPMENT, AND MATERIALS AND EQUIPMENT USED FOR THE PRODUC-
TION OF BOOKS, PUBLICATIONS, AND DOCUMENTS. WE DECIDED THAT
ADOPTING THESE ANNEXES WOULD LEAD TO AN INCREASE OF IMPORTS
WITH A POTENTIAL FOR INJURING DOMESTIC INDUSTRY., AND WITHOUT
PROVIDING SUFFICIENT OFFSETTING BENEFITS,
A NUMBER OF PRIVATE SECTOR GROUPS, INCLUDING SEVERAL
INDUSTRY ASSOCIATIONS AND ORGANIZATIONS FOR THE HANDICAPPED,
_HAVE EXPRESSED TO US THEIR SUPPORT FOR THE U.S. BECOMING A
PARTY TO THE PROTOCOL, THE U.S. RECORDING, PUBLISHING, AND
MOTION PIGTURE INDUSTRIES FIGURE PROMINENTLY AMONG THESE
GROUPS. IN ADDITION, HOWEVER, CONCERNED FEDERAL AGENCIES.
PARTICULARLY THOSE INVOLVED IN QUESTIONS OF TRADE POLICY,
HAVE EXAMINED THE PROTOCOL AND CONCLUDED THAT U.S. ADOPTION.
IF COUPLED WITH SUITABLE IMPLEMENTING LEGISLATION, WOULD
STRONGLY BE IN THE NATIONAL INTEREST. THE STATE DEPARTMENT
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IN PARTICULAR BELIEVES THAT U.S, CONSUMERS AND INDUSTRY
WOULD BENEFIT SIGNIFICANTLY FROM THE LOWER COST IMPORTS
FOSTERED BY THE PROTOCOL; MOREOVER, WHiN OTHER MAJOR TRADING
COUNTRIES ADOPT THE PROTOCOL AND PROVIDZ SATISFACTORY
RECIPROCAL BENEFITS, IMPORTANT MARKETS F2R U.S. EXPORTS
WILL BE OPENED. U.S. EXPORTS OF THESE FRCDUCTS, INCLUDING
MOTION PICTURES AND CERTAIN KINDS OF LOOKS, ARE HIGHLY
COMPETITIVE AND WOULD BENEFIT FROM LOWER FOREIGN DUTIES,

WE HAVE EXAMINED THE OTHER SIDE OF THE COIN: THE
POTENTIAL FOR INJURY TO DOMESTIC INDUSTRY FROM INCREASED
IMPORTS OF PRODUCTS COVERED BY THE PROTOCOL. THE MAJOR
INDUSTRIES THAT WOULD BE AFFECTED BY LIBERALIZED IMPORTS
UNDER THE AGREEMENT HAVE NOT EXPRESSED SERIOUS CONCERN
ABOUT THIS POSSIBILITY. WE BELIEVE THAT RISKS ALONG
THESE LINES ARE MINIMAL,

LIBERAL ADOPTION AND IMPLEMENTATION BY A LARGE
NUMBER OF NATIONS CAN SUBSTANTIALLY BENEFIT U.S. EXPORTERS,
THUS RECIPROCITY IS IMPORTANT, WE BELIEVE THAT OUR
OWN LIBERAL IMPLEMENTATION OF THE PROTOCL ON A PERMANENT
BASIS COULD ONLY BE 'JUSTIFIED IF OUR EXPORTERS RECEIVE
GENERAL RECIPROCITY FROM OTHER IMPORTANT NATIONS. THERE-
FORE. THE ADMINISTRATION PLANS TO DEPOSIT THE AGREEMENT'S
INSTRUMENT OF RATIFICATION ONLY AFTER THE PRESIDENT HAS
DETERMINED THAT ADEQUATE RECIPROCOAL DUTY-FREE TREATMENT
TO OUR EXPORTS WILL BE PROVIDED BY OTHER COUNTRIES.
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IN THE MEANTIME, THE LEGISLATION BEING CONSIDERED TODAY
WOULD ALLOW THE U.S. TO IMPLEMENT ALL OR PORTIONS OF THE
PROTOCOL ON A TEMPORARY BASIS, THE ACT WOULD PROVIDE
DUTY-FREE TREATMENT TO CERTAIN ARTICLES COVERED BY THE
PROTOCOL AS SOON AS THE AGREEMENT COMES INTO FORCE FOR THE
UNITED STATES--1,E., SIX MONTHS AFTER THE U.S. DEPOSITS
ITS INSTRUMENTS OF RATIFICATION., UNTIL THEN TEMPORARY
DUTY-FREE TREATMENT WOULD BE ACCORDED TO ARTICLES FOR THE
BLIND OR OTHER HANDICAPPED PERSONS FOR A TWO-AND-ONE-HALF
YEAR PERIOD BEGINNING ONE MONTH FROM THE DATE OF ENACTMENT
OF THE BILL, [N ADDITION, THE PRESIDENT WOULD BE GIVEN
DISCRETIONARY AUTHORITY TO GRANT SIMILAR TEMPORARY DUTY-FREE
TREATMENT FOR ARTICLES IN SOME OTHER CATEGORIES COVERED
BY THE BILL. ALL TEMPORARY DUTY-FREE TREATMENT ACCORDED
BY THE BILL WOULD LAPSE AT THE END OF THE TWO AND ONE-HALF
YEAR PERIOD UNLESS THE BILL AS A WHOLE HAD BECOME PERMANENTLY
EFFECTIVE AFTER DEPOSIT OF THE U.S., INSTRUMENT OF RATIF1CA-
TION BASED ON A PRESIDENTIAL DETERMINATION OF ADEQUATE
RECIPROCITY FROM OTHER COUNTRIES.

THIS LEGISLATION WOULD PROVIDE DUTY-FREE TREATMENT
FOR ARTICLES IN SOME OF THE CATEGORIES WHICH IS BEYOND
THE STRICT REQUIREMENTS OF THE PROTOCOL. IN THESE TwO
CATEGORIES--ARTICLES FOR THE BLIND AND OTHER HANDICAPPED AND
TOOLS FOR SCIENTIFIC IMSTRUMENTS OR APPARATUS--WE SEE A
PARTICULAR NEED TO ENSURE THAT U.S. INDUSTRIES AND EXPORTERS
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ARE NOT HARMED BY OUR VOLUNTARY AND UNILATERAL GRANTING
OF DUTY-FREE TREATMENT ABOVE AND BEYGND THE PROVISIONS
OF THE PROTOCOL. FOR THIS REASON THE LEGISLATION AUTHORIZES
THE PRESIDENT TO PLACE CONDITIONS UPON OR TO NARROW TO THE
STRICT OBLIGATIONS OF THE PROTOCOL THE SCOPE OF THE DUTY-
FREE TREATMENT ACCORDED UNDER THE BILL FOR ARTICLES IN THESE
TWO CATEGORIES,

DURING THE TWO AND A HALF YEARS THAT THE PROVISION OF
THIS BILL WOULD BE IN EFFECT, THE PRESIDENT WILL BE
EMPOWERED TO RATIFY THE PROTOCOL AND MAKE THESE TARIFF
CHANGES PERMANENT., THERE ARE SEVERAL FACTORS THAT THE
PRESIDENT WILL TAKE INTO ACCOUNT IN DETERMINING IF U.S,
TRADING PARTNERS ARE IMPLEMENTING THE PROTOCOL IN A MANNER
THAT 'JUSTIFIES U,S, RATIFICATION OF THE AGREEMENT. HE
WILL CONSIDER THE LEVEL OF OBLIGATIONS ASSUMED BY OUR
TRADING PARTNERS UNDER THE PROTOCOL, THE METHOD OF IMPLE-
MENTATION OF THE OBLIGATIONS, AND THE BENEFITS OF U.S.
RATIFICATION FOR U.S. CONSUMERS AND EXPORTERS. IN MAKING
THESE DETERMINATIONS, THE PRESIENT WILL RELY ON INFORMATION
AND EVIDENCE GATHERED BY BOTH THE STATE DEPARTMENT AND
THE COMMERCE DEPARTMENT, DURING THE NEXT TWO AND A HALF
YEARS THE ADMINISTRATION INTENDS TO REMAIN IN CLOSE CONTACT
WITH U.S. MANUFACTURERS TO ASK ABOUT THEIR EXPERIENCES
WITH FOREIGN IMPLEMENTATION OF THE PROTCOL., AND TO SEEK
THEIR GUIDANCE ABOUT AREAS OF CONCERN THAT SHOULD BE
ADDRESSED IN THE ADMINISTRATION’S ONGOING CONSULTATIONS
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WITH OUR MAJOR TRADING PARTNERS.

THE PROCESS OF CONSULTING WITH OUR MAJOR TRADING PARTNERS
ABOUT THEIR INTENTIONS WITH REGARD TO THE PROTOCOL HAS ALREADY
BEGUN., AS SOON AS THE U,S, BEGINS TO IMPLEMENT THE PROVISIONS
OF THE LEGISLATION BEFORE THIS COMMITTEE TODAY, THE CONSULTATIVE
PROCESS WILL INTENSIFY, THE ADMINISTRATION WILL MAKE CLEAR IN
THESE DISCUSSIONS THE STRONG INTEREST OF THE U.S. IN SEEING
OTHER GOVERNMENTS ADOPT THE BROADEST POSSIBLE IMPLEMENTATION.
WE WILL ALSO INFORM OUR INTERLOCUTORS THAT OUR CONCERNS EXTEND
BEYOND THE PROMULGATION OF REGULATIONS TO IMPLEMENTATION, AND
THAT WE WILL WATCH TO SEE THAT THERE IS A CLEAR AND CONSISTENT
PATTERN OF ENFORCEMENT. THE ADMINISTRATION REMAINS OPTIMISTIC
THAT THIS PROCESS AND THE NATURAL INTERESTS OF QUR MAJOR TRADING
PARTNERS WILL LEAD THEM TO IMPLEMENT THE PROTOCOL ON A LIBERAL
BASIS SUBSTANTIALLY EQUIVALENT TO OUR OWN, THEREBY MAKING
U.S. RATIFICATION OF THE PROTOCOL POSSIBLE.

IF, HOWEVER., AT THE END OF THE TWO AND A HALF YEAR
TRIAL PERIOD THERE IS NOT EVIDENCE THAT OUR TRADING PARTNERS
" ARE IMPLEMENTING THEIR PROTOCOL ON A FORTHCOMING BASIS
CONSISTENT WITH OUR OWN IMPLEMENTATION, THE PRESIDENT NEED
NOT DEPOSIT U.S. INSTRUMENTS OF RATIFICATION, IN THIS CASE,
THE ALTERNATIVES AVAILABLE WILL INCLUDE A DECISION NOT TO
RATIFY AT ALL, A DECISION TO RATIFY ON A MORE RESTRICTIVE
BASIS THAN IS NOW ENVISIONED, OR A DECISION TO DELAY FINAL
ACTION WHILE éONSULTATIONS WITH OUR MAJOR TRADING PARTNERS
CONTINUE,
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IN SUMMARY, MR. CHAIRMAN I URGE THE COMMITTEE TO
GIVE FAVORABLE CONSIDERATION TO THE LEGISLATION BEFORE 1T
TODAY, AND RECOMMEND THAT THE SENATE GIVE ITS ADVICE
AND CONSENT TO RATIFICATION OF THE PROTOCOL AT THE EARLIEST
POSSIBLE DATE. o

DRAFTED:EB/OT/TA:DTHACHER:T

RITEM
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Senator DANFORTH. Senator Grassley.

Senator GrassLEY. Thank you, Mr. Chairman.

Let me ask the indulgence of the people who are here so I can
make a statement on S. 1979, so I can go to the floor of the Senate
to be there when the tax bill is discussed.

Senator GrRAassLEY. Mr. Chairman, I appear before you this morn-
ing to seek your support for S. 1979, a bill to suspend duties on cer-
tain sulfa drugs.

This legislation, and its companion bill in the House, H.R. 4890,
addresses the need to reduce the cost of sulfa to make medicine,
which includes the three compounds mentioned in these bills.
These drugs are used in a high percentage of pork production in
the United States, either for therapeutic purposes or in the feed
supply. The sulfa drugs help cure diseases, maintain certain
healthy animals, and thereby cut production costs.

The existing duty on these drugs adds approximately 20 to 30
cents per ton to the cost of feed. This may not amount to much per
animal, but production of pork averages between 80 and 90 million
animals per year, so you can see that the added 4 to 6 cents per
head counts up in increased pork prices to the consumer.

Mr. Chairman, I honestly believe that the elimination of this
duty would not only reduce the cost of pork production in this
country but will stimulate competition in a highly competitive
market of sulfa drugs, further benefiting the livestock industry in
the United States.

In closing, I would remind the committee, there is no U.S. manu-
facturer of sulfathiazole or sulfapyridine, two of the three sulfa
drugs included in this bill. The only manufacturer of the third
drug, sulfaguanidine, uses it as an intermediate and does not offer
it for sale.

Mr. Chairman, I ask that I may submit testimony that details
more thoroughly the reasons for elimination of duties on these
drugs. The testimony I submit is the same as that submitted before
the Subcommittee on Trade for the House Ways and Means
Committee in support of H.R. 4890 by users of the drug as well as
the pork industry.

Senator DANFORTH. Fine. Without objection, the testimony will
be-included in the record.

[The prepared statement of Senator Grassley and other testimony
follows:]
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Mr. Chairman and Members of the Subconmittee:

1 appear before vou this morning to seek your support for S. 1979, a bill
to suspend duties on certain sulpha drugs. This legislation and its
companion bill in the House, H.R. 4890, addresses the need to reduce the
cost of sulfonamides, which include the three compounds mentioned in these
bills. These drugs are used in a high percentage of all hogs produced in
the United S:ates either for therapeutic purpeses or in the feed supply.
The sulphonamides help cure diseases, maintain healthy animals and thereby
cut production costs.

The existing duty on these drugs adds approximately 20 - 30 cents per ton
to the cost of feed. This may not amount to much per animal, but
production of hogs averages between 80 and 90 million animals per year, so
you can sce the added 4 to 6 cents per head counts up in increased pork
prices to the consumer.

Mr. Chairman and Members of this Committee, 1 honestly believe that the
elimination of this duty will not only reduce ;he cost of pork production
in this country but will stimulate competition in the highly competitive
market of supha drugs, further benefitting the livestock industry in the
Tnited States.

In closing, I would remind the Committee there is no U.S. manufacture

of sulphathiozole or sulphapyricdine, two of the three sulphonamides included
in this bill. The only manufacturer of the third drug sulphaguanidine
uses it as an intermediate and does not offer it for sale.

YNr. Chairman, I ask that 1 may sutmit testimony that details more
thoroughly reasons for the elirination of duties on these drugs. The
testimony I submit is the same as that submitted before the Subcommittee

on Trade of the House Vays and Means Committee in support of H.R. 4890.

98-592 0 - 82 - 3
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STATEMENT OF G. J. SKAPEK OF DIAMOND SHAMROCK CORPORATION
BEFORE THE HOUSE WAYS AND MEANS COMMITTEE ON HOUSE BILL 4830

My name is Gus Skapek. | am speaking on behalf of Diamond Shamrock
Corporation, which produces a variety of agricultural chemicals and animal
health products for domestic and foreign markets. | have been directly
involved in purchasing sulfathiazole for approximately four years.

Two of the major products of Diamond Shamrock's Animal Health Division
are CSP-250 and CSP-500, combinations of chlortetracycline, sulfathiazole and
penicillin, used widely by pork producers to prevent and control disease,
promote growth and improve feed efficiency. Diamond Shamrock halds
approved New Animal Drug Applications from the Food and Drug Administration
to make and sell CSP-250 and CSP-500 for feed use. FDA has recognized the
effectiveness of these products in reducing the incidence of cervical abscesses,
in treating bacterial swine enteritis and in maintaining weight gains in the
presence of atrophic rhinitis,

Diamond Shamrock purchases all of its requirements of sulfathiazole
abroad, since the drug is no longer produced domestically. Indeed, before the
current tariff schedule became effective, all domestic production had come to an
end. We formerly purchased the drug from a major American pharmaceutical
house, but that company was unwilling to increase its capacity to meet Diamond
Shamrock's growing needs and ultimately discontinued production of sulfathiazole
completely. Diamond Shamrock was forced to find a foreign source of supply,
since there was, and continues to be, no other domestic producer.

Because of low profitability due to the relatively small volume of
sulfathiazole consumption and environmental problems associated with its
manufacture, we do not believe that domestic production of sulfathiazole will be
resumed.

The current tariff schedule is based upon a survey of chemicals produced
in the United States as of a particular date. On that date, the
previously-mentioned American supplier was still producing sulfathiazole.
Shortly after that date, however, it discontinued production and has not
produced it since.

Given the announced intention of the Muiltilateral Trade Negotiations to
reduce tariffs, we are unable to explain the dramatic increase in the duties
assessed on sulfathiazole from 12.5% to 35.1% in the first year. We must
assume, however, that no increase would have occurred, had there been no
domestic production in the first place. Unfortunately, the law made no
provision for the downward adjustment of duties upon the discontinuance of
domestic production. It is our understanding that such adjustment may only be
accomplished by legislation and that it would not be an appropriate subject for
international negotiation. In our view, reducing the duty on suifathiazole is
simply lifting a burden imposed upon American industry for no apparent reason.
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CSP-250 and CSP-500 are directly competitive with several other
combination drugs produced in the United States (one of which accounts for
60-65% of the market for such products}. These other combinations also include
chlortetracycline and penicillin, but use sulfamethazine instead of sulfathiazole.

As a practical matter, Diamond Shamrock cannot substitute sulfamethazine
for sulfathiazole to offset the competitive disadvantage imposed by the increased
duties; because sulfathiazole affords certain advantages in use over
sulfamethazine, we would not wish to make that change.

Because it protects no domestic source of sulfathiazole, the current tariff
structure represents an unneccessary cost which must either be passed on to
the consumer, if market conditions permit, or reduce profits, if they do not.

White the impact of the increased duty upon the individual American farmer
may be small, its cumulative effect upon my company and its ability to compete
is very substantial, ranging from several hundred thousand to over a million
dollars annually, depending upon volume and “prices. For this reasocn, we
support passage of House Bill 4890.

| would be happy to answer any questions you may have. Thank you for
the opportunity of presenting our views.

G. J. Skapek
Diamond Shamrock Corporation
1100 Superior Avenue

- Cleveland, Ohio 44114
216/694-4244



30

Law Depariment

Diamond Shamrock Chemical Unit

June 3, 1982

The Honorable Sam M. Gibbons
Chairman, Subcommittee on Trade
Committee on Ways and Means

U.S. House of Representatives

1102 Longworth House Office Building
Washington, D.C. 20515

Dear Congressman Gibbons:

Thank you again for the opportunity to appear before your
subcommittee last Wednesday in support of Congressman Cooper
Evans' bill (H.R. 4890) to suspend the duty on sulfaguanadine,
sulfapyridine and sulfathiazole. A copy of our statement is enclosed
for your convenience.

The purpose of this letter is to respond to certain issues raised in
the testimony of American Cyanamid to the effect that sulfamethazine
{the sulfa component in its product) and sulfathiazole (the sulfa
component in our product) are "interchangeable products in animal
disease therapy and prophylaxis." While that claim may be true in
the sense that the two products are used for the same purposes, it
obscures important differences between the products, differences
which make our product a desirabie alternative to products
containing sulfamethazine in the view of a substantial percentage of
American pork producers.

The principal differences between products containing sulfathiazole
and products containing sulfamethazine have to do with withdrawal
times and the incidence of violative residues, as follows:

1. Withdrawal Time. As part of its approval process, FDA
establishes the "withdrawal time", the number of days between the
last use of the drug and slaughter. The length of the withdrawal
time depends upon how long it takes for the drug to pass through
the animal's system. The withdrawal time is established to assure
that the animal is not slaughtered before all residues of the drug
have been excreted. Our suifathiazole product has been granted a
seven-day withdrawal time, while sulfamethazine products are
required to be withdrawn fifteen days before slaughter. The longer
withdrawal period imposes a significant economic burden on the
livestock producer.

Diamond Shamrock Corporation 1100 Superior Avenue, Cleveland, Ohy 4414 Phone 216 694-5000
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2, Sulfa Residue Violations. In the late 1970's, the number of
swine carcasses rejected by USDA inspectors began to rise
substantially, evidencing perhaps the considerable pressure on the
livestock producer imposed by the withdrawal period. Governmental
studies of this problem disclose that wviolations were almost
exclusively attributable to the use of sulfamethazine, rather than
sulfathiazole. While the rate of violations has been substantially
reduced through education and improved management techniques, the
sulfamethazine residues continue to be a problem. Notwithstanding
reformulation of the product to reduce the amount of residues
attributable to cross-contamination of feeds, the problem remains
because of the manner in which the animal metabolizes
sulfamethazine. Meanwhile, FDA has rejected petitions to relax its
standards on sulfamethazine residues.

3.- The enclosed articles provide greater detail on the drug
residue problem and suggest methods to resolve it, including the
substitution of sulfathiazole (Penumarthy, L., Trabosh, H.M.,
Clark, A.M., Conrey, J.S., Rader, W. A. and Spaulding, J.E.:
Sulfa Drug Residues in Uncooked Edible Tissues of Cattle, Calves,
Swine and Poultry. Feedstuffs (October 13, 1975); Biehl, L.G.:
The Sulfa Issue. Feed Management (March, 1979}; Suifa Drug
Management and Surveillance. Pig American (January, 1982).

For the above reasons, it is clear that products containing
sulfathiazole may very well be preferred by the American pork
producer. They also strongly suggest that it would be inadvisable
to continue a punitive tariff on a drug which may be an important
solution to the continuing sulfa residue problem. Indeed, if studies
now being conducted as part of the National Toxicology Program
disclose additional problems with sulfamethazine, the desirability of
an alternative will increase.

American Cyanamid also claimed that passage of H.R. 4890 would put
it at such a competitive disadvantage that the jobs of the hundred
people involved in the production of sulfamethazine would be lost.
Ihis claim suggests that American Cyanamid makes all of its
sulfamethazine requirements in this country, using sulfaguanadine as
a raw material. While we cannot provide you with detailed
information, it is our understanding that American Cyanamid in fact
imports a substantial quantity of sulfamethazine, which is subject to
a rate of duty considerably below that imposed upon sulfathiazole.

As to the hundred sulfamethazine jobs, we doubt that suspension of
the duty on sulfathiazole would eliminate them. It must be
remembered that American Cyanamid already has 60-65% of the market
for these products. One must question whether the American
consumer is likely to benefit where the market is dominated by a
product protected by a duty of almost thirty percent. As we
indicated in our presentation, we do not seek an unfair advantage
over anyone. We do not believe it is conducive to a competitive
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market, however, to assess a 30% penalty on a small competitor,
especially where it is unable to procure its needs domesticaliy.

Finally, American Cyanamid proclaims that "tariffs on these products
are already being significantly reduced as a resuit of the last round
of multilateral trade negotiations", and that *by 1987, U.S. tariffs
on these sulfa drugs will be reduced to approximately 50% of their
current level." This statement deliberately ignores the fact that the
rate of duty on sulfathiazole was almost tripled to approximately 35%
and that the 1987 rate, while it may be 50% of the current rate, will
still be substantially higher than the rate in effect before
implementation of the Trade Agreements Act of 1979, Clearly, the
tariffs are not "already being signiticantly reduced.

Diamond Shamrock is an American producer of a competitive product
which affords attractive advantages over sulfamethazine-bearing
combinations. We are competitively disadvantaged by a punitively
excessive tariff on a raw material unavailable to us from domestic
sources.

For these reasons, we strongly support H.R. 4890. Should you be
interested in additiona! information on this subject, please let us
know.

Very truly yours,

Ao L)

Robert W. Hill
Senior Counsel

Enclosures
dp

cc: Hon. Cooper Evans

. Dezember
. Skapek

« Thanjan
. Anderson
. Gullett

. Flick
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FrTOSIUFTS. Ociober 1), 1973 — 19

ANIWAL HEALTH

Sulfa Drug Residues in Uncooked Edible

Tissues of Cattle, Calves, Swine and Poultry

Residue problems can most often be traced to one of five man-
agement etsors by the producer. However, the drug industry, feed
manufaclurers, veterinary praclitioners, and regulatory agencies
also have esseatial roles in a residue prgven(ion program.

By L. Penumarthy, H.M. Tubo;h. G M. Clari. J.S. Conrey, W.A. Rader and J.E.
Residue Evatuation and Planning Stafr, Sclenttie and Technical Services

APHIS, US Depariment of Agriculiure
Washington, D C.
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Of the tatat 232 catile Lssue samples analyred.
three were poutive for sulfa reudues (1 )%
incidence) Sulfamethazine was sdinufied in twi of
the thies posives and subfayuingsaline in the therd
In calves, four of the tntal 298 samplcs were potetive
(1 3% incidence) Two of the pounves were
sulfamethazine and two wilabromancthaaine,

Atihough he ncrdence of occunence of wifa.

residucs was low. when sulfs residucs were found,
the Jevels weee hph, supgeshing pmible deug
minue \

In poulity, the reudue incidence rate was hipher
in turheys than an chuders: 60% and 9%
tespectively Seven of 13 poutnves on furkeys were
sull whnwtbayne, and four mere sullwuinnvaline
The other twa posiices 3n turkeys weee
sulfachivrapytarine and sulfaincithazine. Ia
ehickene, 313 1amples weer positane i a total of 321
samples analyzed  Sullawctharne aconted for
four and sutfaduncthuasne fur two of the 1n1at sia
postives -

Special Sulla Residue Survey In Turkeys ol
Nortnh Carolina snd South Carolina

Sourne arcas 1n Nonh Caralina and South Carofina
have had, in previous years, a high ineidunce of
wWifa resdue violations an turkeys Suveral thousand
pounds of processed birds were desiroyed beesuse of
sulla reseducs Therefure, MPE conducied 8 special

TABLE 3 Sulfonamide Orugs ORicially Approved
—for Use in Pouliry Raised for Meat
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VABLE 4. Sullonamide Drugs Used for
Thetapyand Piophylans ta Aeat Producing
Animats 840 Pouliry and Nol Covered
. Under New animai Brug Classiication_

TADLE 6. Sullanamide Pesidues o Liver
(L), Kidney (K) and Muscie (M) Tissues of
Poultlty Slaughiered Under Federal
Inspeciion. USOA Orug Res:dus Moniorng

suncy N additon n the mdonng paogiam of
sulfa Kakdues 1a piong tuikeys ongastng fom
Hhewe st The apecrd sy was comlu kd in the
third and foueih quarices uf 1974, sime pra

i Survey. 1974 ;;.um..u. of turkeys tcrs during the latice bl of
LTl Sam Sam. the year
T o s Nowtor o Resgm Samples of liver, Bidney and nuscle tissues were
l":_"‘“; Soacen :;‘; : ":: Ouarvey ohtained from e.at uf g turkeys (five 1o six Momikg
o - :"’ '"“ old} frum 2 producer The tinsscs were indivsdoally
>4 w8 froren and sent immcdiatcly to chemisiry
A e - X o3 Tabueatanes for sulfa residie fildowed the procedure
e O3 mpdey e " 4 descnbed under the monionng suney. Resulis of
r San .1 2 wossrere & o8 14 1D Special sunvey are presenicd in Table 7.
.s::;m» . re : : Erg of 170 sumiples weore pasitive for sulfa
vy residucs (4 7% ncidence) T rendics conssted of
T 27 M Vysenees L 04 asvlfadimcibovine, 3 sulfamciharine  and
w o 2-wlfaquinosatine
Passomera L 0434
:.l.::w ',. i ) Signlficance of Residue Findings
e » K "'2' The survey resulis wdicate that sulfa ressducs are
M ofe’  » frquent problem 1n the hivestock and povhiry
- R "u’a’) sndustry, Excessine residues shogld nat nccur (f
(aaingl . sulfz
VABLE 5. Sullaramide Residues in Liver - aid R i r:q;:u::m:‘:’ubl:::czgyﬁr::dﬂ el
(L), Kidncy (K] and Muscle {4} Trssues of e ol
Callle, Caives 30d Swine Siaughtcred Under s L 31 ( Arpromimaicly 30% of the sulfa sesidues
Federal Inspechion: USOA Grug Resdue . srovea . K 32 idenuficd 1n pouliry belnog 10 thase ot under the
Mon1oring Survey. 1974. - N_o3 NAD eategary Wik, withdrawal umes of fess than
Som  Sam B "‘""'"::""'M:: Ceosemdlaralaasmare  five days are establnhed for sulfas approved for
rn '-n m;; o s" o 9;"” od o povliey under the NAD Regulatons, studics 1ndicate
Sonsen ~-I-= o Sv:; 1 Mw;v 3 Onty I Y3ius §ampNs aralyred . ™hat the sulfas noe under NAD pencrdlly sequire
e~ - IM“" l greater than 10 days for avading wiolauve tiswe
o 1qune- 3 revdues
e X o
Mo TABLE 7. Sulfonamide Residues In Liver Violalive sulfa retidues can be peevenicd
. l::--u- : ‘.!:.ll (L} Kidney {K) and Muscie (M} Tissues of Primartly this 1o the scsponabiiy of hsestock
e - ;wityicSlauqmma n North Carolina and producess. When MPI finds violative zesrdues it 8
Comr™ 2m ¢ 2uarere LIeE 03 '"""::'cw‘n'f"“‘:'s%':"'u’fu":" R'::;':.' primanly indicative of 2 mmwse  The hvesock
e xx 3 : ud hould lake every precaunnon 0 neevant ihe
3 producer shou Y P e
P Surveiltance s“'""‘s’;:""“ to Decembes :nmtr:'n of un’uunr h:.-u oficn, the prublem can
memaroe K104 14 - Iraced (o one of the fullnw ing management eravrs:
v su B 2asemene :‘ ::‘;'l Sompt . 5;:‘:;:” omur (1) negleeting 10 follnw the appruved w ithdrawal
T o) Anarred Poseve iserairg thom) nme, (2) adiministenng the drup over the recom-
[ o?;‘ It 0 Todoqwre 1 42,07 mended dose, (3) adnnnsicnng foed and w ater adde-
! tives sinwliancously wiwn they should ol be, (4)
wore Wt LR NS falure o dean siagage tanks and feeders of medie
T wmbome L 00, 00 2 whiomsre- L' caled feed proe 1o changing 10 2 poe medwated
merairs X :'- I i~ x fecd, and () impropcr storage.
. 1 :::u- : :; However, the drug indusiry, feed manufaciurers,
“oe 3 1remeta. Lt veterinary pracuitioncts and segulalory ageacics also
1 s Los r have essennal roles 1n a resrdue preveniion program.
e : : :t" :t';' The strug industry has the ohligation 1o advise the
1 THe rarge ol s Ovas 179 000 10 Wa lor 1N IVU0 Samms ) The rengs o7 78 duat Iivestock on peopes usage of sullas and o
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_€ondyet tescaich to deicrmine adequale withdiawal
(Twn 1o RESIDUES. page 26) :
(Conunued iom pige 20)

times Feed manufacturcts must eremise exireme
caution in preparsinn, ideniificaln and pruper
delivery of medicated feeds The) should estabinh a
quality comral program seompanied by ged
manufoctvnng  wihniques  Vewnnaruns  should
preseribe pruper drugs and advise thew chents of the |
sestncnons impaned on drug wsape The tepututuey ¢
spencics should issuc Ihe neuessary recaine sdatioas |
for (hose sulfas creanng residue  problems,
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Suifa drug management
and surveillance

S ulla residues in hog carcasses

can lead to condemnations and
other serious problems for produc-
ers. Quite ollen the residues are a
resull of cross-contamination of feed
from delivery, handling, mixing and
storage of ingredients and feeds. It
has been estimated 70 1o 80% of all
hogs marketed in the US receive
some form of sulfa during their hife-
tinie. Due 10 the fact over 90% of the
swine markeled are Iree of residue, it
is obvious the drug can be handled
s0 residues are nol a problem,

Talk 1o your feed supplier, and
make sure he knows wha! you want
done to help preven! residues and
make sure you uriderstand what he
can do lo help. Non-medicated with-
drawal feeds and medicated feeds
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shouwa not be delivered in the same
truck load. Requesl the truck be
cleaned if used to deliver medicated
teed prior to delivering non-medi-
caled feed to your farm. If possible,
be present at time of delivery 1o know
exactly what feed was delivered.
Make sure ail ingredients or leeds
are clearly identihiad and labeled 2nd
the feed is pu! inlo the proper bin.
Make sure bins are clearly fabeled.
Keeping your mixing and storage
area clean and orderly w'll help pre-
vent accidental mix-ups, tt e experis
say. Keep medicated pre-mixes in
their original containers separale
from  non-nedicaled ingredients
used in withdrawal rations. If using
containers such as garbage cans,
tabel the can, not jus! the hd. Prompt-

ly clean up and dispose of any spilled
medicated feed where it will not con-
taminate other feed.

Moong equipment is notorious for
cross-conlamination of feed. Such
equipment should be properly
grounded to prevent electrostatic
buildup which can cause sulfa parti-
cles to stick to the inside. A granuylar
form of sulfa, rather than powdered,
will help prevent this also. A master
formula should be made up 1o insure
accuracy during feed preparation.
This hst should include the proper
order in which medtcated and non-
medicaled feeds are added to the
mixer. The tems should be carelully
checked off and initialed by the per-
son making the feed to verify inclu-
sion of all ingredients at the proper



levels.

Add high potency pre-mixes into
relatively large amounts of mixed
ingredients for proper distribution
throughout the batch. A good rule of
thumb is not to add less than two
percent of any ingredient in a vertical
mixer nor less than one percent in a
horizontal mixer. Follow manufactur-
ers recommendations to determine
the minimum amount of a premix to
add to the mixer.

Mixing equipment should be
flushed with several hundred pounds
of cracked or ground grain foliowing
mixing of sulfa-containing ration.
This flush material should be set
aside for use in the mixing of a
sulfa-medicated ration. Equipment
should be cleaned thorou hly period-
ically using a vacuum cleaner or sim-
ilar device to remove all the dust and
buildup inside as well as outside the
mixer.

Keep in mind the delivery system
(wagons, augers, conveyors, storage
bins and feeders) can be guilty of
cavsing cross-contamination. As lit-
tle as a quarter-teaspoon of sulfa per
ton of feed is enough to create
unsafe cross-contamination.

Careful planning of slaughterings
can also help preven! problems due
to sulfa residues. Do not market any
hogs which have not met the with-
drawal requirements for the sulfa
drug used. Avoid unplanned market-
ings of any hogs such as sows or
crippled hogs which may violate reg-
ulations. Delay marketing if in doubt.

- -Naturally, label directions should be
closely followed with any drug.

Drinking water provided in the
withdrawal stage should be free of
sulfa. It sulfa is Used in finishing
feeds, scrape and wash pens or
move pigs to clean pens 48 to 72
hours after sulfa removal unless the
floor is completely slatted with no
manure buildup. Hogs continue to
excrete sulla in their urine for two or
three days after removal. For this
reason, il is not wise to use lagoon
water which may contain drugs to
tlush finishing floors where market
hogs could possibly consume the
waler.

Sulfamethazine_is. currently_ the
sullanamlde mvolved in the ressdue
problem.” This sulfa ‘gained promi-

nence as a leed additive primarily
due to research showing its ellicacy
_in the elimination- of Bordetalla
bronchiseptica (a principal cause of
atrophic rhinitis} for the nasal cavity
of swine. The ability of a combinalion
of antibiotics and sullamethazine to
maintain gains in the presence of
atrophic rhinitis has also contributed
to the popularity of its use.

Sulfonamides_ (either_sulfametba-
zine of sulfath:ozole) are used in

~ine _teeds 1o _reduce _cervical

|
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abcesses, 'treat baclerial _swing
enteritis™ and “vibrionic” d"ysemefx,
maintain~weight in"the pwsence of

atrophic rhinitis “and__control_swing -
pneumgp_ caused by baclenal
palhog‘ens "

“~Since very low levels of sulfameth-
azine in finishing feed may cause
residue probtems, producers may
wan! o explore alternatives to the
use of the drug on their farms |f the
diseases for which it is approved are
not present on the farm, the necessi-
ty of the drug might be questioned.

Sulfathiazole or one of several
atrophic rhinitis bactering offer alter-
natives "to su!fametha [\e if_you' e
trying fo’ conquer "AR on your farm.

Likewise, other drugs may be equalfy '«

or more effective in the treatment
and/or prevention of salmonellosis
and vibrionic dysentery as well as
the reduction of cervical abscesses.
Finally, other growth promotants may
be as effective in pigs up to 75
pounds

If you're still intent on using sulfa-
methazine, maybe you should con-
sider changing forms to either granu-
lar or liquid. As mentioned above, the
granutar form is less likely to contam-
inate mixing equipment. The lquid,
ori 'the other hand, bypasses the
mixing equipment entirely. Dr. R. L.
Morter ot Purdue University recom-
mends dosing individual sow’s feed
in the farrowing house with an auto-
matic syringe.

Improper use of sulfonamides is a
threat, not only to the entire swine
industry, but also 1o the person who
makes the decision for use. The indi-
vidual producer may lose profit on a
daily basis through increased cost of
the sulfa-containing feed as well as
the loss he may face if a residue is
discovered in the hogs.

When a violative level is found, the
producer must send live hogs to
slaughter for "‘pre-markel’ testing.
This test period usually require$ two
weeks. Il the test hogs are not in
violation, the producer may resume
marketing. Otherwise, he will need to
continue **pre-testing'’ until the test
hogs are below the maximum residue
level of 0.1 ppm. n
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Lafcy G. BisN, D.V.M., Univeralty of Hiinols Coltege of Veterinary Medicing

n spite of increased sulla residue

knowledge and precautions, the
swine tissue residue rate remains
high and is a cause ol concern 1o
Food and Drug Admimistration (FOA)
and United States Department of
Agriculture (USDA) officials USDA
meat inspeclors iniated the momitor-
ing of swine tissues for sulla resi-
dues in 1973, and the viotative rate
has consistenlly ranged between
9 5-15% During the first ten montns
of 1978, the USDA analyzed 5172
samples of swine tissue for sulfona-
mides. A violalive residue was found
in 483 (9 3%) of the samples — the
lowest levei since monitoring began
Research and on-the-farm investiga-
tions have revealed that delermining
the cause of a residue can be a difli-
cull and complex probiem.

Under the Food. Drug and Cosmetic

"Act — administered by the FDA — i 1s

illegal to send live animals 1o markel
if they contain drug restdues above
established tclerinces. Likewise
under the Federal Meat inspection
Act — administered dy the USDA —
meat cannol be scld for human con-
sumplion il 1t contains residues
above the tolerances set by the FDA.
The current established tolerance for

LeRoy G. Biehl, a
[5:" . native of West
- . Salem, linois, re-
ceived the 8.S. de-
gree from the tni-
versity of Iliinois in
=o; 1956 and the OVM
c degree in 1958
From 1958 1o 1963
he was a general
velerinary practtioner i Oiney, Ilh-
nots. in 1963, Dr. Bieh! buiit the Albion
Velerinary Chnic and practiced mn Al-
bion, hinois unlil joining the Umver-
sity of hinoss chinic stalf in 1972, He
received his M S, degree in veleninary
medicine from the Umiversily ol ith-
nois and became assistant professor
in velennary chmcal med.cine and
veterinary extension in 1975,

Or. Biehl is a member c! the Eastern
flinois Velerinary Medical Associa-
tion, the Bhinois Veternnary Medical
Association, American Veterinary
Med:ical Assocration, the Amencan
Association of Swine Practinoners
and the lthnois Academy of Veterinary
Medicine.

n

sullas in swine tissue is 0.1 part per
milion (ppm), This tolerance level is
based on limited 90-day toxicity
studies designed 1o provide a 2,000~
fold margin of safety for humans. Dur-
ing the past year, the FDA decided
not {o raise the tolerance level be-
cause of insufficient dala to justify
lowering the safety margin.

The problem 1s not new because
swine tissues have probably con-
tamed sulla residues since the early
1950's when sultonamides began o
be added extensively to swine ra-
tions,

The causes cf violative suifa resi-
dues in swine can be manyfold but es-
sentiafly narrow down to two rea-
sons: eilher inadequale withdrawal
1ime or consumption of low levet sulta
up 1o the time of slaughter. Field in-
vestigations of producers who have
marketed hogs with violative tissue
residues indicale 92% of the pro-
ducers aid fallow proper withdrawa!
procedures. Therelore, most of the
violations are the resuit of accidental
fow-level contamination of rations
and water during the withdrawal pe-
riod. Another source is the ingestion
ol sulfa contaminated feces and
urine.

Research at the University of Ji-
tinois College of Veterinary Medicine
indicates that as hitle as 2 gm. of
sulfamethazine (approximately ‘i
teaspoon) in a ton of complete mxed
feed is enough lo cause 2 tissue vio-
lation, This means forty pounds of
medicated feed will contaminate a
ton of clean feed. Between 70-120
pounds of residual feed may be left in
the bottomn of an auger-wagon, mixer-
grinder, bulk bin or delivery truck.
Carryover of sulla can occur in the
mixing equipment, delivery equip-
ment or the farm or commercial mill.
Other sources ol sulfa residues may
be a mix-up by the producer or deliv-
ery truck in unloading medicaled
feed. And drug car¢yover in water
bnes Irom water medications has
been reported up to 2°/z months after
use.

Manyre and urine frcm pigs on
sulfa-medicated feeds serve as a
sulla source of sufficient magnitude
1o cause a residue. Recenl studies by
litino’s veleninary researchers have
shown that sulfa-free pigs placed
into pens containing manure from
pigs fed sullonamides had viotative

tissve residues within 48 hours,
The USDA in cooperation with the
swine industry and FDA has launched
a muiti-phase campaign to eliminate
the violative residues so thal syl.
fonamides can continue 10 be used
During phase one of this program,
epidemiologit information was gath-
ered. Animal and Plant Health Inspec-
tion Service (APHIS) diagnosticians
visited 3100 producers — 75 pro-
ducers whose hogs had previous vio-
lative residues and 25 producers
who routinely fed sulfa but had never
experienced suifa violations. Feed,
soil, manure and fagoon water sam.-
ples were collected and senl to Dr.
Richard Bevill's laboratory at the Uni-
versity ot lllinois College of Veten-
nary Medicine for analys:s. All of the
analyses have not been completed,
but 93 samples of withdrawal ration
have been anatyzed with the follow-
ing results:
44.0% — contained no sulla
36.5% — cortaaed 0-1.0 ppm sulla
7.5% — coniained 1.0-2.0 ppm sulfa
2 2% — contained 2 0-3.0 ppm sulfa
1.1% -- contained 4.0-5.0 ppm sulla
6 5% — contained > 50 ppm sulla
‘When the finishing ration contained
sulfa, the individual ingredients were
analyzed if possible. Soybean meal
was analyzed only when the com-
plete finished ration was contami-
nated with sulfa. Twelve such soy-
bean meal samples were analyzed
with the following results:
41.7% — contained no suifa
41.7% — contained  0-5 ppm sulla
16.6% ~ contained * > 5 ppm sulla
Two samples of vitamin premix
{rom sulta-contaminaled rations con-
tained 0 and 10.9 ppm respectively.
Fourteen samples of supplement from
contaminaled fhinishing ralions con-
tained sulia as folfows:
21.4% — contained no sulfa

42.9% — contained  O-% ppm sulls
28 6% — contained  1-2 ppm sulla
7.1% — contained  3-4 ppm sulls

Frequently in our investigations woé
have found several scurces of sulld
contamination which by themselves
are iow but added together are above
the 1-2 ppm concentration, For exam-
ple, one producer had the follownd
contamination. His penicillin-strep-
lomycin additive contained 15 ppm
sulfametrazine and his vitamin-min-
eral premix 2 ppm, leaving tum with 8
wilhdrawal finishing ration conlaining

. FEED MANAGEMENT
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more than 1 ppm.

Ouring phase two of the USDA cam-
paign to eliminate sulfa residues, an
investigative survey by extension or
APHIS personnel is made on a farm in
violation at the producer’s request.
Samples are taken at dilferent points
in the feed delivery systems to deter-
mine the entry and source of sulfa
contamination. FDA offlicials have
agreed not 1o prosecute any pro-
ducer who cooperales with the sur-
vey in an aitempt lo lind the source of
sulfa. The FDA has given the pro-
ducers and USDA approximately 14
months 10 subslantially decrease the
rate of sulfa violations. If violations
are not reduced, it is likely sulfona-
mides will be removed as an ap-
proved feed additive and perhaps as
a medication for swine. Il is decreas-
ing, but we still have a long way to go.

Although preventing violative tis-
suve residues shculd be easy, ie.,
feeding a sulta-free dret for 16 days
prior to slaughter; it has not been that
simple. Some producers who have
taken stringent precautions or were
nol even feeding sulfas have had vio-
tative residues. As indicated in the
Phase 1 investigalions, the ration or
components of the ration are fre-

quently contaminated with sulla, The ~

producer may be purchasing a feed
ingredient inadvertently that has
been contaminated further up the bine.
For this reason we are recommerding
sampling of finishing rations as well
as ingredients, If the finishing ration
contains sulfa, the rest of the ingredi-
ents are analyzed.

Tominimize the opportunity for sulfa
residues, the following practices
shou'd be considered:

1. Thoroughly clean feed system

and feeders when swilching lo
non-medicated hin'shing feed,
then wash manure and urine oft
of ticors and pens for at least
two days.
Install separate mixing, storage
and feading sysiems for non-
sulfa finishing feeds incfuding
separate building for finishing.

3. Talk to vour feed supplier about

your cuicerns. Sample all delrv-
eries of finishing feed and ana-
lyze them for sulfa carryover.

4. Consider using sulfathazole in-

stead of sultamethazine. Sulfa-

- thiazole is eliminated from the
blood stream faster than sul-
famethazine and has a shorter
withdrawal lime (7 days as op-
posed 10 15 days with sulfame-
thazine), Therefore, the oppor-
tunities for tissue residue
probably are not as great with
sulfathiazote.

When tlissues hbave been found to
contain a violative level, the pro-
ducer is contacled by the USDA's
Food Safety and Quahty Service
(FSQS). A USDA representative of-
fers to visit the farm and help lhe pro-
ducer determine the cause of resi-
due. The producer can sell future
hogs subject to slaughter testing or
send five hogs for a pre-market test.
The five hogs are slaughtered and
tissue samples analyzed. Packers
will discount the price for these five

N

hogs because they must be frozen
untif the resulls are known and can-
not be sold for fresh pork. It the tis-
sues are negative, the producer is
cleared and may resume marketing
hogs without restriction.

To prevent the price loss for the
five pre-market test hogs, the pro-
ducer can test a random live hogs
and the withdrawal feed belore pres-
entation for slaughter. il both are
negative, the hogs should pass the
pre-market siaughter test. Although
producers still suffer a price dis-
count on the tive hogs, the procedure
prevents the total loss of income from
these hogs. We have used this pro-
cedure wiih success in lilinois.

Every effort should be taken by the
producer and commercial feed sup-
plier 1o prevent sulfa residues. If the
violation rate is not reduced substan-
tialiy, we may lose an imporlant drug
from our arsenal. tm
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STATEMENT
by the
NATIONAL PORK PRODUCERS COUNCIL

for the hearing record on
s. 1979
of the

Subcommittee on International Trade

of the

Senate Finance Committee

July, 1982

Mr. Chairman ahd Members of the Subcommittee:

The National Pork Pr?ducers Council has over 110,000 dues-paying,
producer farm families<;;»members. It is funded entirely by a voluntary
checkoff program which collects two dimes per market hog at the market
place. Producers who voluntarily participate number well over 200,000.
The goal of our relatively young organization is to improve the profit-
ability of pork production. We provide consumers with information
concerning the nutrition and the economic value of pork. 1In addition
to increasing demand for the product, our Council's job is to reduce the
costs of production by improving efficiency.

The sulfonamides, which include the three compounds addressed in
this legislation, are very important to pork producers. These drugs,
when used for therapeutic purposes to treat diseases, are administered
by addition to the animal's food or water or Ly direct administration.
In addition, the sulofnamides are added to the feed supply in an effort
to contrel diseases and thus improve the rate of growth or the efficiency

of production.
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Two sulfonamides which are used widely in feed are sul+uthiazole and
sulfamethazine. H.R. 4890 addresses sulfathiazole directly. Sulfaguanadine,
also addressed in this legislation, is further processed into sulfamethazine.
Sulfathiazole and sulfamethazine are used by pork producers in (wo and Lhree-
way combinations with antibiotics in the feed for their animals. A high
percentage of all hogs produced in the United States receive a sulfonamide drug
either for therapeutic purposes or in the feed supply sometime during their
growth. Consequently, these drugs are important to pork producers both ‘for
their use in curing diseases and maintaining a healthy animal and because of
their wide use, they are important as a cost reduction item in the production
of the animals.

It has been estimated that the duty on these sulfa drugs adds approximately
20-30 cents per ton to the cost of feed, It is estimated that each hog marketed
will consume about 400 pounds of sulfa medicated feed. The added cost per
animal on the average would be approximately 4-6 cents for the sulfonamide used
in the feed supply. Elimination of the duty on these drugs would hopefully be
passed on to producers, although not necessarily by the direct amount saved by
the elimination of the duty. Actually, the amount saved by the elimination of
the duty could be greater because of the add on that would have been expected to
take place during the various stages of production and distribution. In addition,
we recognize that the elimination of the duty may not have any marked bearing on
the market price of the drugs, but we are still confident that the drugs would
be cheaper t? producers with the elimination of the duty after supply and demand
has established a market price for the drugs. Although the few cents savings
per animal might not appear significant, when you consider that U.S. production
is between 80 and 90 million hogs per year and that a high percentage of these

animals receive sulfonamides, the aggregate impact on the industry is significant.
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Further, it is our understanding that presently there is no authority for
neyotiating a comparable conce sion for the elimination of duty on the three
drugs addressed in H.R. 4890, even if Conyress extends the authority of Section
124 of the Trude Act of 1974. While the Section does authorize the President
to neyotiate U.S. duty rates, the size of such reductions is very limited
and the elimination of duties is not allowed, Consequently, after considering
all factors, the National Pork Producers Council supports H.R. 4890 and urges
that the Subcommittee move forward with prompt and favorable consideration of
this measure.

Thank you Mr. Chairman. This concludes our statement and I will be glad

to respond to any guestions.

ik
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Testimony of Clarus M. Galloway, Materials Manager of Salsbury Labora-
tories, Inc., Charles City Iowa

In support of H.R. 4890 to eliminate U.S. tariffs on chemical products
Sulfaguanidine, Sulfapyridine, and Sulfathiazole.

Subcommittee on Trade of the
Committee on Ways and Means
U.S. House of Representatives

- . May 26, 1982

Mr. Chairman, by way of introduction, Salsbury Laboratoriés, Inc., is a
small to medium size company, which has a long-term commitment to
supplying products and services to the animal health industry. Quality
products at competitive prices have enabled the company to earn the
confidence of livestock raisers in their efforts to produce meat and

eggs at a profit.

Salsbury favors passage of H.R. 4890 because we feel it represents a
realistic tariff reduction of benefit to American manufacturers pro-
ducing and marketing sulfa products to agriculture -- within the frame

work of world supply and demand.

In addition, H.R. 4890 makes possible substantial savings to the Ameri-
can livestock producer in his battle to realize a profit and ultimately

to the consumer in better prices for meat and eggs.

Elimination of the tariff is not going to guarantee the price of sulfa
products to the farmers will stay at their present levels. However,
elimination of the tariff will allow American manufacturers to purchase

these sulfa products on the world market without the duty of 22 to 30
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percent being added on top of the purchase price depending on which
sulfa i{s purchased. The animal health business is highly competitive
and for this reaéon we are confident that these savings of 22 to 30

percent in duties will work to an advantage for the farmer and consumer.

The Bureau of Economics, Chemical Division, Department of Commerce, in a
recent survey, sampled the chemical industry, particularly those who
have an interest in the sulfa market, and found a response generally
favoring the passage of this bill.

In contact with other suppliers of sulfa érugs to the animal health
industry, we found strong support for the passage of this bill. Their
support apparently is based on the stong hope that sulfa-bearing pro-
ducts can be supplied to the livestock industry at a lower cost -- no

doubt they also feel this provides a competitive position.

There has been some concern registered about the illegal use of sulfa-
guanidine and sulfapyridine because they allegedly are not approved by
the U.S. Food and Drug Administration (FDA) for veterinary use. We
disagree with this contention as there are a number of companies who
presently have sulfapyridine approved for interim use in combination
with other sulfa drugs. Also, because of the government effort to
eliminate sulfa residues in slaughter animals, it makes little sense
that producers would take the chance of using these drugs other than

according to the label directions.

Sulfapyridine also has application outside the animal health industry.

It is used as an intermediate in the manufacture of sulfasalazine (SASP),

98-592 0 - 82 - 4
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a highly effective therapeutic drug for treatment of ulcerative colitis
in humans. Salsbury Laboratories is the only domestic manufacturer of
SASP. Yet, due to the cost of the raw material sulfapyridine, a sub-
stantial portion being duty, we capture less than 25% of the total

product sold in the United States,

The chemical product sulfaguanadine has no direct uses in the animal
health industry. However, it is an intermediate in the manufaczturing of

widely used sulfamethazine and sodium sulfamethazine.

Importation of sulfaguanadine duty-free, and used to manufacture sulf-
arethazine and sodium sulfamethazine will not.only result in competition
to benefit livestock producers and consumers, but will also increase

American employment vs. chemical manufacture in other countries.

Sulfathiazole is also a very widely used sulfa drug in the animal
health industry. Sulfathiazole and its sodium salt are used in near
equal volume in the industry. Removal of the import duty of sulfa-
thiazole will encourage conversion of chemical products to its salt
form, sodium sulfathiazole. Presently, substantial quantities of sulfa-
thiazole from China, which does not have éDA approved plants, is being
converted to sodium sulfathiazole in West European countries having FDA
approved plants and it then becomes the product of the converting com=~
pany. Passage of H.R. 4890 will allow the importation of sulfathiazole
for conversion by American industry at a competitive edge over sodium

sulfathiazole from other companies.
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In summary, it is our contention, along with the support of many companies
who are our competition, that through passage of H.R. 4890, American
manufacturers will be able to offer more economical sulfa-bearing pro-
ducts to the animal and agricultural industry and lower priced end
products to the ultimate consumer. At the same time, passage of this
bill will serve to stimulate American manufacturing of end use sulfa

drugs now being produced in other countries.
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Add{itional Testimony of Clarus M. Galloway, Materials Manager of Salsbury
Laboratories, Inc., Charles City, Iowa -

In support of H.R. 4890 to eliminate U.S. tariffs on chemical products
Sulfaguanidine, Sulfapyridine, and Sulfathiazole.

Subcommittee on Trade of the
Committee on Ways and Means
U.S. House of Representatives

May 26, 1982

Mr. Louis Schneider, Counsel for Pharmacia Laboratories, Inc., a Swedish company,
referred to the opening of a sulfasalazine (SASP) production facility in the

Virgin Islands. If K.R. 4890 is rejected by khis committee, Pharmacia will be

able to bring SASP int® the U.S. duty free. This will put the only U.S. producer,
Salsbury Laboratories, Inc., out of SASP production and will encourage monopolistic
practices on a world wide basis. Thus it is to the distinct advantage of Pharmacia
to have H.R. 4890 rejected and the duty remain on sulfapyridine. At the same time,
rejection of H.R. 4890 will work to the disadvantage of the American livestock
producer who must buy sulfapyridine drugs at higher pr?ces because of the duty on

the product.

American Cyanamid has registered opposition to the removai of duty from sulfa-
guanidine use in production of sulfamethazine. It is a well known fact in the
industry that American Cyanamid 1s one of the largest buyers of sulfamethazine
in the world marketplace. It is our belief Cyanamid purchases nearly 50% of
their total requirements. If duty-free sulfaguanidine is a threat to American
Cyanamid's plant employment, why doesn't Cyanamid support H.R. 4890 and purchase
sulfaguanidine on the world market for their production of sulfamethazine?

This would result in reduced sulfamethazine prices to the livestock industry

and would maintain employment at the Cyanamid planmt.
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Senator DANFORTH. Senator Heinz.

Senator HEINz. Mr. Chairman, thank you.

I want to commend you for calling these hearings. You have a
lengthy witness list and a variety of important issues. I -would,
however, like to take a little time to make a few brief comments
about S. 1902, which is the first bill that is before us today.

That bill, as we know, would extend the President’s authority
under section 124 to make tariff reductions for an additional 2--
years.

I want to comment at the beginning of this hearing because I do
have serious reservations about this bill. I hope the committee will
consider those reservations very carefully before taking it up.

ﬁ‘My reservations involve both the principle and the practical
effect.

Senator DANFORTH. Excuse me, Senator Heinz. Do you have any
questions for Mr. Lamb? I thought I would just excuse Mr. Lamb if
you don’t have any questions.

"~ Senator HEiNz. Why don’t you go ahead and do that, Mr. Chair-
man.

Senator DANFORTH. All right.

Thank you very much, Mr. Lamb.

Mr. LaMB. Thank you, Mr. Chairman.

Senator DANFORTH. Mr. Lamb, Senator Dole will have some ques-
tions for the record. ‘ -

Mr. LamB. We would be glad to answer those.

[The questions from Senator Dole and the answers from the Ad-
ministration follow:]
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QUESTIONS FOR THE ADMINISTRATION FROM SENATOR DOLE

QUESTICN: Do the E.C. procedures and practices differ significantly in
implementation and effect from U.S. procedures with regard to imports entitled
to duty-free treatment under the Florence Agreement? Does the Administration
regard E.C. practices as affording U.S. exporters reciprocal treatment
compared to U.S. practices?

ANSWER:

EEC procedures and practices with regard to imports entitled to duty-free
treatment under the Florence Agreement do differ significantly from those
applied by the Unjited States. However, it should be noted that the
Administration believes that the EEC has generally complied with the terms and
spirit of the Florence Agreement. The one sector in which the differences

have sometimes adversely affected U.S. interests concerns the scientific

instruments industry.

Procedures in EEC member states are much less formal and open than our own.

In some member states applicant institutions and their U.S. suppliers
experience difficulty learning the rationale for denial decisions involving
U.S. instruments denied duty-free treatment. Some negative decisions
involving U.S. instruments are difficult to justify in terms of U.S. practices
under the agreement. The EEC appears to use decisions on some cases as
precedents for other entries rather than viewing each entry on its own

merits. The EEC interpretation of scientific instruments also is somewhat
more restrictive than our own. Nevertheless, the vast majority of EEC

decisions appear to be in conformity with the terms of the Agreement.
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shipments of scientific instruments represent a very small percentage of total
U.S. trade under the Florence Agreement, The United States enjoys a very

favorable balance of trade under the Agreement both overall and for scientific
“~4indtruments alone. This ;ay be the reason that, except for a handful of
complaints, U.S. scientific equipment manufacturers and associations have
demonstrated little interest in the EEC Annex D problem and the Nairobi
Protocol. By centrast, manufacturers of the products covered by other

annexes, which represent the significant majority of total U.S. trade under

the Florence Agreement, are strongly in favor of the Protocol,

The Administration believes U.S. exporters are being afforded reciprocal

treatment in most cases.



QUESTION: What is the U.S. Government doing to protect the rights of U.S.
exporters derived by them under the terms of -the Florence Agreement?

ANSWER:

The U.S. Government intervenes diplomatically with the concerned government

when specific problems are brought to its attention.

So far as the EEC is concerned, bilateral discussions have been held since
1978 to discuss the differences between the two countries in implementation of
annex D provisions (duty-free treatment of scientific instruments). These
bilateral discussions will continue in an-attempt to resolve problems and

produce better information during the 2-1/2 year period of provisional U.S.

implementation of the Protocol envisioned by the pending legislation.
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QUESTION: S. 2685 would provide the President with discretion to ratify the
Nairobli Protocol, but provides no guidelines controlling that determination.
what specific evidence of reciprocity in implementation will the
Administration seek from the E.C. before ratifying the Protocol? Should
specific guidelines be included in the legislation as a condition of
implementation?

ANSWER:

The Administration will be looking at varjious criteria in deciding whether it
continues to be in the economic interests of the United States to ratify the
Nairobi Protocol., The President will take into account the level of
obligatjons assumed by our trading partners under the Protocol, the method of
implementation of the oﬁligations, and the benefits of U.S. ratification for

U.S. consumers and exporters.

In relation to the EEC specifically, we will be looking for open and
accessible procedures at least roughly comparable to those of the United
States; adoption of the more liberal Annex C.l; strengthened recognition of
the EEC Commission's competence in all Florence Agreement matters and a clear
improvement of its ability to adopt and enforce uniform standards for imports
under the Agreement and the Protocol; and as complete and detailed an
understanding as can be reached on the specific tariff coverage of the various

annexes.

It should be noted that S.2685 does not itself address the issue of
ratification. Rather, the bill implements on a provisional basis, until the

Protocol comes into force for the United States, and thereafter on a permanent
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basis, the U.S. treaty obligation. Senate guidance on depositing the
instrument of ratification could more appropriately be included in the
Committee Report of the Senate Foreign Relations Committee in reporting out
the Resolution on Advice and Consent, or possibly in the Senate Resolution
itself. We believe, nevertheless, that legislative history developed during
Senate advice and consent hearings and during the hearings on this bill

provide adequate quidance to the Administration regarding r;tification.
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Senator HEINz. I do want to say that S. 1902 seems to me to be
virtually unprecedented. Congress has historically guarded its pre-
rogative to set trade policy, and has never granted broad tariffcut-
ting authority outside the context of a specific negotiation like the
Kennedy round or the Tokyo round. That was the original purpose
of section 124 in the Trade Act of 1974. Its 2-year extension in the
Trade Agreement Act of 1979 was specifically to tie up loose ends
left over from the Tokyo round.

Those in the room today—if they are still in the room, if they
don’t move too quickly—who were involved in the writing of that
bill will remember that even that modest objective was the subject
of considerable controversy for precisely the reason I have suggest-
ed, the dangerously broad grant of authority to the Executive.

Mr. Chairman, my second reservation about this bill concerns
the practical effect. Simply put, I believe, the good it will do or
may do will be far outweighed by the damage it will do to already
heavily import-impacted industries.

The authority in the bill is extremely broad—deliberately so,
says the administration, so it can make the best deals possible. I
suppose that makes some sense; but to get those good deals, what
do we have to give up or relinquish? Clearly our tariffs on items
other nations want to send hére. What might those items be? In all
probability, a good assortment of products from industries that are
already vulnerable to competition from abroad.

Take a look at the industries that oppose this bill: apparel, leath-
er goods, specialty steel, footwear, lead and zinc, color televisions,
among others, and you have a list of the industries in this country
already reeling from imports—some fair and some not. These in-
dustries have serious problems by any standard of measurement;
yet, what this grant of authority proposes to do is to put an addi-
tional burden on them.

To understand that better, I suggest we ask the administration
why it opposes an amendment that will clearly exempt those indus-
tries from the scope of the bill. The answer, I suspect, would be the
need for flexibility in negotiations. What that means to me is that
the administration realizes the point I just made; that's why they
wanted to leave.

In order to get the tariff reductions abroad that the private-
sector proponents of this bill want we are going to have to reduce
our tariffs in precisely the areas opponents of this bill fear will
hurt them the most. The damage we do thereby, in my opinion, Mr.
Chairman, far outweighs the gains the bill’s proponents will obtain.
A better approach, it seems to me, is to handle the matter sectoral-
ly, which we are doing with respect to certain high technology
items that are also the subject of today’s hearing, and I hope that
the committee will consider that alternative approach carefully

before it acts hastily on S. 1902, .
- I do have a couple of questions I'would like to submit for'the ad-
ministration. You said Mr. Lamb was going to leave; I didn’t real-
ize everybody else was going to leave.

Senator DaANFORTH. Thank you, Senator Heinz.
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Senator DANFORTH. It is my understanding that Congressman de
Lugo is present now, and if that is so we would appreciate hearing
from him.

Mr. pE Luco. Thank you very much, Senator._

Senator DaNFoRTH. Thank you, sir, for being here.

STATEMENT OF HON. RON DE LUGO, DELEGATE, U.S. VIRGIN
ISLANDS

Mr. pE Luco. I would like to thank you for extending the courte-
sy to appear before your committee this mornmg

Mr. Chairman and members of the committee, I greatly appreci-
ate this opportunity to share my views with you on certain critical
aspects of adopting the increase in value limitations for duty-free
importations of personal articles by persons returning from the in-
sular possessions of the United States, as proposed under H.R.
4566.

As we all know, the U.S. possessions and in particular my com-
munity, the U.S. Virgin Islands, rely heavily on tourism to keep
their economies thriving. In addition to climate and hotel accom-
modations and cultural attractions and fishing, one of the major in-
ducements for a would-be visitor is the shopping values that can be
found in the territories. Bargain-conscious travelers often find it
less expensive to buy certain items outside the U.S. mainland and
to bring them back home. Coming from the U.S. Virgin Islands, for
example, a person can return with items such as liquor, jewelry,
and perfume at substantial savings.

In the bill currently before this subcommittee, the (duty-free ceil-
ing for hand-carried purchases from U.S. possessions is increased to
$800 from the present $600 and from $40 to $100 for gifts mailed to
the United States. These levels maintain the traditional 2 to 1 ad-
vantage in favor of the U.S. possessions over items brought in from
foreign lands. The Congress has consistently recognized this advan-
tage as one of great importance to the tourism-based economies of
our territories, with whom the United States has a very special and
unique relationship.

I caution the members of this committee, though, against any in-
crease in the duty-free ceilings above these present levels. In fact,
these are compromise levels. To tell you the truth, I wouldn’t mind
the levels staying at what they are today; but the ongmal roposal
was to increase them to $1,200 to the Virgin Islands and $600 for-
eign, which would have just about made it meaningless for the
Virgin Islands. So this is a compromise that we can live with, but I
urge you not to raise it any further.

Further increases could jeopardize the incentives for travel to
the U.S. territories, when you consider what the average tourist ac-
tually spends.

If we raise the ceiling for purchases made in Europe, for exam-
ple, a person might be more inclined to travel there, particularly
when you consider that air fares are alrnost the same to Europe
these days as they are to the Virgin Islands, unfortunately.

The House Ways and Means Committee recognized this diminish-
ing return factor, the damage it would have on the territories, and
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acted to amend downward the higher ceiling that wer igi
called for in this bill. 8 8 ® originally
_ In closing, I simply urge that the increases in the duty-free ceil-
ings proposed in H.R. 4566 not be raised further, and that the 2-to-
1 ratio be maintained. -

[The prepared statement of Hon. Ron de Luga follows:]

TesTiMoNY oF RoN pE Luco

MR. CHAIRMAN AND MeMBERS OF THE COMMITTEE, | GREATLY APPRECIATE -
THIS OPPORTUNITY TO SHARE MY VIEWS WITH YOU ON CERTAIN CRITICAL ASPECTS
OF ADOPTING THE INCREASE IN VALUE LIMITATIONS FOR DUTY-FREE IMPORTATIONS
OF PERSONAL ARTICLES BY PERSONS RETURNING FROM THE INSULAR POSSESSIONS
OF THE UNITED STATES, AS PROPOSED UNDER H,R.4566.

As WE ALL KNOW, THE POSSESSIONS AND IN PARTICULAR MY COMMUNITY,
RELY HEAVILY ON TOURISM TO KEEP THEIR ECONOMIES THRIVING, [N ADDITION
TO CLIMATE, HOTEL ACCOMODATIONS, AND CULTURAL ATTRACTIONS, ONE OF THE
MAJOR INDUCEMENTS FOR A WOULD BE VISITOR IS THE SHOPPING VALUES THAT
CAN BE FOUND IN THE TERRITORIES, BARGAIN-CONSCIOUS TRAVELERS OFTEN
FIND IT LESS EXPENSIVE TO BUY CERTAIN ITEMS OUTSIDE THE U.S. AND BRING
THEM BACK HOME., COMING FROM THE VIRGIN ISLANDS, FOR EXAMPLE, A PERSON
CAN RETURN WITH ITEMS SUCH AS LIQUOR, JEWELRY AND PERFUME AT SUBSTANTIAL
SAVINGS,

IN THE BILL CURRENTLY BEFORE THIS SUBCOMMITTEE, THE DUTY-FREE
CEILING FOR HAND CARRIED PURCHASES FROM THE U.S. POSSESSIONS IS
INCREASED TO $800 FroM $600 AND FrRoM $40 To $100 FOR GIFTS MAILED TO
THE U.S. THESE LEVELS MAINTAIN THE TRADITIONAL TWO TO ONE ADVANTAGE
IN FAVOR OF THE POSSESSIONS OVER ITEMS BROUGHT IN FROM FOREIGN LANDS.
THE CONGRESS HAS CONSISTENTLY RECOGNIZED THIS ADVANTAGE AS ONE OF
GREAT IMPORTANCE TO THE TOURISM-BASED ECONOMIES OF OUR TERRITORIES,
WITH WHOM THE UNITED STAES HAS A VERY SPECIAL AND UNIQUE RELATIONSHIP,
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I MUST CAUTION THE MEMBERS THOUGH, AGAINST ANY INCREASE IN THE
DUTY-FREE CEILINGS ABOVE THESE LEVELS. FURTHER INCREASES COULD
JEOPARDIZE THE INCENTIVES FOR TRAVEL TO THE TERRITORIES, WHEN YOU CONSIDER
WHAT THE AVERAGE TOURIST ACTUALLY SPENDS. If WE RAISE THE CEILING FOR
PURCHASES MADE IN EUROPE, FOR EXAMPLE, A PERSON MIGHT BE MORE INCLINED
TO TRAVEL THERE, PARTICULARLY WHEN YOU CONSIDER THAT AIR FARES ARE ALMOST
THE SAME TO EUROPE AS THEY ARE TO THE VIRGIN ISLANDS. THE House WAYs
AND MEANS COMMITTEE RECOGNIZED THIS DEMINISHING RETURN FACTOR, THE
DAMAGE IT WOULD HAVE ON THE TERRITORIES, AND ACTED TO AMEND DOWNWARD
THE HIGHER CEILINGS THAT WERE ORIGINALLY CALLED FOR IN THIS BiLL.

IN cLosSING, MR, CHAIRMAN, | SIMPLY URGE THAT THE INCREASES IN
THE DUTY-FREE CEILINGS PROPOSED IN H.R, 4566 NOT BE RAISED FURTHER
AND THAT THE 2 TO 1 RATIO BE MAINTAINED.
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Senator DANrorTH. All right. Thank you very much, Congress-
man.

It is my understanding that this provision is not particularly con-
troversial, this provision in H.R. 4566, but I appreciate your being
here and giving us your views.

Senator Heinz. )

Senator HEiNz. No questions at this time, Mr. Chairman.

Senator DANFORTH. Thank you very much, sir. -

The next witness is Paul O’Day, Deputy Assistant Secretary for
Commerce’s Trade Development.

STATEMENT OF PAUL T. O'DAY, DEPUTY ASSISTANT SECRETARY
FOR TRADE DEVELOPMENT, U.S. DEPARTMENT OF COMMERCE

Mr. O'Day. Thank you, Mr. Chairman. I appreciate this opportu-
nity to join with my colleagues from the State Department in sup-
porting S. 2685. In view of the long list of witnesses you have I
would like to, with your approval, submit my statement for the
record, and perhaps just briefly summarize.

Senator DaNFORTH. Right. No witness even has to ask to submit
their statement. They will all be included in the record, and if you
would all just summarize your comments in the allotted time it
would be very much appreciated.

Mr. O’'Day. Thank you, Mr. Chairman.

The bill before the committee, S. 2685, would implement the
Nairobi protocol to the Florence agreement. The Nairobi protocol
amends and expands the coverage of the basic agreement to take
into account technological changes since 1950.

Basically, the legislation would:

One, require the immediate granting of temporary duty-free
treatment for articles specifically designed for the use of physically
or mentally handicapped persons other than the blind;

Two, authorize the President to grant temporary duty-free treat-
ment for any other articles covered by the bill for a temporary
period not to exceed 2% years; and

Three, provide a safeguard mechanism for U.S. producers of
products for the handicapped which allows for a strict adherence to
the provisions of the protocol as a remedy to any significant ad-
verse effect from imports.

The legislation provides that permanent duty-free treatment may
be granted if the President finds within 2% years that our trading
partners are acting in an equivalent manner, taking into account
their level of obligations, method of implementation, and the bene-
fits to U.S. producers and consumers.

If S. 2685 is enacted, the United States would adhere to five of
the nine annexes in the Nairobi protocol: Annex A on books and
periodicals, annex B on works of art, annex C on audiovisual mate-
rials, annex D on scientific instruments and related tools, and
a%n?i E on articles for the blind and otherwise handicapped indi-
viduals.

We would not propose to adhere to annexes F, G, and H, cover-
ing sports equipment, musical instruments and equipment, and ma-
terials and machines used in the production of books.
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Mr. Chairman, we believe that there are significant export op-
portunities within the context of the Nairobi protocol, should it be
adopted in a widespread way across the world. Those benefits are
worth the support of the Commerce Department, the State
Department, and the administration. And, therefore, we propose
and urge the committee to adopt the legislation now before it on
this subject.

I would be pleased to answer any questions you may have.

Senator DANFORTH. Thank you very much, Mr. O’Day.

[The prepared statement of Hon. Paul T. O’Day follows:]
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STATEMENT OF
PAUL T. G'DAY
OEPUTY ASSISTANT SECRETARY FOR TRADE DEVELGPMENT
U.S. DEPARTMENT OF COMMERCE
BEFORE THE
SUBCCMMITTEE ON INTERNATIONAL TRADE
oF THE
COMMITTEE ON FINANCE
UNITED STATES SENATE
WASHINGTON, D.C.
July 21, 1982

MR. CHAIRMAN AND MEMBERS OF THE SUBCOMMITTEE:

I APPRECIATE THIS OPPORTUNITY TO TESTIFY BEFORE THE SUBCOMMITTEE ON
S. 2685, A BILL "TO IMPLEMENT THE NAIROBI PROTCCOL TO THE FLORENCE AGREEMENT
ON THE IMPCRTATION OF EDUCATICN, SCIENTIFIC, AND CULTURAL MATERIALS."

THE BASIC FLORENCE AGREEMENT WAS NEGOTIATED IN 1950 AND PROVIDES
PRINCIPALLY FOR EXEMPTION GF DUTIES FOR IMPORTS OF EDUCATIONAL, SCIENTIFIC,
AND CULTURAL MATERIALS. THE NAIROBI PROTOCOL AMENDS AND EXPANDS THE COVERAGE
OF THE BASIC AGREEMENT TO TAKE INTO ACCCUNT TECHNOLOGICAL CHANGES SINCE 1950
TO INCLUDE ADDITIONAL CATEGORIES AND MATERIALS,
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THE PROPOSED LEGISLATION WOULD:

1. REQUIRE THE IMMEDIATE GRANTING OF TEMPORARY DUTY-FREE TREATMENT
FOR ARTICLES SPECIFICALLY DESIGNED FOR THE USé GOF PHYSICALLY OR
MENTALLY HANDICAPPED PERSONS OTHER THAN THE BLIND;

. 2. AUTHORIZE THE PRESIDENT TO GRANT TEMPORARY DUTY-FREE TREATMENT
FOR ANY OTHER ARTICLES COVERED BY THE BILL FOR A TEMPCRARY
PERIOD NOT TO EXCEED 2-1/2‘ YEARS FROM DATE OF ENACTMENT ; AND

3. PROVIDE A "SA{EGUARD" MECHANISM FOR U.S. PRODUCERS QOF PRODUCTS

FOR THE HANDICAPPED WHICH ALLOWS STRICT ADHERENCE TO THE

PROVISIONS OF THE PROTOCOL AS A REMEDY TO SIGNFICIANT ADVERSE

IMPACT FROM IMPORTS.
IN ADDITION, THE LEGISLATION PROVIDES THAT PERMANENT DUTY-FREE TREATMENT MAY
BE GRANTED, IF THE PRESIOZINT FINDS WITHIN THE 2-1/2 YEAR PERIOD THAT OUR
TRADING PARYTNERS ARE ACTING IN AN EQUIVALENT MANNER, TAKING INTO ACCOUNT THEIR
LEVEL CF OBLIGATIONS AND MFTHOD OF IMPLEMENTATION, AND THE BENEFITS FOR U.S.

CONSUMERS AND EXPORTERS.

S. 2685 WOULD ENABLE THE UNITED STATES 70 IMPLEMENT THE PROVISIONS OF THE
NAIRO8I PROTOCOL. THE MAJOR BENEFITS TO BE DERIVED FROM THE PROTOCOL ARE
CONTAINED IN THE PROVISIONS EXEMPTING FROM CUSTOMS DUTY THOSE MATERIALS LISTED
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IN THE NINE ANNEXES, SOME OF WHICH ARE MANDATORY AND SOME OPTIONAL. IF
S. 2685 IS ENACTED, THE UNITED STATES WOULD ADHERE TO FIVE OF THE NINE ANNEXES

"IN THE NAIROBL PROTOCOL:
ANNEX A - BOOKS AND PERIODICALS
ANNEX B - WORKS OF ART
ANNEX C - AUDIO VISUAL MATERIALS
ANNEX D - SCIENTIFIC INSTRUMENTS +ARD RELATED TOOLS

ANNEX E - ARTICLES FOR THE BLIND AND OTHERWISE HANGICAPPED

INDIVIDUALS

THE UNLITED STATES WOULD NOT PROFOSE TO ADHERE TO ANNEXES F, G, AND H,
COVERING SPGRTS EQUIPMENT, MUSICAL INSTRUMENTS AND EQUIPMENT, AND MATERIALS
AND MACHINES USED IN THE PRODUCTION OF BOOKS, RESPECTIVELY,

THE COMMERCE DEPARTMENT BELIEVES THAT WIDESPREAD ADOPTION OF THE PROTOCOL
COULD RESULT IN SIGNIFICANT NE. TRADE GPPORTUNITIES FCR U.S. EXPORTERS. THE
LIBERAL OUTY-FREE TREATMENT PROVISIONS IN S. 2685 CAN BE JUSTIFIED ON A
PERMANENT BASIS ONLY IF THERE IS GENERALLY EQUIVALENT APPLICATION OF THE
PROTOCOL BY OTHER MAJOR TRADING NATIONS.



WE BELIEVE THAT THE AUTHORITY TO GRANT, OR WITHHOLD, DUTY-FREE TREATMENT
FOR THE MAjORITY OF THE ARTICLES UNDER THE PROTOCOL WItL PROVIDE EFFECTIVE
* INCENTIVES TO INDUCE ADEQUATE IMPLEMENTATION OF THE PROTOCOL BY OTHER-
NATIONS. IT wILL PERMIT EARLY U.S. IMPLEMENTATION OF THE PROTOCOL, 8UT ONLY
ON A TEMPORARY BASIS TO ENSURE THAT THE UNITED STATES WILL NOT BECOME
OBLIGATED UNDER THE PROTOCOL TO GRANT CUTY-FREE TREATMENT.ON A PERMANENT BASIS
UNTIL ADQUATE RECIPROCITY IS ASSURED.

IN CLOSING, I WOULD LIKE TO STATE THAT WE BELICVE THAT THIS LEGISLATION
PROVIDES GVERALL TRADE BENEFITS FOR U.S. INDUSTRY. THEREFORE, THE COMMERCE

DEPARTMENT SUPPCRTS Thc ENACTMENT GF S. 2685.

-



63

Senator DANFORTH. Senator Heinz. -

Senator HEINz. No questions.

Senator DANFOrRTH. Thank you very much, sir.

Mr. O’'Day. Thank you, Mr. Chairman.

Senator DanrForTH. All right, the next witness is David Elliott,
chairman of the Joint Industry Group, with Eleanor Talmadge,
president, Andrus Campflow of America.

STATEMENT OF DAVID J. ELLIOTT, CHAIRMAN OF THE JOINT
INDUSTRY GROUP OF THE CHAMBER OF COMMERCE

Mr. Eruiorr. Good morning, Mr. Chairman, Senator Bentsen,
Senalor Heinz.

As requested, I will summarize my statement.

My name is David Elliott. I am manager of customs, export, and
trade affairs for Procter & Gamble. I am here today as chairman of
the Joint Industry Group, and I am accompanied by Frank Samolis
of Patton, Boggs & Blow.

The Joint Industry Group is a coalition of 21 business associ-
ations broadly representative of American businesses_involved in
international trade. A listing of the members who support this
statement is included in my written testimony.

Mr. Chairman, the Joint Industry Group strongly supports S.
1902, which would extend for 2 additional years the President’s
;'gzy limited authority to negotiate tariff reductions under section

Despite the accomplishments achieved in the Tokyo round and
the publicity recently given to nontariff barriers in world trade,
the fact remains that many of our trading partners retain prohibi-
tively high tariffs on selected imports.

While undoubtedly the subcommittee is aware of the general
nature of the-authority embodied in section 124, it may not be as
aware of the extent to which existing tariff difficulties are burden-
ing U.S. exporters in specific foreign markets where, without high
tariffs, the United States could compete effectively.

hA few- examples may illustrate the need for extending this au-
thority:

U.S. chocolate manufacturers are trying to penetrate a.potential-
ly lucrative market in Asia. They are inhibited, however, by tariffs
of 30 percent in Japan, 60 percent in Korea, and 100 percent in
Taiwan. U.S. tariffs are 5 percent on solid chocolate bars and 7 per-
cent on other chocolate confectionery.

American furniture manufacturers face an effective 30 percent
tariff -on their finished furniture products in Canada. This com-
pares with a tariff range in the United States of 2.4 to 16 percent
for the same products.

The tariff on disposable diapers is currently 80 percent in the
Philippines and 56 percent in Korea, compared to the current U.S.
rate of 3 percent.

High Common Market duties effectively exclude U.S.-made alu-
minum truck wheels from Europe, even though there is no produc-
tion there.

Semiconductor duties are around 17 percent in Europe compared
with 4.2 percent in the United States and Japan.
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U.S.-made specialty and other papers could significantly expand
their markets if Japanese and European duties could be lowered.

Job creation through improved export performance depends upon
the elimination of all trade-distorting obstacles, and the problem of
unreasonably high tariffs abroad is, in selected cases, as vital as
the problem of nontariff barriers. In this regard it is worth noting
that section 124 already has a proven track record of success. It has
been used twice—once as the result of a petition by the U.S. semi-
conductor industry to USTR, which resulted in a bilateral agree-
ment with Japan, in which Japan accelerated previously agreed
upon reduction from 10.1 to 4.2 percent, and the United States ac-
celerated its reductions from 5.6 to 4.2 percent.

In the section 124 agreement with Taiwan, the other agreement,
U.S. duties were reduced on goods which had already been accord-
ed GSP duty-free treatment. In exchange, the Taiwanese made ap-
proximately 50 percent rate reductions on many items of particular
interest to U.S. exporters. For example, while the disposable diaper
reductions should create an additional 300 jobs in this country, we
gave up duty protection on bamboo shoots in cans, and I doubt that
that cost us very many jobs.

The group is aware of the concern among some that section 124
will be used to negotiate tariff reductions in import-sensitive indus-
tries such as footwear or textiles. The group is very sensitive to
this issue, but we believe the fear to be unfounded.

First of all, the renewed authority is very limited and will con-
tain the same safeguards as previous law: no more than 20 percent
reductions on any item, and the President is limited to negotiations
on no more than 2 percent of our U.S. imports in the most recent
year.

In addition, in the House counterpart of this bill, the Ways and
Means Subcommittee on Trade adopted an amendment which pro-
hibits the President from entering into any trade agreement under
section 124 w.th regard to articles designated by the President as
import-sensitive.

The report language defines several products as being import-
sensitive: Automotive products, textiles and apparel, steel, and foot-
wear, and provides an appropriate mechanism for identifying
others. The group supports both this amendment and the report
language as an appropriate means of preventing job losses at a
very difficult economic time.

We are confident that this committee, through its oversight and
authorization powers, has the ability to insure that the congres-
sional intent is fulfilled. We urge expeditious action on the legisla-
tion. Many U.S. industries with a highly efficient, pinpointed
export potential need tariff negotiations to accomp!ish it.

We would be pleased to provide any additional information and
answer questions. -

Senator DANFORTH. Thank you very much, Mr. Elliott.

[The prepared statement of David Elliot follows:]



STATEMENT OF
THE JOINT INDUSTRY GROUP
OF THE U.S. CHAMBER OF COMMERCE
BEFORE THE
SUBCOMMITTEE ON INTERNATIONAL TRADE

COMMITTEE ON FINANCE

UNITED STATES SENATE
ON S. 1902

Good morning. My name is David J. Elliott, manager of
customs and international trade affairs for Procter & Gamble. I
am accompanied here today by Mr. Frank R. Samolis, of the
Washington law firm Patton, Boggs & Blow. We are appearing on
behalf of the Joint Industry Group, an ad hoc coalition of trade
associations representing many segments of American business
involved in international trade, including exporters, importers,
customs brokers, and others. A listing of the members who
support our statement is included as part of my written
testimony.

The Joint Industry Group is very appreciative of this
opportunity to testify in support of S. 1902, which would extend
for two additional years the President's authority to negotiate
tariff reductions pursuant to section 124 of the Trade Act of
1974, '

Mr. Chairman, the Joint Industry Group strongly believes
that the President and the United States Trade Representative
need renéwal of this trade negotiation authority. Despite the
accomplishments achieved in the Tokyo Round of trade negotia-
tions, and the publicity recently given to the issue of non-

tariff barriers in world trade, the fact remains that many of our



trading partners retain prohibitively high tariffs on selected
imports.

As you know, Presidential action under section 124 is
premised upon a determination that existing duties or other
import restrictions are "unduly burdening and restricting the
foreign trade of the United States." The Joint I lustry Group
fully supports the Administration's continuing efforts to seek
reductions in existing tariff obstacles which are excluding U.S.
goods from foreign markets. However, without extension of
section 124 authority, the President is severely restricted in
his ability to correct this situation. We believe that the
President should at least be given the authority to negotiate
trade agreements whicﬁ will open new markets and expand U.S.
exports.

Renewal of section 124 authority will facilitate the
narrowing of trade-distorting disparities between certain low
U.S. and high foreign tariffs. At this moment, there are several
instances where negotiations on tariff barriers are at a stale~-
mate because the USTR does not have the requisite statutory
authority. While the Subcommittee is aware of the general nature
of the authority embodied in section 124, it may not be aware of
the extent to which existing tariff difficulties are burdening
U.S. exporters in specific foreign markets where =-- without the
high tariffs -- the U.S. could compete. A few examples may

illustrate the urgency of renewing section 124 authority:
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-- U.S. chocolate manufaéturers are tfying to
penetrate a potentially lucrative market in Asia.

They are inhibited, however, by tariffs of 30% in
Japan, 60% in Korea and 100% in Taiwan. U.S. tariffs
on chocolate are 5% on solid chocolate bars and 7% on
other chocolate confectionary.

== American furniture manufacturers face an effective
30% tariff on ;heir finished furniture products
entering Canada. This compares with a tariff range in
the U.S. of 2.4% to 16% for the same products.

-- The tariff on disposable diapers is currently 80%
in the Philippines and 56.5% in Korea, compared to the
current U.S. rate of 3.1%. .

-- American manufacturers of semiconductors face a 17%
tariff on their exports to the European Economic
Community. This is compare; to a 4.2% tariff on
imports of these articles into the United States,

Job creation through improved export performance depends
upon the elimination of all trade-distorting obstacles, and the
problem of unreasonably high tariffs abroad is every bit 5;-vital
as the problem of non-tariff barriers. Particularly wigg respect
to those industries like furniture and wood prodﬁbts manufac-
turing that are relying on improvedlexport performénce to counter
the effects of a stagnant domestic market, the reduction in

foreign tariffs is absolutely essential.



In this regard, it is worth noting that the utilization of
section 124 in the recent past has been successful: the U.S.
semiconductor industry petitioned the USTR to negotiate a
bilateral agreement with Japan, in which Japanese duties were
reduced from 10.1 to 4.2 percent, while U.S. duties were reduced
from 5.6 to 4.2 percent, 1In another section 124 trade agreement
with Taiwan, U.S. duties were reduced on goods which had already
been accorded GSP duty-free treatment. In exchange, the
Taiwanese made 50% reductions on many items of-particular
interest to U.S. exporters. Taiwan's reduction in duties on one
item alone -- disposable diapers -~ could expand exports enough
to create about 300 additional jobs in the United States.
Obviously, the larger the market which U.S. manufacturers can

reach overseas, the greater the number of jobs there will be at

- home.

The Joint Industry Group is aware of the concern among some
that section 124 authority will be used to negotiate tariff
reductions affecting import sensitive industries such as footwear
or apparel, We believe this fear to be unfounded for several
reasons:

1. The renewed section 124 authority will contain the
same safeguards as did previous law, In any trade agreement that
is concluded under this authority, the President cannot reduce
the tariff more than 20% on any ohe item. In addition, imports

of products subject to section 124 tariff cuts are limited to 2%

of all U.S. imports.
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2, The statutory framework of the Trade Act of 1974
provides for other safeqguards by requiring the President to ] N
consult with the International Trade Commission, Executive
agencies, and representatives from the private sector in deter-
mining the domestic economic impact of any trade agreement
negotiated under section 124, The President also must apprise
the House Committee on Ways and Means and the Senate Finance
Committee of the progress of any trade agreement negotiations.
Given the direct limitations on the amount of tariff reductions
the President is allowed to make, and the indirect checks arising
out of the consultations with government and private sector
iﬁterests, the power of the President to make tariff reductions
with section 124 authority is quite narrow.

3. In the House counterpart of S. 1902, the Subcommittee
on Trade of the Committee on Ways and Means adopted an amendment
which would impose additional safeguards for troubled domestic
industries. The amendment specifically provides that the
President cannot enter into any trade agreement under section 124
authority "with regard to articles that are designated by the
President as import sensitive." The Joint Industry Group accepts
this amendment as a compromise which wiil allow the President to
continue to seek reductions in foreign tariffs, while ensuring
that our import sensitive industries will not be advetsély
affected by any resulting trade agreement.

4. The past history of the use of section 124 authority

provides a further assurance of how it will be used in the
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future. In the two agreements mentioned above, the tariff reduc-
tions implemented by the United States were small in comparison
to the reductions received in exchange. As far as the Joint
Industry Group knows, no import sensitive industries were
affected by those trade agreements.

The Joint Industry Group strengly urges the Senate Finance
Committee to act expeditiously on this legislation. A number of
highly efficient U.S. industries have pinpointed potential export
markets in which they are ready, willing, and able to compete
head-on with their foreign counterparts. We ask only that they
be given the chance to compete on reasonably even éerms. The
Joint Industry Group firmly believes that extension of the
President's trade negotiating authority will lead to a worthwnile
improvement in U.S. export performance, which will help revita-
lize the business climate in the U.S. and create new job
opportunities. We would be pleased to supply the Committee with
any additional information which would expand on our statement

today. Thank you for your consideration of our position.
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THE JOINT INDUSTRY GROUP
U.S. CHAMBER OF COMMERCE
WASHINGTON, D.C.

DAVID ) ELLIOTT, CHAIRMAN
PO BOX 399, CINCINNATI OMIO 45201

In making this statement, the Joint Industry Group has the
support of the following associations and businesses they
present:

The Air Transport Association of America - represents

nearly all scheduled airlines of the United States,

The American Electronics Association - has over 1,900 high

technology electronics companies as members. Its members are
mostly small to medium in size, with more than half employing
fewer than 200 people. B

The American Association of Exporters and Importers -
represents over 1,200 companies, many small to medium in size,
plus 200 customs brokers, attorneys and banks.

The American Paper Institute - represents companies which
account for 90% of U.S. production of pulp, paper, and
paperboard.

The American Retail Federation - an umbrella organization
encompassing thirty national and fifty state retail associations
that represent more than one million retail establishments with
over 13,000,000 employees. '

The Chamber of Commerce of the United States - represents

over 236,000 companies and 2,800 state local Chambers of

Commerce.

The Chocolate Manufactures Association - A nationwide

organization representing approximately 95% of the manufacturers
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and distributors of cocoa and chocolate confectionery products.
The industry employs around 18,000 individuals,

The Cigar Association of America - includes 75% of all U.S.

cigar sales and major cigar tobacco leaf dealers.

The Computer & Business Equipment Manufacturers Association -

includes nearly forty members with 1,000,000 employees and in
excess of $50 billion in worldwide revenues. Members range from
the smallest to the largest in the industry.

The Electronic Industries Association - its 400 member

companies, which range in size from some of the very largest
American businesses to manufacturers in the $25-50 million annual
sales range, have plants in every State in the Union.

The Foreign Trade Association of Southern California -

represents 250 firms in Southern California in the import-export -
trade.

The International Hardwood Products Association - an

iq;etnational association of 250 importers, suppliers and allied
industry members. Members handle 75% of all imported hardwood
products and range in size from small private businesses to the
largest in the industry.

The Motor Vehicle Manufacturers Association - its 9 members

produce 99% of all U.S.-made motor vehicles.

The National Association of Fﬁrniture Manufacturers; The

Southern Furniture Manufacturers Association = over 275,000

employees representing NAFM and SFMA with over $10 billion in

sales produced by the domestic furniture manufacturers.
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The National Association of Photographic Manufacturers -

its corporate membership employs approximately 115,000 individals
and represents over 90% of domestic shipments of photographic
products.

The National Committee on International Trade Documentation =~

N
includes many of the major U.S. industrial and service companies.

The National Customs Brokers & Forwarders Association of

America, Inc. - a nationwide organization composed of licensed
Customs brokers and ocean/air freight forwarding firms. The
national association has 26 regional and local affiliated
associations of brokers and forwarders; the affiliates are
located in every major U.S. port. The combined membership
handles most of the general cargo imported into and exported from
this country.

The National Foreign Trade Council - is the oldest and

largest private, non-profit organization exclusively concerned
with the expansion of American foreign trade and investment.
More than 650 firms make up the membership of the NFTC with
council memb;rs accounting for over 70% of all U.S. exports and
over 70% of all U.S. foreign direct private investment.

The National Forest Products Association - An organization

of 2,500 companies which are engaged in the manufacture and
marketing éf a wide variety of wood products.

The Scientific Apparatus Makers Association - represents

manfacturers and distributors of scientific, industrial, and

medical instruments and related equipment.
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The U.S. Council for International Business - a business

policy-making organization which represents and serves the
interests of, several hundred multinational corporations before

relevant national and international authorities.
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Senator DANFORTH. Senator Heinz.

Senator HEINZ. Yes. Thank you, Mr. Chairman.

Mr. Elliott, as I said a few minutes ago, my concern in-granting
this authority, besides the fact that it is unprecedented, is that it
would harm a number of industries that are easily harmed, had
been harmed, are being harmed by imports. Would you agree or
disagree with that? -

Mr. Eruiorr. I am aware that many industries feel that they
have been harmed and injured by imports. There is a significant
evidence of that in many different ways. The Joint Industry Group
is not interested in pursuing tariff reductions that would in any
wasy; further threaten those industries.

nator HEinz. Well, that means, therefore, you would support a
policy that would prevent the administration from cutting tariffs
on industries that are being hurt by imports?

Mr. ELLiorT. We would certainly support a policy that precluded
negotiations under 124 on the duties of import-sensitive industries.
That may %g beyond those now being injured.

Senator HEINz. All right. One way to do that is to say that we
will not grant authority for negotiations on anything that is not al-
ready on the GSP list. Would you support that policy?

Mr. Eruiort. The concern we have with that particular formula-
tion, sir, is that the GSP eligibles list is not per se a definition of
import-sensitive industries. I understand from conversations with
USTR there are a number of products that are not import-sensi-
tive, that are not ou the GSP eligible list because no one ever
thought it was interesting to put them on.

Senator Henvz. Would you be willing to support a policy that
started by saying we are not going to grant authority for anything
that 1s not on the GSP list, with the exception of certain specified
product categories that you or the administration demonstrate are
not import-sensitive?

Mr. ELuiort. Did you say start with the GSP eligibles list and
then add nonsensitive items to that? That would certainly be an
approach that could be considered. Yes.

nator HEINZ. Are you able to s‘?ecify what you believe are non-
import-sensitive product categories?

Mr. Eruiort. We have not gone through that process, Senator.

0.

Senator HEINz. I think that might be helpful.

Mr. Eruiorr. I will make due note and pursue your suggestion.

Senator HEiNz. Thank you very much.

Thank you, Mr. Chairman.

Senator DANFORTH. Senator Bentsen.

Senator BENTSEN. No questions. Thank you.

Senator DANFORTH. Thank you, Mr. Elliott.

Ambassador Brock, glad to have you back.

Ambassador Brock. Thank you, Mr. Chairman.

Do I have a prepared text? I don’t know if I do or not. It’s irrele-
vant. I'm not going to use it, obviously.

Senator HEeiNz. If the chairman will yield, I will be happy to lend
yol my statement.

Ambassador Brock. I wouldn't take that for all the tea in China.
[Laughter.]

98-592 0 - 82 ~ 6
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I ]am trying to present a factual case here today, Senator. [Laugh-
ter.

Senator HEINz. ] can’t wait for the question session, Mr. Chair-
man. [Laughter.]

Senator BENTSEN. You are off to a great start now. I had planned
to go right back to the floor, but I think I'll stay. [Laughter.]

Senator DANFORTH. Ambassador Brock, it was my understanding
that you have some other appointment this morning and that you
were hoping to get out in about 45 minutes. Good luck.

Senator HEiNz. Mr. Chairman, I thought that his years in the
Senate would not be lost on him.

Ambassador Brock. Occasionally I forget about it, sometimes de-
liberately.

\ STATEMENT OF AMBASSADOR WILLIAM E. BROCK, U.S. TRADE
REPRESENTATIVE

Ambassador Brock. I do want to just be very brief, because I do
want to reserve a time for questions. _

Senator HeiNz. We're developing a long list of them, starting
now. :

Ambassador BrRock. Well, there are serious questions about this
study, and I respect the differences that do exist on both sides; but,
for myself, I seek it for a very simple reason, and that is that we
need the ability to negotiate to advantage U.S. exports and to do so
in a fashion that does not create problems for imports and for
import-sensitive industries.

It seems to me that what we have tried to do over the period of
years of this authority is to have the ability to take that kind of
action and to do so very, very carefully. It’s been done in a limited
fashion; it’s been done in a way that, in my judgment, has created
no new problems.

The basic thrust of the request is to simply leave us with the
ability to use every tool that we can in negotiating new business
opportunities for American firms and workers wherever they may
want to engage in commerce outside of the United States. That is
the purpose of the request, and to me it is a very simple one that
we would appreciate an affirmative response to.

I should say, because I know we will get into some questions,
that I have an extensive list of steps that are taken now to pre-
clude the kind of concerns that have been expressed, to insure that
we do not do violence to those industries that are import-sensitive.
In that particular regard, if you wish, I can either handle that in
response to questions or provide the committee with a complete
listing of the steps that we go through in making the determina-
tion for 124 authority use or for the reduction of tariffs. That
would be entirely up to you; but I do want to stress the fact that it
is an exhaustive and extensive process that is carefully described
both by law and by procedure to insure that we do accommodate
the concerns of the Members of this body, because there are valid
reasons for the expression of such concerns on the basis of the cur-
rent economic difficulty we find ourselves in.
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I think that’s enough for me to stop on, Mr. Chairman, and try
to get to whatever questions you have and see if we can resolve the
issue.

[The prepared statement of Ambassador Brock follows:]
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STATEMENT OF

WILLIAM E. BROCK

MEMBERS OF THE SUBCOMMITTEE, LADIES AND GENTLEMEN:

GOOD MORNING. I WELCOME THIS OPPORTUNITY TO MAKE A
" FEW, BRIEF REMARKS IN SUPPORT OF S. 1902, LEGISLATION
WHICH WOULD RENEW FOR TWO YEARS THE PRESIDENT'S RESIDUAL
TARIFF AUTHORITY UNDER SECTION 124 OF THE TRADE ACT OF

1974.

AS YOU RKNOW, SECTION 124 TARIFF AUTHORITY EXPIRED ON
JANUARY 3, 1982. UNDER SECTION 124, THE PRESIDENT HAS
THE AUTHORITY TO MARE MODEST REDUCTIONS OF NO MORE THAN
20 PERCENT IN U.S. TARIFFS IN EXCHANGE FOR OFTEN MUCH

LARGER CUTS IN FOREIGN TARIFES.

OUR OFFICE DOES NOT CONSIDER SECTION 124 TO BE A GENERAL
NEGOTIATING AUTHORITY. WE INTEND TO USE THIS AUTHORITY
ONLY IN SPECIFIC CASES IN WHICH GOOD OPPORTUNITIES TO

NEGOTIATE REDUCCTIONS IN FOREIGN TRADE BARRIERS ARISE.

OUR OFFICE REGULARLY RECEIVES COMPLAINTS FROM AMERICAN
FIRMS AND WORKERS REGARDING HIGH FOREIGN TARIFFS,
PARTICULARLY IN TARIFF DISPARITY CASES IN WHICH FOREIGN

TARIFFS EXCEED THOSE FOR THE UNITED STATES ON THE SAME
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PRODUCTS. WE MADE PROGRESS IN REDUCING FOREIGN TARIFFS
AND TARIFF DISPARITIES DURING THE TOKYO ROUND OF
MULTILATERAL TRADE NEGOTIATIONS, BUT THERE IS STILL ROOM
FOR FURTHER MOVEMENT. THE NEWLY INDUSTRIALIZED AND
OTHER DEVELOPING COUNTRIES PRESENT PARTICULARLY
ATTRACTIVE OPPORTUNITIES FOR SECTION 124 TARIFF
NEGOTIATIONS, SINCE MANY OF THESE COUNTRIES DID NOT
ACTIVELY PARTICIPATE IN THE MULTILATERAL TRADE
NEGOTIATIONS, SEVERAL OF THEM NOW APPEAR WILLING TO
NEGOTIATE THEIR HIGH TARIFFS WHICH LIMIT OUR EXPORT
SUCCESS. CANADA AND THE EC HAVE ALSO INDICATED AN

INTEREST IN SECTION 124 TARIFF NEGOTIATIONS, IF OUR

AUTHORITY IS RENEWED.

WITHOUT PASSAGE OF S. 1902 (AND ITS HOUSE COMPANION
BILL, H, R. 4761), WE WILL FORFEIT VALUABLE
OPPORTUNITIES TO EXPAND AMERICAN EXPORTS AND THE JOBS
INVOLVED IN THOSE EXPORTS. OFTEN, TARIFFS IN DEVELOPING
COUNTRY MARKETS ARE PROHIBITIVELY HIGH. EVEN THE MORE
MODERATE TARIFF LEVELS IN DEVELOPED COUNTRIES CAN
SERIOUSLY DAMAGE OUR EXPORT COMPETITIVENESS.

WE ARE ALSO FQRFEITING OPPORTUNITIES TO OBTAIN

NEGOTIATING CREDIT FROM OUR TRADING PARTNERS FOR

REDUCTIONS IN U.S. TARIFFS. THE CONGRESS HAS OFTEN
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FAVORABLY RESPONDED TO PRIVATE SECTOR REQUESTS FOR U.S.
DUTY REDUCTfONS BY APPROVING UNILATERAL U.S. TARIFF CUTS
IN MISCELLANEOUS TARIFF LEGISLATION. BY GIVING THE
EXECUTIVE BRANCH AN EXTENSION OF THE MODEST'TARIFF
AUTHORITY UNDER SECTION 124, OUR OFFICE COULD ATTEMPT TO
NEGOTIATE RECIPROCAL REDUCTIONS IN FOREIGN TARIFF AND
NON-TARIFF BARRIERS IN EXCHANGE FOR THESE U.S. TARIFF
REDUCTIONS.

OUR OFFICE HAS RECEIVED ABOUT A HUNDRED LETTERé FROM OUR
INDUSTRY, LABOR, AND AGRICULTURAL ADVISORS REGARDING
EXTENSION OF SECTION 124 AUTHORITY. THE MAJORITY OF
THESE LETTERS WERE VERY SUPPORTIVE OF AN EXTENSION. IN
ADDITION, WE HAVE RECEIVED MANY PRIVATE SECTOR REQUESTS
FOR USE OF SECTION 124 AUTHORITY. SOME EXAMPLES INCLUDE
REQUESTS FOR FOREIGN TARIFF CUTS ON: TOBACCO PRODUCTS,
CITRUS PRODUCTS, ALUMINUM WHEFLS, SILICONES EXPORTED TO
THE EC; FURNITURE, ALUMINUM AND FIBERGLASS SCREENS,
WALLCOVERINGS, DENTAL MATERIALS, MOLDS, AND COBALT
CHEMICALS SHIPPED TO CANADA; COLOR TELEVISIONS,
HANDTOOLS, CAMERAS AND FILM, MOTORS, TALLOW, AND SQUID

EXPORTED TO THE PHILIPPINES; CHOCOLATE PRODUCTS SHIPPED
TO KOREA; AND SALMON IMPORTED INTO NEW ZEALAND.
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THERE 1S OPPOSITION TO RENEWAL OF' THIS SECTION 124

AUTHORITY, SOME BELIEVE THAT WE WILL USE SECTION 124 AS

A GENERAL NEGOTIATING AUTHORITY. AS I MENTIONED

EARLIER, THAT IS NOT OUR INTENTION.

SOME OF THE WITNESSES YOU WILL HEAR TODAY MAY EXPRESS

CONCERNS ABOUT THE POTENTIAL USE OF SECTION 124
AUTHORITY ON IMPORT-SENSITIVE ITEMS, I WANT TO ASSURE

THIS COMMITTEE THAT, BASED ON OUR TRACK RECORD IN USING
THIS AUTHORITY AND THE PROCEDURAL SAFEGUARDS EMBODIED IN
THE TRADE ACT OF 1974, SUCH CONCERNS ARE UNFOUNDED.

DURING 1981, OUR OFFICE NEGOTIATED TWO SECTION 124
AGREEMENTS -- ONE WITH JAPAN AND THE OTHER WITH TAIWAN.
THE U.S.-JAPAN 124 AGREEMENT ACCELERATED THE
IMPLEMENTATION OF MTN TARTFF REDUGTIONS ON
SEMICONDUCTORS BY BOTH COUNTRIES. THE UNITED STATES
AGREED TO IMPLEMENT THE MTN CONCESSON DUTY OF 4.2
PERCENT BY 1983 RATHER THAN WAITING UNTIL 1987. IN
'RETURN, JAPAN MADE AN EVEN GREATER CONCESSION IN
AGREEING TO ACCELERATE ITS SEMICONDUCTOR TARIFFS FROM

10.1 TO 4.2 PERCENT BY\APRIL 1982, THUS, THIS SECTION
124 AGREEMENT REMOVED THE EXISTING DISPARTIY BETWEEN

JAPAN'S HIGH TARIFFS ON SEMICONDUCTORS AND THOSE OF THE

UNITED STATES.
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UNDER THE U.S.-TAIWAN SECTION 124 TRADE AGREEMENT,
TAIWAN CUT TARIFFS ON 28 AGRICULTURAL AND INDUSTRIAL
PRODUCTS BY AN AVERAGE OF 26 PERCENT. THE UNITED STATES
REDUCED TARIFFS BY 20 PERCENT ON EIGHT PRODUCTS, ALL OF
WHICH ALREADY RECEIVED DUTY-FREE TREATMENT WHEN SHIPPED
BY ELIGIBLE DEVELOPING COUNTRIES UNDER THE GENERALIZED
SYSTEM OF PREFERENCES (GSP). TAIWAN HAD EXCEEDED THE
COMPETITIVE NEED CEILINGS ON SIX OF THE ITEMS.
ESSENTIALLY, TAIWAN PAID FOR MINOR TARIFF CONCESSIONS ON
PRODUCTS fOR WHICH IT HAD ONCE ENJOYED DUTY-FREE
TREATMENT UNDER GSP.

NOW, I WOULEL LIKE TO BRIEFLY OUTLINE THE EXTENSIVE
PROCEDURAL REQUIREMENTS FOR USE OF SECTION 124
AUTHORITY. FIRST, BEFORE WE CAN EVEN CONSIDER CUTTING
U.S. TARIFFS, WE MUST SEEK AND RECEIVE THE ADVICE OF THE
U.S. INTERNATIONAL TRADE COMMISSION ON THE "PROBABLE
ECONOMIC EFFECT" OF A 20 PERCENT TARIFF CUT ON THE
RELEVANT U. S. INDUSTRIES AND ON CONSUMERS. IF SECTION
124 AUTHORITY IS RENEWED, OUR OFFICE INTENDS TO SEEK

NEW USITC ADVICE ON A LIMITED NUMBER OF ITEMS TO BE
CONSIDERED FOR POSSIBLE USE IN SECTION 124 TRADE
AGREEMENTS. WE PLAN TO CONSULT CLOSELY WITH OUR PRIVATE
SECTOR ADVISORY COMMITTEES IN FORMULATING THE LIST OF

PRODUCTS FOR WHICH USITC ADVICE WILL BE REQUESTED.
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THERE ARE TWO SEPARATE SETS OF PUBLIC HEARINGS HELD =--

ONE BY THE USITC AND THE OTHER BY THE INTERAGENCY TRADE
POLICY STAFF COMMITTEE. '

UNDER SECTION 135 OF THE TRADE ACT, WE MUST SEEK PRIVATE
SECTOR ADVICE WITH RESPECT TO NEGOTIATING OBJECTIVES AND
BARGAINING POSITIONS BEFORE ENTERING INTO A SECTION 124
AGREEMENT. OTHER SECTIONS OF THE 1974 TRADE ACT REQUIRE
US TO SEEK AquCE FROM CTHER EXECUTIVE BRANCH AGENCIES
AND TO CONSULT WITH CONGRESSIONAL ADVISORS AND STAFF ON
THE STATUS AND PROGRESS OF ANY NEGOTIATIONS UNDER

SECTION 124.

THESE PROCEDURAL REQUIREMENTS ARE ADEQUATE TO SAFEGUARD
THE INTERESTS OF IMPORT-SENSITIVE U. S. INDUSTRIES AND
WORKERS. OUR TRACK RECORD OF USING SECTION 124
AUTHORITY DEMONSTRATES THAT WE HAVE BEEN EXTREMELY
CAREFUL TO AVOID ACTIONS WHICH MIGHT BE DETRIMENTAL TO
IMPORT-SENSITIVE U.S. INDUSTRIES.

IN MARKING-UP H.R. 4761, THE HOUSE COUNTERPART TO S.
1902, THE HOUSE WAYS AND MEANS TRADE SUBCOMMITTEE ADDED
TWO AMENDMENTS. THE FIRST AMENDMENT PROVIDES FOR A
FULL, TWO-YEAR RENEWAL OF SECTION 124 AUTHORITY RATHER
THAN A TWO-YEAR EXTENSION FROM THE EXPIRATION DATE OF
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SECTION 124 OF JANUARY 3, 1982. WE FULLY SUPPORT THIS
AMENDMENT AND WOULD ENCOURAGE THIS COMMITTEE TO TAKE
SIMILAR ACTION. WE WILL NEED AT LEAST SIX MONTHS IN
ORDER TO SEEK AND RECEIVE NEW USTIC ADVICE UNDER SECTION
124, THE REMAINING 18 MONTHS WILL BE NEEDED TO COMPI.Y
WITH THE OTHER PROCEDURAL REQUIREMENTS I'VE MENTIONED
EARLIER AND TO ENTER INTO AND COMPLETE NEGOTIATIONS WITH

OUR TRADING PARTNERS,

' THE SECOND AMENDMENT WAS INTRODUCED BY THE CHAIRMAN OF
THE TRADE SUBCOMMITTEE TO ALLEVIATE CONCERNS ABOUT USE
OF SECION 124 AUTHORITY ON IMPORT-SENSITIVE PRODUCTS.
THIS AMENDMENT PROVIDES THAT THE PRESIDENT CANNOT USE
SECTION 124 AUTHORITY ON ITEMS HE DEEMS TO BE
IMPORT-SENSITIVE., IN ADDITION, THE WAYS AND MEANS
COMMITTEE REPORT LANGUAGE IDENTIFIES SEVERAL SECTORS
WHICH, IN THE COMMITTEE'S VIEW, SHOULD NOT BE INCLUDED

IN SECTION 124 NEGOTIATIONS. OUR OFFICE CAN ACCEPT THIS

"AMENDMENT.

BEFORE CONCLUDING MY REMARKS, I'D LIKE TO EMPHASIZE THE
IMPORTANCE OF HAVING THIS AUTHORITY RENEWED BEFORE THE

NOVEMBER GATT MINISTERIAL MEETING. MANY OF OUR TRADING
PARTNERS ALREADY HAVE THE AUTHORITY TO LIBERALIZE TRADE

BY CUTTING TARIFFS, IF THE UNITED STATES DOES NOT HAVE
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SIMILAR AUTHORITY, I WILL BE PLACED IN A WEAKER POSTURE
VIS-A-VIS OUR KEY TRADING PARTNERS. WHAT IS AT ISSUE
HERE IS OUR TRAbING PARTNERS' PERCEPTION OF OUR
COMMITMENT TO TRADE LIBERALIZATION AND OF OUR ABILITY TO
MARE GOOD ON THAT COMMITMENT. PASSAGE OF THIS
LEGISLATION IS CRITICAL TO OUR INTERNATIONAL EFFORTS TO
FURTHER OPEN FOREIGN MARKETS AND TO PROMOTE AN OPEN
WORLD~-TRADING SYSTEM.

THIS CONCLUDES MY PREPARED REMARKS, I WOULD BE PLEASED
TO ANSWER ANY QUESTIONS MEMBERS OF THIS COMMITTEE MIGHT

HAVE.
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Senator DANFORTH. Mr. Ambassador, you have mentioned this
subject to me a number of times over a fairly long period of time,
and] the bill was introduced, really, at your request. But I have
gathered over this long period of time that this is not just a matter
of pro forma support for legislation by the administration, but that
it is a matter about which {ou feel quite strongly.

I would like you to tell the committee why you feel strongly
about it. Why is this such an important matter to you?

Ambassador Brock. Well, basically it is one area where we
almost give up nothing in order to get a great deal. There is no
way you are going to get into the use of this authority without
having carefully quantified the cost of any action you might take
and measuring it against the potential benefit that this country
can provide.

I mentioned the process. We have talked to labor, we have talked
to business, we have talked to the congressional committees of the
Senate and the House, particularly this committee. Before we even
begin this kind of a process we look at the requests that we have
from other governments or the requests we have from U.S. busi-
ness, and we measure the relative merit of what we give for what
we get. And invariably we can posture this kind of program. It is
not always true in other cases, but in this program we can general-
" ly assume that we will gain more than we give, and that seems to
me to be a logical thing for the United States to do.

But beyond that, there are times when entering into up to a 20-
percent reduction in tariffs, which is what this allows, can achieve
results in something more than direct quantity-of-trade terms; it
can achieve for us an ability to negotiate with other countries in
areas that have much broader application. :

We are going, Senator, into the GATT ministerial of the small.
We will need the support of a lot of small countries—badly need
their support. They could destroy the ministerial if they see fit, just
by being negative. Our opportunity to offer them real, tangible rea-
sons for being constructive could be constrained if we don’t have
this kind of an authority. So it goes to the immediate substance of
getting more than you get, in tangible terms, but it also goes to the
broader application of trade policy and to the more fundamental
U.S. trade objective in the international trading system.

Senator DANFORTH. Senator Heinz.

"Senator Heinz. Thank you, Mr. Chairman.

As I understand what the administration seeks, you are seeking
a broad grant of authority to negotiate that is unlike any previous
grant inasmuch as previous grants have been tied to a specific ne-
gotiation, the Tokyo round, for example. Is that not correct?

Ambassador Brock. No, I don’t think so. I think we've got a good
example of authority not specific to any particular round, and that
is the 123 authority in the 1974 Trade Act. That section permits
the President to_negotiate compensation packages in cases where
we have had to increase duties to protect industries hurt by in-
creasing imports.

Even the 124 authority itself, although established at the time of
the MTN negotiations, was meant to be used outside of the frame-
work of the major negotiations.
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It seems to me that what we are saying is we are simply asking
for a renewal of an authority—granted, it has only n used
twice, but a renewal—that does have a life of its own. And it is un-
related to these central thematic negotiations. i

Senator HEINZ. My concern is that you may cut tariffs on items
that are already very import-sensitive. Now, I do understand that
the administration would not object to the so-called “Gibbons lan-
guage” which states that the authority in the section could not be
exercised with regard to articles that are designated by the Presi-
dent as import-sensitive. Is that correct?

Ambassador Brock. That’s right.

Senator HEiNz. Now, frankly, I would like to see that amend-
ment strengthened. I would like to see it strengthened at a mini-
mum by stating that articles which are as of the date of enactment
not on the GSP list wouldn’t be negotiable. What is the problem
with that?

Ambassador Brock. Well, I just don’t know. It is the same argu-
ment, I guess, that I will make to you when next we meet on the
Caribbean Basin Initiative, and that is that the addition of product
lists to any such approach tends to negate the value of the ap-
proach and the flexibility that you need going in. )

Senator HEINz, What you are saying is, it restricts your latitude
in negotiating. Is that right? You would like to be able to say ev-
erything is negotiable, on the one hand, but on the other hand you
are saying here that everything isn’t negotiable and the President
is goég‘g to act in good faith to protect import-sensitive—is that ac-
curate? -
¢ Ambassador Brock. I think that is pretty accurate, and generally

air. -

' hSerg?ator Heinz. Now, are you kidding us or are you kidding
them

Ambassador Brock. Hopefully neither. I just don’t think we live
in a static world. I think things change real fast. And anytime you
write something like that into law, you are locked. I guess what
would worry me—teasing aside—in looking at the Congress and the
pressure that you all are under today, and it’s enormous, really
enormous, with the degree of unemployment that we have in this
country, with the economic circumstance that {)ou have to face——

Senator HeINz. You are not facing those problems, either, in the
administration?

Ambassador BrRock. We all are. But the fact is that a lot of your
colleagues in the House and the Senate are facing an electorate
this year that is pretty angry. In that kind of a setting there is a
r?ason, frankly, to exclude almost every product that you can think
of.
Senator Heinz. Well, let’s be factual. Let’s discuss the process by
which you would determine what was negotiable, what was not
import-sensitive, what was import-sensitive, for these negotiations,
if you decide to enter into tariff cutting. As I understand the proce-
dure you propose, you consult with the ITC, you consult with the
private sector, and then after you have done that you have got to
- go to an ITC hearing. Right? Is that correct?

Ambassador Brock. First we have our own hearing.
Senator HEINzZ. Yes.
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Ambassador BrRock. Then we have the ITC hearing. During this
entire process, before and after, we are in consultation with [abor,
with business, with icultural interests; then we consult with all
oltlher departments of Government to be sure there is no concern
there.

Senator HEINz. My point is it is a very substantial, consultative
hearing process.

Ambassador Brock. Yes.

Senator HEINZ. Mr. Chairman, I heard the bell go off. I have
about 2 or 3 more minutes. If I have the permission of my col-
leagues, you and Senator Bentsen, I would appreciate it if I could
just finish this line of questioning. Unless that is a problem for
you, of course.

Senator DANFORTH. Sure.

Senator HEINz. You are as aware as I am of che process by which
a Fetitioner avoids being on the GSP list. A petition is made annu-
ally. There is an ITC hearing, and there are consultations. It is a
- very similar process, as I understand it. Is that not correct?

Ambassador Brock. Yes, in a lot of ways it is.

Senator HEINz. So, procedurally there are many similarities.
Now, my question to you is, since we know the procedure is simi-
lar, and the result ought to be similar since the procedure is simi-
lar, as a practical matter, can you envisage coming up with a list of
import-sensitive articles, as the Gibbons amendment would require,
that is at all different in practice, practically speaking, from the
non-GSP list?

Ambassador Brock. Well, there would be dalfgreat deal more con-
sonance with that list than there would be difference, obviously. It
would be hard to come up with——

Senator HEINz. There would be a lot of similarities?

Ambassador Brock. Sure there would. It would not, obviously, be
identical, but it would be similar.

Senator HEINz. Thank you, Mr. Chairman.

Senator DANFORTH. Senator Bentsen.

Senator BENTSEN. Thank you, Mr. Chairman.

Mr. Ambassador, supposing you get access to the $5 billion in ex-
ports, what about the other $35 billion? I am really concerned
about the enforcement of the various trade codes and how you go
about it. Senator Heinz was making reference to other legislation.
We have some that will be facing us. You were talking about the
pressures that we are under, that you are under, that would deal
with it in a much more arbitrary way.

I really want to see, as much as we can, that we take advantage
of the dispute settlement procedures under GATT and that we very
actively and aggressively enforce the things that we have that we
can utilize.

Would you care to comment further on that? Because unless that
is done, unless there is the impression that that is being done, it
wouldhbe very difficult to resist these other more arbitrary ap-
proaches.

Ambassador Brock. You know, I really can't argue it, I can’t dis-
agree with it. Sometimes it is a little frustrating, even with all the

ressures here, to have the criticism made that we are not enforc-
ing the present agreements on one side, and then have an almost
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desperate plea from a number of people in Europe, for example,
that we are being too aggressive.

We are trying to e these cases through dispute settlement,
and we are pressing very hard for an equitable resolution of the
o}:llispute within the range of the international agreement that we

ave.

It is absclutely fair to suggest, both in terms of international law
and domestic law, that this administration or any other should act
to enforce the afreements and the code that we live by. I think we
are doing that. I think the action of the Commerce Department re-
cently on steel gave a pretty food example of our willingness to en-
force U.S. law. When it is clear, and when there is an egregious
violation, we have to enforce that law.

So I think we are doing precisely what you suggest, at least I
hope we are.

nator BENTSEN. Well, I loock at the situation where I under-
stand we are talking about not pressing as aggressively, for exam-
ple on citrus. That has been a long-term concern of mine because of
my own State and what they do in citrus; but I am told that the
United States should not push that case against the European pref-
erence now. I don’t understand that.

Ambassador BRock. There has been no such decision in my
office. We haven’t pulled back on that at all.

Senator BENTSEN. Well, I'm pleased to hear that. Perhaps I have
been misadvised. '

How about the question of the subsidized exports of poultry prod-
ucts and that type of thing?

Ambassador BRock. We have a case pending before the GATT on
that, also, at the present time. We have had a little difficulty in
getting it to move as fast as we had hoped, but we are pursuing it.
And there has been no withdrawal or a weakening of the position,
again, in that particular area.

My General Counsel was just over there. Don, I think that is fac-
tual, is it not?

Mr. pEKiErFER. That is correct.

The problem, Senator, of course, that we have in Geneva and
dealing with the Europeans in general is that Europe is closed
throughout most of the summer. We have pressed that case, and
we intend to continue to press it.

Senator BENTSEN. Thank you very much.

Senator DANFORTH. Ambassador Brock, I would like to ask you a
totally unrelated question. -

There is considerable activity, I am told, in the House on the
question of domestic content legislation. Thus far in the Senate, to
my knowledge, there have been no hearings on it. As a matter of
fact, the bill has been referred to the Commerce Committee, not to
the Finance Committee. And I know that you are not prepared for
a hearing on the issue today, and this doesn’t purport to be one;
but I wonder if you could, just in about 2 minutes, give us your or
the administration’s views on the advisability of enacting domestic
content legislation, what the effect would be of doing so?

Ambassador BRock. Mr. Chairman, it is my personal judgment
that-if we want to take the largest single risk that we can take to
recreate 1929, that’s one way to do it.
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I think it is as close to a Smoot-Hawley approach as any I can
think of. The idea that this country can solve its domestic problems
by imposing a domestic content requirement on the products sold
here is just irrational.

You are talking about a possibility of increasing the price sold in
the United States, all cars, by $1,000 to $1,500. You are talking
about taking that action in total disregard of the fact that we are
going into what may be the most crucial trading meeting of the
last many years this November at a time when the whole world
trading system is under economic pressure and political pressure,
when protectionism is rampant and getting increasingly so. And
you are talking about taking an action in which the United States
would abandon its total commitment for the last several decades to
the process of liberalized trade in response to a short-term econom-
ic circumstance, without considering the fact that that action
would destroy the GATT ministerial, any prospect of success could _
trigger a massive trade war, and that all would lose but particular-
ly the United States. ;

It is a fact that we presently, and have for many years exported
more manufactured parts than we import, we export more farm
products than we import, we export more services than we import,
because we are a competitive productive country. -

If we start taking actions of that sort, then we will invite others
to take a similar course of action, and we will lose more than we
gain. You are talking about the potential for losing hundreds of
thousands of jobs, billions of dollars’ worth of net income, all in an
exercise in political futility because it doesn’t solve the problem.

If I thought about it for a while I could give you a stronger re-
sponse. [Laughter.]

Senator DANFORTH. Well, 1 wanted to make it clear. Obviously
this is not a hearing on this particular issue, but I wanted you to at
least have the opportunity to give us a preview of your reaction,
and I think you have done that.

I would say that obviously the auto industry is in a terribly weak
condition, as are a number of other sectors of the economy. I think
that the best way for the administration to diffuse this particular
issue is to examine the problems of the U.S. auto industry and
figure out if there is something that could be done to help it other
than this strategy, because a lot of us take very seriously the fact
that that industry is crucial, central in our economy. And really, it
is not just an economic question; it has a lot to do with the pride of
the country. The auto industry has been our international pride. So-— ____
we want to help it. We want to do something for it. We want to try
to improve its lot.

And yet, I think you have indicated that the administration does
have very strong views that this particular measure is, at least as-
viewed by you, a repetition of Smoot-Hawley-and a return to 1929.

Ambassador Brock. I do feel that way, Senator, and yet I am to-
tally in sympathy with your more fundamental comments about
the American automobile industry. There are a quarter of a mil-
lion good men and women in this country who are perfectly willing
and able to work, and skilled, and competent, who for factors unre-
latea to their own desire and will are unemployed in that particu-
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lar direct field today. And if you add the people in related indus-
tries, you are talking about a lot more than that.

The problem goes more to interest rates than it does to imports,
but whatever we can do to ease that problem we have got to do as
soon as we can. I am sympathetic to that and will do whatever I
can to be supportive. .

I must recall that we have already taken steps in the administra-
tion to ease the outside pressure. We did talk to the Japanese
about limiting the sale of those cars, and they have agreed, and
they have lived by that agreement. In the first year they were
right on the money—they missed by one car. That shows a certain
lack of precision on their part, out of the 1,699,000, or whatever it
was. [Laughter.]

But they have put the same limit on for this year, and what we
have to have is a domestic economic recovery, and whatever steps
we can take we ought to take.

Senator DANFoORTH. Thank you very much.

Ambassador Brock. Thank you.

98-592 0 - 82 - 7



92

QUESTION FOR U.S. TRADE REPRESERTATIVE BILL EROCK
FROM THE HONORABLE RUSSELL B. LONG

Question:

I am informed that a number of so-called tariff
disparities exist, where the same product is produced in the
Unit?d States and elsewhere, but the U.S. duty is low and the
foreign duty is high. Here, for example, is the case on a
product called "melamine®:

N
DUTY COMPARISON ON U.S. MELAMINE
{Cents Per Pound) )

. European

. R United States Cormunity
Ex factory price 40.0 40.0
Packing cost (bags) 1.0 1.0
Ocean freight ———— 6.0
Insurance ———— 1.0
Dutiable value 41.0 48.0
Duty rate 4.61% 9.8%
DUTY 1.89 4.70

Will renewing section 124 authority resolve this kind of
disparity?

Ansver:

Yes, this is precisely the type of situation in which wve
intend to use the section 124 authority. In most such cases,
the current U.S. duty was bound Guring the iiTii. Because of
these international commitments, any unilateral increase in
those tariffs will obligate us to offer compensatory U.S.
duty reductions on other items or accept retaliatory foreign
Suty increases. On the other hanG, if we enter into
negotiations aimed at achieving foreign duty. reductions, we
vill avoid breaking any of our international co.mitrments and,
at the same time, promote greater liberalization of the
international trading system. Thus, Extension of the 124
authority would give us the opportunity to make positive
changes by permitting the President to negotiate meaningfully
with our trading partners on items such as this.
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1. You stated before the House Ways and Means Committee

that the domestic sh;e manufacturers and the rubber shoe manu-

facturers association were unaware that there was a need for

shoes for organizations that sponsor athletic events for the

handicapped. Do you know the number of children that participate

in those programs? What steps have the rubber manufacturers

association and their member companies taken to help satisfy

those needs?

2. 1 also notice in your testimony before the House Ways

and Means Committee that Converse had given somewhere in the
neighborhood of 750,000 shoes to, I believe, Catholic Relief

Service and Care International. Were any of those shoes distributed

within the United States?

3. NIKE has given over 250,000 shoes by its testimony, to

the Special Olympics from September of last year until this
date. You stated before the House' Ways and Means Committee

when questioned by Congressman Jenkins, that the éubber shoe
manufacturers and domestic manufacturers could meei the needs

of the Special Olympics. Were you referring to the over 700,000
kids from economically deprived backgrounds that participate

in Special Olympics and cannot afford athletic shoes?
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Senator DanForTH. We will recess for about 60 seconds, and I
will be right back.
[Whereupon, at 10:27 a.m., the hearmg was recessed.]

AFTER RECESS

Senator DaANForTH. Mr. Koplan, it is good to have you back.
Thank you.

STATEMENT OF STEPHEN KOPLAN, LEGISLATIVE
REPRESENTATIVE, AFL-CIO

Mr. KopLAN. Mr. Chairman, thank you. It’s good to be here.

I will not read my entire statement.

At the outset I would like to just make one brief comment. I ap-
preciate the chairman soliciting the views of Ambassador Brock
with regard to the domestic content issue, and I am not going to sit
here and get into the chapter and verse of the position of the AFL-
CIO. We are obviously on the opposite side from where Mr. Brock
comes down; but I would ask, with the Chair’s permission, that our
testimony in the House on that issue, if I could just include it in
the hearing record in response to the comment that Ambassador
Brock has made.

Senator DANFORTH. Sure.

Mr. KopLAN. I thank you.

Senator DANFORTH. Although, I do want to make it clear that
this bill in the Senate was referred to the Commerce Committee,
not that committee. We have asked for a sequential referral, and
there has been no response to the Commerce Committee, and clear-
ly this is not a hearing on that issue.

Mr. KorLAN. No, I understand that.

Senator DANFORTH. I just wanted to give Ambassador Brock an
opportunity to at least agree with the administration’s position.

Mr. KorrLAN. Right.

Senator DaANFORTH. And I want to make it clear, as you know,
for the past couple of years the auto industry has been something
of an obsession of mine.

Mr. KorLAN. I am well aware of that. We have worked with you
on that issue.

Senator DANFORTH. I desperately want to help it, and I want to
do whatever is necessary to help it. To me, it is not helping it much
to just dish out the veto bait; it has got to be some practical strat-
egy for doing something constructive for the U.S. auto industry. I
don’t know what that is going to be. We went down the road on the
Lugar bill for housing, and that got us nowhere. Maybe there is
nothing that we could——

Mr. KorLAN. Well, that is why I thought it might be helpful if
we just submitted the commer.ts that we made previously in the
House, for the record.

Senator DANFORTH. Sure.

Mr. KopLAN. Thank you.

Mr. Chairman, the AFL-CIO appreciates the opportunity to
share its views in opposition to certain of the tariff bills pending
before this subcommittee.
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We are strongly opposed to S. 1902, a proposal to extend for 2
additional years Presidential tariff negotiating authority under
section 124. That authority expired on January 3 of this year.

We urge that Congress retain its authority over tariff cutting by
rejecting renewal of section 124 authority.

appreciated listening to Senator Heinz's introductory remarks
as he discussed the problems that he has with renewing this partic-
ular legislation. We join in that.

Present economic conditions alone should be reason enough to
regect renewal of this authority that would now extend to some
1,500 items that, _accordin% to the administration, have already
gone through the procedural requirements and are available for ne-
gotiations. )

The administration’s request for this legislation comes at a time
when the unemployment rate in this country is at 9% percent—
over 10 million men and women. Employment in every manufac-
turing industry showed a decline in June, with textiles and ma-
chinery the biggest losers.

American industries are suffering from the combined impact of
recession and high imports. The renewal of this authority will only
aggravate the serious erosion of this Nation’s industrial base.

The Tokyo round staging of tariff reductions, averaging 32 per-
cent over 8 years starting in 1979, obviously will not be complete
for some time. Additional tariff cutting authority for Presidential
negotiations during this staging process will undercut much of the
hard-won bargains and concessions from the Tokyo round.

S. 1902 will compound the adjustments already required by the
tariff cuts in the MTN.

Mr. Chairman, the Congress limited section 124 to 2 years, not to
continue tariff cutting but to provide for housekeeping or cleanup
of details that could not be taken careof during the 5-year period
of the multilateral negotiations. S. 1902 is no more than an admin-
istration end run to give the President a blank check to cut tariffs
on at least 1,500 identifiable items without prior scrutiny by the
Congress.

The administration has not provided convincing reasons for re-
newal of section 124. For example, contrary to administration
claims, the Japanese semiconductor negotiations have not, in the
view of many in organized labor, been successfully concluded. Our
disagreement is detailed in my prepared statement.

We believe that what American workers are experiencing in the
semiconductor industry is typical of what other U.S. industries will
have in stare for them if this legislation is passed.

I realize that there were many requests to testify today. I would
just note that certain AFL-CIO affiliates had also wished to
appear. For example, the garment workers have already submitted
a statement, and the clothing and textile workers as well, and I
know there were others.

Mr. Chairman, we are similarly unimpressed with the adminis-
tration’s claim that the United States will be placed in a weakened
negotiating posture at the upcoming GATT ministerial meeting in
November if Congress fails to provide the blank check for tariff
cutting called for in S. 1902. We believe that our bargaining posi-
tion will be weakened by this legislation; that is because other na-
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tions will be on notice that the President has nothing to withhold
from them, and they thus can demand more while giving less.

We urge this subcommittee to carefully examine each of the
1,500 items reportedly listed in three separate editions of the
Federal Register to determine, for example, the effect that duty re-
ductions of up to 20 percent of the existing rates of duty will have
on employment in those U.S. industries now manufacturing those
items. It is imperative that such a study be made by the Congress
before any further action is taken on this proposal.

The administration has asserted that any such tariff cutting is
merely intended to get foreign countries who are parties to such
negotiations to reduce their tariff barriers to U.S. exports. That ar-
gument ignores the fact that under the most-favored-nation doc-
trine imports from all over the world unilaterally receive the bene-
fit of such cuts. The result would be to further tip the balance in
favor of surges of U.S. imports and accompanying higher U.S. un-
employment.

Mr. Chairman, the AFL-CIO believes that passage of S. 1902 will
simply encourage increased production abroad for shipment to the
U.S. market at the expense of U.S. jobs. We urge that the subcom-
mittee recommend its rejection.

If I may have just one more minute, unlike S. 1902, most of the
other proposals listed for subcommittee consideration call for
specfifﬁc action, often temporary action, by Congress on identified
tariffs.

On November 5 of last year we submitted our views to the sub-
committee in opposition to certain provisions of H.R. 4566, and
those views are attached and are made part of my statement.
Those views included opposition to S. 231, a proposal to amend the
Tariff Act of 1930 to increase from $250 to $600 the amount for in-
- formal entry of commercial goods.

Last, we appreciate the opportunity to comment on section 8(c) of
S. 2094 which would grant the President for 5 years the authority
to reduce or eliminate existing U.S. tariffs, already under 5 percent,
gn seven high-technology items relating to computers and semicon-

uctors.

The AFL-CIO is opposed to granting such authority for the rea-
sons detailed in my prepared statement.

I thank you, Mr. Chairman.

[The prepared statement of Stephen Koplan follows:]
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STATEMENT OF STEPHEN KOPLAN, LEGISLATIVE REPRESENTATIVE :
AMERICAN FEDERATION OF LABOR AND CONGRESS OF INDUSTRIAL ORGANIZATIONS,
BEFORE THE SUBCOMMITTEE ON INTERNATIONAL TRADE,

- SENATE COMMITTEE ON FINANCE
ON S. 1902, AND OTHER TARIFF BILLS
July 21, 1982

The AFL-CIO appreciates the opportunity to share its views in opposition to certain of
the tariff bills pending before this Subcommittee.

First, we are strongly opposed to S. 1902, a proposal to extend for 2 additional years
Presidential tariff negotiating authority under Section 124 of ti.e Trade Act of 1974. Such
authority expired on January 3, 1982. We urge that Congress retain its authority over tariff
cutting by rejecting renewal of Section 124 authority.

Present economic conditions alone should be reason enough to reject renewal of this
authority that would now extend to some 1,500 items that according to the Administration
have already “gone through the procedural requirements and are available for negotiations."
The Administration's request for this legislation comes at a time when the unemployment
rate in this country is at 9.5 percent -- over 10 million men and women. Employment in
every manufacturing industry showed a decline in June, with textiles and machinery the
biggest losers. American industries are suffering from the combined impact of recession
and high imports. Renewal of this authority will only aggravate the serious erosion of this
nation's industrial base.

The Tokyo Round's staging of tariff reductions averaging 32 percent over 8 years,
starting in 1979, obviously will not be complete for some time. Additional tariff-cutting
authority for Presidential negotiations during this staging process will undercut much of the
hard-won bargains and concessions from the Tokyo Round. S. 1902 will compound the
adjustments already required by the tariff cuts in the Multilateral Trade Negotiations

(MTN).
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Mr. Chairman, the Congress limited Section 124 to 2 years -- not to continue tariff
cutting, but to provide for housekeeping or cleanup of details that could not be taken care of
during the 5-year period of the multilateral negotiations. The time allotted for winding up
such details ended last January 3rd. S. 1902 is nothing more than an Administration end-run
to give the President a blank gheck to cut tariffs on at least 1,500 identifiable items,
without prior scrutiny by the Congress. Such a proposal will undermine agreements and
assurances obtained by private sector groups in the United States who supported the Tokyo
Round. )

The Administration has not provided convincing reasons for renewal of Section 124.
For example, contrary to Administration claims, the Japanese semi-conductor negotiations
have not, in the view of many in organized labor, been "successfully concluded." As a resuft
of the multilateral trade negotiations, the United States and Japan now have a 4.2 percent
tariff on semi-conductors. Although Japanese tariffs have thus been reduced, Japanese
practices, which effectively require and/or encourage production in Japan for export, have
not changed. In addition to existing Japanese non-tariff barriers, U.S. exports are stifled by
a 17 percent European tariff. However, the Europeans, as well as other countries thoughout
the world can ship to the United States under the new U.S. tariff rate on semi-conductors of
4.2 percent. The result will be expansion of semi-conductor production in Japan and the
European Economic Community (EEC) because the U.S. has reduced its tariffs (unilaterally
for Europe). These factors are aggravating a collapsing U.S. semi-conductor market. We
believe that what American workers are experiencing in the U.S. semi-conductor industry is
typical of what other U.S. industries will have in store for them if this legislation is passed.

Mr. Chairman, we are similarly unimpressed with the Administration's claim that the
United States will be placed in a weaker negotiating posture at the upcoming General
Agreement on Tariffs and Trade (GATT) Ministerial Meeting in November, if Congress fails

to provide the blank check for tariff cutting called for by S. 1902. We believe that our
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bargaining position will be weakened by this legislation. That is, because other nations will
be on notice that the President has nothing to withhold from ihem, and they can thus
demand more while giving less.

On October 15, 1981, the AFL-CIO transmitted to United States Trade Representative
William Brock (copy attached), its opposition to any further extension of Section 124.
However, our opposition was somehow omitted from the communications forwarded to the
House Subcommittee on Trade by the Office of STR on October 27, 1981. We urge this
Subcommittee to carefully examine each of the 1,500 items reportedly listed in three
separate editions of the Federal Register to determine for example, the affect that duty
reductions of up to 20 percent of the existing rates of duty will have on employinent in those
U.S. industries now munufacturing those items. It is imperative that such a study be rmade
by the Congress before any further action is taken on this proposal.

The Administration has asserted that any such tariff cutting is merely intended to get
foreign countries who are parties to such negotiations to reduce their tariff barriers to U.S.
exports. That argument ignores the fact that under. the most-favored-nation doctrine,
imports from all over the world unilaterally receive the benefit of such cuts. The result will
be to further tip the balance in favor of surges of U.S. imports and accompanying higher
U.S. unemployment.

Mr. Chairman, the AFL-CIO believes that passage of S. 1902 will simply enco‘urage
increased production abroad for shipment to the U.S. market at the expense of U.S. jobs.
We urge that the Subcommittee recommend its rejection.

Second, unlike S. 1902 most of the other proposals listed for Subcommittee considera-
tion call for specific action -- often temporary action -- by Congress on identified tariffs.
On November 5, 1981, the AFL-CIO submitted its views to the Subcommittee in opposition
to certain provisions of H.R. 4566, an omnibus tariff bill. Specifically, we objected to those

sections relating to the importation of canned tuna, chipper knife steel, pipe organ parts,
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and to the increase in value limitations applicable to informal entries of noncommercial
imported merchandise. In addition, our submission included opposition to S. 231, a proposal
to amend the Tariff Act of 1930 to increase from $250 to $600 the amount for informal
entry of commercial goods. (Attached is a copy of our November 5, 1981, submission).

Lastly, we appreciate the opportunity to comment on Section 8(c) of S. 209; which
would grant the President for 5 years the authority to reduce or eliminate existing U.S.
tariffs -- already under 5 percent -- on seven high technology items relating to computers
and semi-conductors. The AFL-CIO is opposed to granting the President such authority.

in technology, the policies of most governments seek to attract, maintain and develop
technology within their nations for defense and economic purposes. If the United States
seeks only to reduce foreign practices while the U.S. remains virtually open, the result will
be the loss of the basis for the future development of our newest industries.

We believe this proposal will worsen prospects for growth in the U.S. computer
industry. The reasons for our opposition are similar to those already given for our
disagreement with the action taken by the Administration regarding semi-conductors. This
measure would encourage similar results in the field of computers and encourage further
harm to the U.S. semi-conductor industry. U.S. companies will be encouraged to move
abroad protected by a variety of tariff and non-tariff barriers, while the U.S. will have
unilaterally reduced its tariffs. The resuit will be the U.S, export of highly skilled jobs.

For example, tariffs in ;he Philippines and Taiwan are as high as {00 percent on some
"electronic components."” Should the U.S. and Japan reach an agreement for zero tariffs on
such items, the result will be a decrease in U.S. production with an accompanying surge in
U.S. imports. In the computer world, Mexico -- a relative newcomer -- has doubled its
tariffs, tightened its licenses and taken other steps to nourish Mexican production. A
lowering of modest existing U.S. tariffs will only encourage production of these items

abroad.
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In summary, the United States cannot afford to pretend that the world is ready to
welcome increased U.S. exports, nor can we pretend that lower tariffs negotiated with a few
countries abroad will result in benefits for U.S. industry. In the real world of the t980's, the
United States needs realistic trade policies to assure that there will be U.S. industries in the
1990s.

The proposals that we have commente upon fail to take into account the real needs of-
our nation -- a diversified U.S. industrial economy that includes fully competitive high

technology and service industries.
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AFL-CIO

STATEMENT ON SECTION 124 TARIFF AUTHORITY

October 8, 1981

The AFL-CIO believes that the I'resident's authority to
negotiate tariff cuts according to Saction 124 of the Trade
Act of 1974 should be allowed to expire for the fellowing
reasons:

First, the Tokyo Round's staging of tariff reductions
over 8 years, starting in 1979, will not be complete for some
time. ‘Therefore, much of the hard-won bargains and concessions
from the Tokyo Round will be undercut and avoided by additional
tariff cutting negotiations. The bill would compound the adjust-
ments already required by the average total tariff cuts of 32
percent in the Multilateral Trade Negotiations. Those multi-
lateral negotiations for five years c&id not lead to full cuts
because of the compromises. It seems inappropriate to extend
the authority into the future.

In short, the United States has given more than it received
in most of the tariff rounds for the past three decades. There
is no reason to reduce U.S. tariffs even gurther, while the U.S.
and the rest of the world have not even digested the tariff cuts
in the Tokyo Round. =

Second, the Congress limited Section 124 to two years --

not to continue tariff cutting, but to provide for "housekeeping
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negotiations.” The two years are up and the "housekeeping
negotiations" to clean up odds and ends at the end of the
Tokyo Round should have been taken care of. Sectjon 124 was
not to be used to start new negotiations or as renewable
authority every two years.

Third, the examples used in the background paper suggest
an additional reason for not g;antinq the authority: first,
the Japanese semi-conductor negotiations have not, in the view
of many in organized labor, been “successfully concluded," as
the paper states. The market has fallen out of semi-conductors
Just as U.S. tariffs are lowest. The Japanese tariffs are
down, but Japanese practices, which effectively require and/or
encourage production in Japan for export, have not changed.
Thus the harmonization of the tariff on semi-conductors between
U.S. and Japan may lead to more companies going to Japan and a
loss of U.S. competitive strength -- in the U.S. Meanwhile,
the Europeans have not reduced their 17 percent tariff on semi-
conductors. They can ship to the U.S. at the new low rate. The
result will be expansion of production in Japan and the E“C, while
the U.S. has reduced its tariffs (unilaterally for Europe).

These factors are aggravating a collapsing semi-conductor
market.

The Canadian example used in the background paper raises
another problem. AFL-CIO repgesentatives have protested the
U.S. attack on Canadian practices on investment, Canadian
production requirements, etc. Those practices are not going to

go away because of tariff-cutting negotiations. For the U.S. to
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offer new tarif{{ concessjions whilec the Canadians are encouraging
U.S. production capacity to move Rorth, however, is to assault
the U.S. economy further. Thus, it is one thing to oppose trying
to pick a fight with Canada, as we have, even though their
policies may be disadvantageous to the U.S. But it is another to
offer them tariff reductions at a time when the U.S. supposedly
is not fceling happy about the kinds of actions the Canadian
government has taken. Certainly we don't want to encourage in-
vestment in Canada for sale in the U.S. ¥Ve want fair trade.
‘Fourth, there are reports about negotiations with many

other countries and very little informatior about them. For
example, there are reports about bilaterals in the Far East, where
countries like Taiwan and the Philippines bave tariffs as high
as 100 percent on electronic items, for example. The private
sector was not fully apprised of such negotiations, and still
does not know whatk progress has been rade. 1f any progress is
made with one of these countries, and the U.S. lowers a tariff
rate for a procduct, it lowers that rate for all countries under
the "most favored nation" doctrine, not just one Eountry. While
the overall reductions are limited in depth, the cut in one item
could have majer cohsequences for that product.

Additional tariff-cutting actions would tend to further
undermine the industrial base and act as a further invitation to

ship to the U.S. market from relatively closed markets abroad.
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Thus the prospect of mutua{ benefit from further tariff
cuts is unlikely. The European barriers and recession will
retard export gains. Other nations have higher barriers and/or
limited funds.

Instead, the U.S. trade balance, which has been in deficit
for five years, would be worsened. The deficit range has
moved to between $30 billion and $40 billion a year. In August,
the deficit reached $5.6 billion, as sharp rises in manufactures,
such as steel, added to other imports. To encourage more
imports at this time through tariff cutting would worsen prospects

for changing the deficit.
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Amcrican liederation of Labor and
Congress of Industrial Onzanizations
818 Sixtoenin Straet, N W

Weslungton, DC 20008
(202) 637-5000 Novexber 5, 1981

Honorable John C. Danforth, Chairman
Subcommi ttee on International Trade
Senate Finance Committee

2227 Dirksen Senate Office Bldg.
United States Senate

Washington, D.C. 20510

Dear Chairman Danforth:

The AFL~CIO appreciates this opportunity to submit views to the
Subcommittee on International Trade concerning H.R. 4566, as well as on
S, 231.

H.R. 4566 includes many provisions for reducing tariffs. The
Congreasional Budget Office has estimated that this b1ll will cost the
Treasury Department $6.6 million annually in lost revenues. In general,
the AFL-CIO belisves that unilateral duty reduction bills hurt industry
at home and U.S. chances for successful trade negotiations to encourage
potential export expansion. Specific objections to provisions of the
bill follow:

Saction 2 of H.R. 4566 would amend the article description of the
Tariff Schedulea which provides for a tariff-rate quota on imports of
tuna packed in airtight containers. The effect of the change will be that
shipments from the Y.S, insular possessions will not be included in deter-
mining the extent to which the quota has been filled. The National Marine
Fisheries Service ia the agency responsible for the administration of the
quota. The effect of the bill would enlarge the amount of tuna imports
allowed into the U.S. mainland.

Unions affiliated with the AFL~CIO who represent cannery workers
objeat to the undercutting of jobs and production through low-wage imports
ip this fashion. They believe the further destruction of U.S. cannery
Jobs and U.S. cannery production will give importers a virtual monopoly
of the U.3. market. The AFL~CIO therofore opposes Section 2.

/\k‘mmwof .‘\d\k'\uylmnt
AChalloney: for te Luture

€D
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Honorable John Danforth - -2 - November 5, 1981

Bection b would unilaterally reduce tho duty on imports of chipper
knife stecl, rot cold formed, which i3 now undergoing staged tariff
reductions under the multilateral trade negotiations. Chipper knife
steel is a spacial stecl for knives which chop wood into pulp, chips and
other paper and lumber producta. U.S. producers of this steel have been
trying to meke sure that U.S. production continues. Recently, layoffs
and plant shutdowns in the steel industry have contributed significantly
to the increased-problems for manufacturing of chipper knife steel.

The steel, which is being imported, is subsidized by foreign govern-
ments and the operational effect of foreign tax lews. The result is that
the foreign stecl has an unfair advantage. To give it an added advantage
by further tariff reductions adds insult to injury.

The dependence on foreign chipper knife steel is already at a peril-
ously high point -- over 70 percent. Once the U.S. production is finally
destroyed the price of chipper knife steel from abroad can rise to any
height at all and no U.S. production will be available.

The AFL-CIO believes that the U.S. should not undercut the potential
for a healthy U.S. industry. U.S. Jobs, an effective negotiating posture
and an end to encouraging.the import of subsidized products would be aided
by a rejection of Saction k4.

Therefore, the AFL-CIO opposes Section 4 of H.R. 4566. —

Section 7 would provide permanent duty-free treatment with respect
to parts of pipe organs. The United Furniture Workers of America has
informed us that removing tariffs on organ parts would create unfair com-
petition for the manufacturing of organ parts as well as the organ. In
addition, the quality of the pipe organ would be adversely affected by
dependence on foreign parts. The AFL-CIO therefore opposes Section T.

Section 11 amends the article deseription of item 869 of the Tariff
8chedules to increase the value limit on informal entries of noncommerical
imported merchandise. The bill would ellow a traveler to import between
$600 and $1,000 into the U.S. with only a 10 percent duty for the aggregate
amount above $600. A major purpose for this legislation is allegedly to
ease the administrative process for the U.S. Customs Service. However, the
AFL-CIO has repeatedly been assured that Customs has computer facilities
and the expertise to mornitor imwports into the United States. The expanded
use of informal entry procedures could undercut this commitment as well as
the effectiveness of many trade laws and agreements.

Thorefo.e, the AFL~CIO opposes Section 11 of H.R. k566,

In sum, ve urge that the Subcommittee recommends striking Sections
2, b, 7 and 11 from H.R. 4566.

The AFL-CIO also opposes S. 231, which raises the value of commerical
imports eligible for informal customs entries from $250 to $600. This
~bange would make import monitoring even more difficult for many import-
sensitive industries.
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Honorable John Danforth -3~ November 5, 1981

Under informal entry procedures, the customs officer releases the
articles to the importer without independent verification. The pay-
ment of duty 1s based merely on the shipping documents and self-serving
statements contained therein. Thus an increase in the ceiling to $600
would encourage evasion of duties by means of inaccurate or even false
shipping documents.

.

Inports are valued at the foreign port of exportation -~ not on
the basis of U.S. domestic prices. Thus $600 worth of foreign shoes,
garments, handbags, nuts, bolts or screws, or many other low-value, but
large quantity import-sensitive items could amount to a subatantial
quantity of imported products. In sddition, multiple shipments could
collectively consist of a large influx of unrecorded entries. Import
monitoring of import~sensitive items is a necessity not only to assure
compliance with U.S. trade laws, but also to measure promptly the impact
of imports for future U.S. trade negotiations so that import relief can
be provided when warranted.

Failure to adequately monitor such imports will be injurious for
U.8. domestic production with a resultant loss of U.S. jobs.

This proposal has been made to the Congress many times in the past,
but has been rejected. We urge thet the Subcommittee follow that practice

by recommending that S. 231 be rejected.
Sincerely,

Ray Denison, Director
DEPARTMENT OF LEGISLATION
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STATEMENT OF RAY DENLSON, DIRECTOR, DEPARTMENT OF LEGISLATION,
AMERICAN FEDERATION OF LABOR AND CONGRESS OF INDUSTRIAL ORGANIZATIONS,
ON H.R. 5133, THE FAIR PRACTICES IN AUTOMOTIVE PRODUCTS ACT, BEFORE
THE SUBCOMMITTEE ON COMMERCE, TRANSPORTATION AND TOURISM OF THE
COMMITTEE ON ENERGY AND COMMERCE OF THE HOUSE OF REPRESENTATIVES

March 2, 1982

The AFL-CIO welcomes this opportunity to support H.R. 5133,
the Fair Practices in Automotive Products Act.

Gcntle@en, many times in the past the AFL-CIO has come before
this committee asking for Congressional help to save American in-
dustries and jobs. Too often the responses have been too little or
too late or not at all, and year after year the strong, broadbased
industrial machine that was America has been weakened and its workers
displaced, not because these industries have become obsoclete but
because these industries had been overwhelmed by foreign trade
practices.

Now we face an emergency situation involving an industry that
is basic to our economy and whosc fate could decide whether this
pation will regain its productive health or slide into a depression.
Therefore, to us, this legislation is of the greatest importance.
The AFL-CIO represents 14% million workers who are important to
our society as breaéwinncrs. consumers and taxpayers. Many of
ihese members are in the automotive industry, directly or indirectly
and their jobs are threcatencd by the massive 1mborts of foreign-made
automobiles, trucks and parts. Already tens of thousands have lost
their jobs in rubber, steel, aluminum, glass, textiles, paper, R
electronics and plastics - as well as directly in the auto industry -
because of this threat.

More than one million auto jobs have been affected by imports
and rising sharply, and the ripple effect is having a smothering

effect on the U.S. cconomy where onc out of every five jobs are related

to the auto industry.
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Retween October 1978 and October 1980, employment in the 1ndus-
triol sector classified as Motor Vehicles and Fquipment (SIC 371)
fcll by 289,000. During that same two-year period, 141,000 jobs \
disappeared in the primary metal industry, 100,000 at car dealerships,
316,000 in the automatic stamping industry, and 26,000 in the tires and
inner tube industry. Many additional workers lost their jobs in various
industrial groups that supply the auto industry, but whose job loss is
not scparatcly identifiable from the general employment data.

The impact extcnds to all rcqions of the country and the total
comuunity in which affected workers once worked. Many are no longer
tuxpaycrs, but now arce uncmployment compensation beneficiaries ond
soon welfare recipients., This loss is a massive national toll as a
financial burden on society, a tax-loss to the community, a loss of
our industrial base, our defense-related capability and a rising
trade deficit.

At the AFL-CIO {ouvention in New York last November, the delegates
adopted a policy resclution on International Trade and Investment which
stated in pert:inent part:

"Domestic content laws should be enacted to assure
continued production of such products as autos. A U.S.
production requirement is needed to preserve employment
and skills and shore up the nation's sagging industrial
base. Local content requirements in autos should be
tied to sales volume and should be phased in beginning
with the 1982 model year."

H.R. 5133 provides a strong response to the critical need for
domestic content laws to reestablish a viable U.S. automobile industry.
It 1s based on the concept that multinational auto companies -~ U.S.,
French, German or Japanese ~- should provide the United States with

jobs and production -- not just assembly jobs -- when they eanjoy the
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gdvantages of the U, S. market . 'he proposal simply extends current
U, S. domestic content requircncent laws so that passenger cars and
light trucks will be required to have a gradually rising percentage
standard of American-produced parts.

Domuestic content is not a new idea. For example, the U.S.
has had domestic content provisions in the Energy Policy and Con-
servation Act of 1975 (a 75 percent domestic content requirement for
an automobile to qualify as domestically manufactured for purposes
of determining average fuel economy). Australia, Brazil, Mexico,

South Korea and Spain have domestic content requirements.

other nations have combinations of domestic content laws or
policies, high tariffs, quotas and/or embargoes, subsidies, and
requirements for exports -- plus in some cases, export requirements
for parts.

Most countries have much higher requirements in law and/of in
practice than the U. S. The attached tables (Appendix A) submitted
to the Intcernational Trade Comnission by the United Auto Workers
give a sense of the extent of this practice. What the tables do
not show, however 15 that there has also been an effective de facto
content requirement in Western Europe that creates an enormous

advantage for producing therc. Between wmembers of the European

Comunity and imembers of the European Frée Trade Association -- that
is 1n most Western Europc -- there has becn a duty-free transfer
privilcge for production within their borders, but a tariff on parts
and cars from the outside -- tariffs that are generally higher than
those of the United States. The cffect encourages production in
Europe. Many European countries alsg have quotats ir "gentlemen's”
agreements or otier regulztions to lcep out a flood of car imports.
Relatively speaking, thercfore, the United States has virtually

no tariff and non-tariff barriers on autos and parts in comparison
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Lo those of other countrices. ‘he Japanese, for example, have no
tari1ff, but they bhave a high commodity tax (which they raised in
April 1981), a national distribution system that stands in the way
of imports, and an inspection system that means that every car
entering Japan may be individually insprcted. Other nations
have quotas and tariffs on Japanese cars and high restraints on all
cars. The U. S. has a 2.8 percent tariff and the rest of the world
has tariffs ranginy from 7.6 percent to 205 percent (see Appendix
B). Under these circumstances, the incentive to préduce abroad
and flood the U. S. market is escalating.

Meantame,-U.S. and foreign auto companies have become multi -
nationals. They will continue to foreign source their parts.
H.R. 5133 does not stop all foreign sourcing. But the bill does
limit the percentage of content that a company can foreign source
to stem the outrush of parts production from the United States.

Foreign sourcing already accounts for a great deal of U.S.
auto manufacturers' purchases. The attached list of major components
sourced between 1977 and 1981 {(Appendix C) demonstrates how serious
this problem has bccome. Without H.R. 5133, the bleak future for
America's industry will have to have more and more parts production
moved abroad and to make the U.S. a mere assembler of foreign-made
parts. Unless that trend is reversed, drastic reduction in U.S.
auto jobs and production will continue and ultimately cost the nation
its security as well as its technological future.

The provisions of the bill are designed to find a middle way =--

to assure a viable industry here, without stopping all multinational

integration.
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The content formula, therefore, is based on costs of the U.S.
automotive production for which a company is responsible as a
peroent of U.S. automotive sales. "Content“‘means the total uU.s,
cost of a manufacturing company's production at wholesale factory
prices to dealers for all cars and light trucks sold in a year.

Both parts made by the company and parts purchased from others
would be yiven credit as domestic value. Automotive exports
count, along with production sold in the U.S., but the bill makes
sure that exports to Canada will be counted only to the extent they
are balanced by imports from Canada. R

The bill sets a ratio of content, depending upon the level of
cars the couwpany sclls in the U.S. 1t is phased in gradually,
beyinning in modcl ycar 1983. Uy 1985, if a wmultinational company
sells over 100,000 vehicles in the U.S., it would have to produce
or buy domestic production worth 25 percent of its auto sales here;
over 150,000, 50 percent:; over 200,000, 75 percent; and over 500,000
it would require 90 percent content.

A second major feature of the bill is designed to give domestic
manufacturers the chance to supply replacement parts to all auto
dealcrships, particularly those sclling foreign-made cars. Upon
roquest, the manulacturcers would be réquitud to determine promptly
whether domestic parts satisfy reasonable requirements for performance.
If they do, the manufacturer would be required to notify its dealers
and include such parts in its service manuals. In addition, when
requested, the manufacturer must give the parts company a letter
stating that, in the event of accident caused by defective parts,

the parts company would be liable.
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‘'he bill also instructs the Sccretary of Transportation to
155UC necessaly requlations, monitor compliance and issue annual
reports on local content. Penalties for failing to reach the
content level would lcad to a curb in allowable imports in the
following year. Failure to abide by the replacement parts provision
would be considered an unfair practice under the jurisdiction of
the Federal Trade Commission.

The result would be that the changing technology of the auto
industry could be absorbed. The rapidly escalating outrush of
production would noq_lead to a complete destruction of this important
American industry. Instead, H.R. 5133 creates an dpportunity for
manufacturers from all nations to sell and produce cars here,
employing U.S. labor and providing a multiplier effect on production
and jobs in services in this economy.

This will benefit U.S. consumers who wish to continueto choose
among a variety of cars, U.S. workers whose jobs consist of parts
and assembly operatiéns for motor vehicles, and for U.S. business
which has a major stake in participating in the expansion, rather
than the decimation of the American auto industry.

On February 15, 1982 at the AFL-CIO Executive Council meeting
in Bal Harbour, Florida, a statement was adopted that included a
call for "enactment of additional domestic content laws to protect
endangefed U.S. industries, such as H.R. 5133, which assures the

continued U.S. capability to produce autos." (Full text attached.)



116

-7 -

For these reasons, the AFL-CIO endorses H.R. 5133, a fair
bill designed to take automobiles and related parts off the list
of endangered U.S. industries. Its passage is bound to have a

positive ripple effect on the entire U.S. economy.
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- {PALLa L ped Counteies Sucvered

ilmzﬂ.’_!. o Jucal contant requicement of AS percent s In effect.

. widev the Txport Facilitacion Schewe, dus O commence oA
Mash 1, 02, Auscsal lan car manufacturecs vould be slloved to
ervdic exports against local content requirements. Theee credits
will incrvese Cram $ peroant n 19A2 to 4.73 pescoant la 198) and 7.8
parcenit In 194 and can be uted o leport cusporets AUty (ree. The
offeat wuld be W rede Ue lacal content cequirement to 73
patcant by L1984, Australia maintaine & quota limiting impoces of
asteubled wehicles % 20 percent of tm existing macket. Thate are
mpart tavifs of 33-57.2 peccent deperding on stage of assembly.
W eport {owtives exist. General Motors, Pocd, Chcysler, Toyots
and Wissay produoe vehicles In Australfa.

L e el content egulations of export cefulrements are (a
! i Austria.  The sutomobile leport duty is 0 percent. The
wilue sdled tax M) On utosrobiles I3 ¥ percent.
sSouyc-Deinlur-Puch (3-0~P) produces mopeds, trucks, bumees and
tractora. Genacal Motocs vill shocetly begin production of
aroecdile engimy od anmeissions. S$-0-P and Bf wi]l soon
pooduce dissel axwmmobile engires.

dum W Local contant cegulations of expoct cequirements are
- d by Selgtus. There are cepocterily aumantitative

astziotiony on lmpoces Cron Japen, Teleen, South Koces, [ndochine,
ad Bamarn Qusopsen countries. The Umpoct taciff on automobiles ls
the IC'e 10.9 percent common external tariff. A 25 peccent valus
adind tax {9 lovied on all sutomobiles 30ld In Selqium. Pocd, OM,
ritish land, Peugsot-Cleroen, snd Volvo sssemble cars ard
treshs, fenpult and Volkswegen slsewdle only aitomodiles (n
Slgiun

? 11.S. Canudian ato trade {3 conducted yder the terws of

L3N0t ive Parts Trade Agressent (AFTA). This trade (s duty
Cmse. Carade 'as 8 4.2 petcent lmpoct duty on Lmpoces of ron<. 9.
axxs ond tucks and has salety ad esission requirwwents similar o
the Unitad States, There afe ro local content cequirements of
quantitative ssetxictions. Chrysler, Gf, Pord, N and Volvo have
memifacturing factiities Ln Carada.

m_g;a Trerw ate ro reetrictions on autamodile {mports excepe the
u.u:m K cweon external tact€f. A 70.25 pecoent WT (s

98, 1tare Ae W locsl content cequiations of export

repents. Inports of Japaress abOMOhiles have rgver tisen O
over 3 getoank of .Uw market and the Prench govervawnt has
thut {t dose moz vant them to exceed this level. Me K'e 10.9
peccant sutamoiiile taciff splies. Thece (s a 12.1 peccent YT,
mamum\gpnmwmnm.

s Trame ae o local content. export cequi cwsencs, or
tat{ve Lindtatione. Gerwany applies the EC's 10.9 percent
 engernal taritf on sutcmooiles ax! has a 1) percent VAT.

Cecuny malintairw rigid safety and emmissions standerds. (a -
ajition, there fs & graduatad motac wehicle tax hased on
- harsegiamr. Geamneral Motocy and Yord teve mawufactucing/ssswdly

.
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talft ™ lecal antent requistions ar export cequlirements axist.
taly wplies the BC°s 10.° peccant comson extermal tarlff on
srxwehiles. taly has focsal quantitative cesteictions on vehicle
lpaces Crow cuctaln Far Zastern (19A0 allotment (rom Japan (s 2,200
ace) and Zastern Duropeen courkcies. In addition, [taly’'s serict
safery standacrds mahe cecti{lication of imported sutamob(lee
4Aiffioult o ohtain. T™e sutomodile import Aduty (s 10.9 peroent. A
VNT vazying Crom 18-)3 percent depending on engine esise (e
sgplicahle o all sucamobile sales.

Jagwrs Jspan naintaing ro locul content rtequirwments of
quntitative restricefons or Lewpoct ducies on suttmobiles. Thare s
8 15 ox 70 pecoent comodity tax levied on sutamobiles Aeperding on
engice sise @xd on owecall suto dimensions, and s wwvvial sutomodile
tan vhich atlm (ncCreasss by enyire size. The machanical safety et
wwlicomantal sodifications required to cumply vith Japenese
szingent vehicle egulations heve discoursned lmports. Additionel
Jigatventagee T Amorican sutamdiles inciude the higher deales
weryins and a coplicated multi-loyered Heeridution systom.

Etl-tl%n Tha Dutch vehicle manufactuxing industry (s relatively

a Outch flom, manufactures camerclal ant military
vebicles. Volvo groduces pessenget Cars ad ("ete ae & mawwe of
amallec Dutch s and trailer manufacturers. T e taci(f on
astomobiles is 0.9 peccent for Lmpotts of sutawohiles from the 0.3,
{oto the X, Yhere Ls an L8 percent velus-addet tax.

Lclonally, ranufacturecs of umporters of pessende: cals have
bay & special conmmption tax of 1€ of 17 percent. Imgorts are Aot
-shject © wy special Lapoct licenses or quantitative
~sstrictions,

Rev taalands There are o specific requlations Aintaring the amount
e (n . iles assewbled in this -vuntry. Novewer,
o tapore 1loensing syscws wandates the use of locsl components.
Tailfs for oospletely built W mitos (OWH acer 99 percent foc
ooraral tariff) 20 parcent for Austrsiia and the U.R.; and V,)

cossoreelth country comtent. Import tariffs for cospletely lnocied
v (XD} units arer 43 percent genecal tariff cater preferential
rates of 6.23 percent for Australia and the U.K., and 1179 percent
W 43 gaccent for Canads depending on the level of Cosmanwvealth
oountry contant. Certain Australiaen CXD sutos are duty free and
asrtain OO0 autos e abject to & 10 peroent duty urder terms of
tho Rew Tealand Australlan Free Trade Associalon. Licenses are
required © (upoct CXD cars but are, (n effect, cbtained
sutastically by assemblers. (Licenses Cor C0 units are serictly
controlled xud currently maintained ot a level of agprouimately ¢
§ prour of tha total avusl sales of %35,000 w 70,000 units.

Pued, Gerwral Motorw, Chrysler, Tuyoks, Acitish Leyland, Bonde,
Misde, Skode, Sbaru, Datmun, Nitmbishl, and Talbot (Peugect) heve
locsl sesesdly plencs.

%\Nw ne ro local content cequlactons or wohicle Lapoct
cestr avi. Auttmobile lmpore taciffs ace 7.4 percent vith en
additicnal vehicles tax vasying from £8-1S) percent of the vehicle
valun. There is O aucmodile production tn Nocvey.

?{y Local contant requirement for vehticles assesbled in Spetn s
PO, There ate /o ispoct quocas. The- Umpoct tariff foc
£on-IC/EPTA tource wehicles {s 48 peroent vith & cospensatory lagort
tam of 1) parosnt. LUy tax vacies between 17.%=33 percent
Gpgading on horsecower of vehicle. PFiat, Rensult, Citroen,
Peuoe, Yord, General Motocs heve assemhly opetations in Spein.
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4 Tos we 0 loral content cequlations., Thure is s 9
petoa COF iwart tauiff on pusseniec cars and & 20.4Y percent VX'
N U Ay piid velus. There are aparently roswestsictive Lapost
licarsee, &y wll as stringent safety and emimsion standarde,
Svadish producecs teceive a redaote of all duties pald on lagoe
SURperents {noorporated In a car whtch (8 arpoctad. Only Jaab and
Wive saulartvce (n Sweden,

%l Tacifts an pessengec vehicles lmpocted {nto
trem the 0.3. cange Crom Svwiss Prance 79.62 to 134,950
por 100 kilograms groem. Sviss (rpowe duties on weight rether than
an valus., Swstantially Lower tariffs have been_acocorded to IC and
PR awpplisce. In additiun, a turnover tax of A.4 percent af
I8 levied. ¥o quantitative Usport cestrictions are

rady hovevet, at time of ceqistration of an lmported vehicle
(e Svitseriov!. the U.3. made prochct mut confom vith the Swise
Regulagtions i Constiwt/un and Bqulpment of Moeor Vahicles,
onerdaents 10 Nich becwea effective on Jonuary L, LW0. The
objectives of 'he sserieants are o cejuce gredusly molse lewal
Linits by October 1, 19602 ana 1984, resorctively. Sviss-made trucks
:mMmWnMde o Arbon {n the Canton of

L r Thece ate o locel contant cequlations o expoct
Tiw lmpoct taxiff on sutomobiles (s tho EC*'s common
teenal tacllff of 10.9 paccwne. It has besn publicly repoctsd thet
lmports from Jepen atw woluntarily lisited by the Japarwes
© agproxlestely 10 percwnt of the market. Rritish
and, Pocd, M, and Peugeot-Clirosn manufauctucte Ln the O.X. In
tion there ae numerous mall, spectalty tioms. Curtent plane
aoe for Witish Leylard o manufecture Bonda designed sutomodiles in
Yo mer future.

Ryvalopipg Countrjee Jurveyed
112 Andeun Pect's Autorotive Progemm

ad, ewn mice lmpoctantly, comprents suoh a8 emaires, progress
in : been slow. !

™o folloring caxpenies have sigred sjreements to pacticipets {n the
PROYCEN  Genetal Motors, Yolhaveqen., and Tist) other companies thee
a0 cnwidering participeting ace:r rocd, Pensuit, Mack Trucks,
Hiswan, Segneo, and Volvo. (n adiition to thwse genecal peovisions,
aasbes couwzies hwwe Uw follwing xecific rulesr

%ﬂm a9 o vehicle sanufactucing of sesmmbly
opee in Rolivia.
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Su)mdige A 1} peccunt local contant redulatton (s maintalred
on Wris which sonasble sutosobiles Crom Leported comporonts.
Dagarted sutancbiles ace sovessed 2 130 poercent ducy, & IS
PeCCINt 3alas tax, & 5 peroent oxpoct pramotion feo, & 1.3
peccant epoct diversification Sud tax, and a 1 paroent
conmular {woice fes. There are M Quentitatiwe cestrictions,
Sut faport lLlcenses o used © restrice (mpocts. Renault

3 Thete are gresently no locul contant rectrictions oc

onprenents (A Zouador. [mpoct dutiee on sutoscbiles
sarwe Cros 100 peromrt ©0 190 peccent depending on peice) on
ad vang duties ace 80 paroent oc 100 parcant depanding
ad capecilyr and on Cour viwel drive vehicles they are

cant o 0 pecoant ceperding on price. In addition, an

axchatge of W parcent on the c.i.f, value {9 applied
motoe wehicle soocts encept trueks. On all {cess,
tapoctation cequlrenents call for a t percent socvice charge
and 8 S0 patosnt pxtocr deposit, both an tha o f.f. valwa,
Lrpottace are tequired O prepay 80 percent of the imgort
before ttw laport licenwe I8 cecoived. This Llcerwe is
(omad the Minjstry of Industriees, Cosmecon and
In sddition to the overall quots., eech sutamotive
dealeac ox distributoe (s amigred an Individml quoca. This s
the basis of past lmpocto. and therefore, it vacies
distribucor/dealet. Mavly ocetabliohid dealots are
assdgned & Quots of $40,000 par each siz maatha.

Rusd fas degun 0 (splewent (ts ABICON (Andoan Common Market)

it

el

1h

|

asnlorad cights o menslaotures (1) lljx penmengec core and
onginas of 1050-1300 oc. moor cize, and (2) ligv trucks and
tranmsissions of 3.0-4.6 matric tors capecity. The Ecuadoreen

GovesTeant and Volkewacan siged & contcact n Dscambec 1979
tor the produrtion of a passenger caC. Cermeal Motocs s
onrTying out fessibility studies Cor the pegduction of light

Loosl contwnt cequlations cequire 10-35 peccent Jocal
dapending on vehicle typs. Although buiik up wehicle
e been gxohibited o dato, regorts arw that impoce
vill be obtalnadle in 199G. [aport tacifls are A0
amul&mmmmmuu. There (9 &

locsl contant cogulationo aall for awual (ncrecsss
) pecdant cuctently to 90 percent in 1968, Ixpocts are
regtzicted 0 witcle Hypuo groduced locally. The tariff on
{aposts 8 120 paccent on Varazualsn Goverrmment ratecence
price. Txpost reRuirements o based on a percont of tUw value
of metional astomobile production and (n o Lnkances they
e Qantitative reovirements sriiton tm&nm‘
. In sddition to thres local ({ms, Ronsult ond
Tolkmegen msswmtile care; Fet, O, and Pord secesdlio corv and
truolmy Meck wnd [ntarmationnl acomchie towchay ond O and
Topots mmasble jesgs.

§
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AWNAlryg 1 nwes (eposts, the Veraruslan Fconamic Cabinet
apgxoved a2 nev sutombile Leport pollcy on Apctl 2¢, 'ean, <ow
prohibited 10 e (mportation of A-cylinder models {except ™
the ). ALl other models not produced In the countsy
m wvithout llcense upon peyment of ad valocem

{spocted

of 170 paccent ard a specific ducy of (00 “ollvars per
wle. “odvle simailar © thoss produced in vm:ula“mu pay
o ad valorem duty of 129 parcent only. Vare and %
Deeldnger whicles would pey '3 parcent ad valocen and 100
Saltvars pec kilogrme specific Auties. EFfactive date of this
far measure vill presmably depend on publicetion of
cacrespording decres ln the official gasette with rew list of
ln‘('mwa-m'm. Cast yoar this took plece on June

Qune Degloptny Counts iee

m There are o sutomndile manutacturing saseably opecations
ls. Onspecified quantitative reatrictions on automobiles
we In sffyce. Deport duties on sutomobiles range (rom 40-%0
pocuent,

Loosl ¢content ceopuletions exist for all wehialee ae
passengec - 97 percent (n 1460, reduced to AS percent ta
(982 casmercial -~ (rom %40 peccent in 1990, reduced to 79~88
petot in 1962. (mgoct tariffe on vehicles are 99 parcent on cars
{Gpalining o %5 parcent in 1902) and 43 pecoent on trucks
(duolining 0 ¢¥ poecosnt in 1962). Minlmus impoct peices ace %4 per
abilc aantimstsr engire displacement plus 1Y peroent Creight—Ofe e .

Wmmumminolmmmm
y regatisted vith each fim with factors such as U
individml fiowe balence of pegments being taken Lnto acoouUNt.

ture 15 & spotum o2 xinhmm leport values beded on the cac's
.t& Passengec cacs are produosd Ln Brasil by Yoed, OM, .

ad Plot. Tousks ace wanufactured by Yord,
vo, and Toyota.

. Vol
Ghller Lowul covant regulstions tequiting 0 percant of sssembled
anomob{le sewufacturecs are Ln Coroe. Exparts afe not
Wleer ocel contant (s lesl then Y0 perowt. In this cese
oaswilers wust enport sufflcient produsts O reach W
of oosts. Impoct tariffs on automodilee
mtmwwmmlnmmndlqm T™e 00
be suduned esch yesr to ceach & firal cate of L0
(s & 100 percant conpumption tat (£ en
an

g
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MRS ULiel comere equletions vary by contract with eech
sspesiilec. Flat has a Jolmt vantute (o¢ astowobiles with Y0 pecoant
D 40 paicent loval cuntent (equired an) NC jaeps are assemdled
with @ 13- perasnt loral cantent. There are MO exPOCt
t-plm tmpoct Atles vacy Crom A3 ‘peccent to 700 pecoent
mm an angine slie and maber of c7lirders. (ndividuals are

© laport only one caxr every tvo yoars and the laportation
of right hand drive cars {s Coctfidden. Peyment of laport duties
st b sade in hard currency.

Thete afe 0 local contsit cequlations of export
ruments (n Ghana. A purchase tax which vacies Ccom § peaccent
w Wo ant based on the cac’s valus encourages local
on. Comsatcial vehicles sssesbled (n Ghame & not pey r.hl-
Onder Uw wehicle standacdizacion policy (n effect sinoe
ownt 3, 1979, only vehicles - passengec cars, pick-ups, CTes
couwry wehicles, and buses - manufagtured by agProved manufacturets
oy tm imported. Tre list includes Peugect, Datmm, Volkewagen,
Sarault, Masda, ad sMpck Truch., Cars for diplossts and Ghanaian
officieals are ewsspe foom this cequicement. Rensult and Tovo Kogyo
sssamble cace. Nissan, Toyota, »d Vamhall assssbhle cars and
m Bcitish Leyland, Pord, and MecCedes-Bers asssmble huses and
Cheyalar, Oeuty, Rino, )LALN., and Mack assemble trucks.
mmm Dmpoct tarifls cange Crom 15 to 8
pecoent.

s The wmius aied component requicosent {(mposed on local
20tor vehicls amsadly iz a minimm of 2% percent vithout mandatocy
Pward escalation. Tarifls on lwports from non-EEC COUNtries cange
Cron 10 o 20.7 pecoant. 1n Nowesber 1979, a woluntaty system
desigred 1 testrain tmpocts ves adoptad providing for a cteduction
of 0 pexoant In cac lspucts. Bus Leports tequire an Lepoct
Licenes. Tho isguance of licenase (s, st times, delsyed oc
withimld. A pre-lmpoct cash dapoelt of 6 percent foc ~umes and 20
paroant for paesengsr sutomoLiles (s also required. The depoeits
are recained by the goverrment (ot two months.

Local content regulstions exist only for the dmeetic [ndian

ile prokxers. Thece (8 O irwestmant by foceign sutomoblle

sewfecturers. TPOrts ae enoowraged by cash sbeidies and lspoct

wtm \icenses. Iwmport tariffs on othes vehicles vacy Crom

U0 pacosnt ing on type ad &xle wight. uvonuaun

@ ganetally not for passerger cars and those foc commerctal
wvehicles are lssusd on & limited basis.

W Progressively stringent local content requlations are
ng [neticutad (n the motor vehicle irndustry although lage In
qonperent asnutactate are slowing implesencation. While the
Govetresnt hoped 0 achieve full local maxwlactuce of comporents (o€
e scat populer types of pessenger and 1lght cammercial vehicles by
194, 1t hes entanded this deedline until an Uepscilied dace foc
components not yet sanutactured in Indoras{a o not manufaccured in
sulficient quantity. Presently all passenger wehicles, & all
oumercial vohiales leportad {nto Java and Sumatrs, axe 0 be
fmgocted campletaly krocked-down. Umpore tariffs on built-wp
pusserar vehicles tanoe (ram 20 peccent pluw a 10 percant sales tax
an jeeps ©© 2 peroent plus 8 20 petcent sales tax on pateenger
Ouws. Thery aw ro expost el rements or quantitative
emrigtions, (local assesdly plants produce the following mahes of

carm  Nsuki, Oat o, Cand . Bolden, [mreu,
Yolksvegen, Mercedes, uicabisht, Meaau't, m. Alfa Romeo, B3O,
Dodge, Piat, Tata, Steyr. Citroen, Bacliec, Moskvitch, Subaru,
:vo. ford, Toyotz, Nonda, Chevrolat, “edford, Mocins, Daihatsu,

Neroedas-Osuts

98-592 0 - €2 ~ 9
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% W local content requlations ex{st but conponents
not be (mpocted. Corwmescial ard cectain

othec wehicles e parmitted o be unpocted only completely
¢ coquicements, An (mpoct licerws
refurdable prioc lepoct deposit (s
tpore o8 (CIF) an assambled DASSSNQer CALS (other
secvice=type vahicles) cange from 40 peccant (or cars
1,200 ce, % pecoant foc care
0 130 percent vith an engine
™e duty an ron=public secvice
for amenddly in® complets wvehicles by
petcant, [mpoctsrs have deen directed
100 daye credit overseas. The four athocised assesblecs
Rerwa Limitat, Genetal Motocs Limived, Assoctiated
Yeohicle Asmcthiers ILilnited ard Plat Xerya Limited. QM asssmbles
Touss exd Bedfocd trucks, Sritish Leyland assembles trucks,
Landtovecs, Volksvagen eicrobuses and Mitsudieh Llight buses.
Associated Vehicles assembles Datsun cars and bumes, FOUQEOt Ltrucks.
Topots rucks, Food trusks, end Volvo trucks.

Dapost protection (s acvocded 0 local progucers of the following
asmotive cmsporents: eselecs, aShesives. batteriss, tires., tubes,
pairen, Gat glass, carves, oft trim, upholstecy, insulationm,
taltators, systams, leal spcings, spete wheel GarTiecs, seet
framms, vicing hecvesess oxd beake Lintngs. .

i
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Easdgala
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Ondec the ASRAR Auscmotive Pedecation (M) schame for
ASTA production, Maleysia will produce timing cwing
and epoing, nipples, ard collec chaine for motoccyclss.
mqm:mm--muufmm
no furcther acoreditation of sdditional capecity Coc
alloved Wil ¢t ASIN Committes on
Rnetqy detacmined that the aucieet had
0 varcant furthec sccreditation of eimiles

roqulations cequirtng 0 peccant for

and 80 parcent for txucks exist vith a plannad

of both (n 198]. fepores of comporants

by expocts. Vehicls impoct Anties carpe

© 100 paconnt of ocen, Vehicle teports are moe allowed
on of & customs 10 et the 0.8, docder.

ade (£ there {s a shoctfall In domestic

ege, Pord, Gt and Nissan
aarefactuse/asewmtle cace ad trucks. Awriomm Mococs produces cace

13;:533
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m tocal content requlations requiring ¢0-30 percant levels

opuerations ace (n part or totally Moroocan-owwd. Theough this
spetan, Plat, Opal, Simcm, end Renmult sutcscbiles are “ld in
MOreoco, ¢ Becliet, Yolvo, Bedford, Pord, OAP, Lendtover, and Jeep
utilicy, e industrial vehicles are assemtiled.

wp A 30 petcent locsl content tegulation le Lsposed aftac
yoars of ssveshly. Wehicle Lmports are restsictad by lapoct
1tonses and passenger vehicles vith engines cver 2,%00 oc are
mtud. Passenget vehicles vitn smallec engirws face duties of

90 W 2950 percent. Volkswegen Banufaectures/assesdliss cacp ad

Pougeot mwlactisey/assenbles cars. Oritish leyland

sl actures/ssssnbles trucks and Landrovers. Stayr
ssnufsctixes/assoiles trucks. Mercedes and Plac will shortly begin
© amuacture trucks and Nissan vill stact manufactixing
astomobtles.

Dikisten: Trace are ™ locel content requiations &8 such but
atent use of locally produced casponents (s encouraged by
ogilacion and s regacted o range (rom M-40 percant of value
dpanting on vehicle type. Projectad use of local products (s
voporead © be about A0 peccent by 1965, Exports and mports are
mud. Cameccial vehicle lspocts arw prohibited. Impores of
tuile W wehicles are dstiable (7%-'50 pecoant o valocem)
m an engire etse. A state~ownsd corpocation Nes a sonopoly
over the sstcmobile M. it mz assemhly ectangamants vith MC
(Jespm), Cluysler (xucks), OM (Teumy toucks) Vamhall ferucks and
busee) . dnm-ui. Suzuki /‘vens and plckips), VNissan

u‘u mtho (buses), Suaicomo (trucks), ard Wino (trucks).
Mmm (PICD) controls the lapoct of both cowpletsly “rocked
dam ard cmpietaly tuilt wp vehicles. Completely builit up Lmpocts
- 0ed 0 thoes teing drought: (n by fetumnim expetriste
Pukistanis {4 sonths of more contimous stay ovecsess).

woh! e e
“ln MMemdishi products one assesdles Volkwwegens. The
ts o veh {the Tesarav wility venicle, a
tary wehicle snd verious trucks), Mhﬁum
ard smatcegdile assemtily facilities. GM sssambles
are ad trucke, and menufactuces treramissione.

1 Local content cequlstions for vehicles assembled in

are 22 percant In 1900 4eclining o seco in 1905, Currest
mpost quotas Cor completaly knocked down and completely auutw
vabicles are scheduled 0 end in Januacy 1983, Daport ducies foc
O-IC/RFD\ saxce vehicles is agproxiastely 4.3 0.8. cants per
wlogram. Daport Quotas are scheduled ©o be phased out hy 198,
QN, Posd, Ranmult, Citroen, ALfa Aoeeo, Pritish Leyland, Peugeot,
Talbot, Aull, BN, Mecoxdne, VWlkmegen, Tovoca, Nissan, Masds,
Sbere, Sonds, uumq—-.—-uymm tn rortugal.

%Anﬁ!n Thete are o local content requlatione oc lmpnct
ons. The tmport taciff (s I percent of CIP valus.
smaniles truchy. A Saxdl Cimm assenmbles buses wsing
fcwraxis chassis. The Saudi Arabian Governusnt provides s
W the Natioral Compiny Cor Car Mamalactusing, located In
o in tm Goom of s Intecresc-Free 10en.

st The aurent loosl content requlations requi rement is
The ispoct taciff rate vecies Crom Y0-Y2 peccent foc
q::}ywm wehicles o 100 pecrcent for assesdled
Thete thnolaa.l;‘uwlh ccmpanies.
tclee

‘,;!.

1

i
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® Thace ace no local content ceulations of quantitive
osr one on wahicle (mpocts. Impost tar{Cfs ace 43 percent.
T is & 1D percent additional regiseration (ee, & $1,000 base

on Ces for peivate and cental cacs (39,000 on campeny
catel, and scaled coad taxes. Meccedes, Focd, Bcitish Laylerd and
Wlvo groduoe oazs. Nissan produces vens.

Tice: Passenger Cars aust contain 4§ peroent by weight
content. Stacting in 1960, the local content cegulations have

Goun extended to light goods vehicles (appcoximataly @ to 2,800
Yo The 1990 ad 1901 requirwments foc these are 30 peccont by
wight. 9y 1902 thase to0 must meet tha requirement of 68 peccent.,
Licenses e quired, dut are granted o mset e full and

- e and nnsssawblies foco

} a9 covered by a curtently valid
aemfsotuxing progeas agproved by the Miniater of Srorcmics, “here
e M xpoct requitessnts. Fully manufactured cacs mev be lapocted
thout o License, hut the duty 1s 100 percenc. Excise tax (o cacs
t local content (s 98 percenc. Por those _
68 peccent local contenk. the excise Auty pec Rand value (s a

manimm of L) Rand cancs. Timre are excise duty decreasess foc
pecrcentages of local concent achieved beyornd the Rinimus €4 percent.

Missen, Plat, Yocd, G¢, Acitish Lerland, Marcedes, VOlhswagen,

84 and (DD produce autmobiles and toucks. Alfa Acmso, B4,
PouUguot producs authe. Toyota South Africa peoduces its owm

beard of utos and ttuchs and asseEbles Rensult sutos and trucks.

1 There we four auto asnufactucing cawpenies in Kores -
» Sashan, ard Shin Jin. The llrst thees Companien also
aswfacture buses, & Bo ~ Nyudal and Saehwn - asnufacture tricks,

The tariff cate for sutcmobiles (3 %0 percent.

Autcmobiles and auto components ace on tha “Restrictsd List?,
maening prior approval of the Auto Trade Association (s cequiced
bafore an impoct License can be (ssusd. With regard to 100 pezoent
foreigraade cars, the Associstion vill issue impore licenses
daparding on the *spply ad dwand situstion® in Kores: however,
axch Licerses are caraly egproved.

:

|
|

Smestic manufecture snd sesemdly of all oars, trucks, and buses.
Those for cecs, effective Jenusry 1, 1960, are e followes

e, Ime ol vehicls Cocal content requirement
{Peccent)

R1a Aeisa (1}

.- briss IT 92
- riat lﬂ‘u €2
- Pouguot 20
Yopundal rorw L3
- Coctine Mack IV 62
- Granada 21
Sanhen Gesd nd 8
Casw) Rekoed (.13
Shin Jin Jeop (J~9) n

- Otlesel Jesp 12
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There ere o @pecific apore requicements par se for Kocean suto
aarulagtucers, although there ace expocrt targets add sane moral
Tn-m © mest Chose targets. According ©o the Kocesn auto
nfustry sasociation, hmvever, thece (v ore stipulation lagosed on
Poyurdel and Xla: (n order 0 ohtain permisation to (epoct are
krocked down Ford Graneda or Peugeot 404 for local sssesbly envd
sale, the companies must enpost (ive domsstically ssnulactied
pustwnpear cass.

Talvene Current local content requirement for wehicles (3 as
o atomobiles (including sedans, wegons and jeeps of 1.9
wWae and balow): 70 parcent with proviso that msnuacturer must
produne are of tha follaving comporents: (1) engine, (2) pleton,

cod, and piston pia, (1) cranksheft, (4) axle

on, (9) speing, (4) oylinder valve., Light motor wvehicles
{inoluging uok, plai~wp, and sation wagon of 1.9 tne ed
balow)e pecont vith provieo siailer © sedans. Import duttes
o8 artomobiles are Crom 43 parcant O 7S percent depending on type.

w % local content requlations exist. Dnpores are limited
ontirely @ the govecremant. ([mpoct tariffr vasy Cram 40-100
porcant Avgerding on engire stize. Exceot for trucks, the nnly

- aytomobile essemtily opecation ls Hy British Leylard.

w tocal content tegulations cequiring I3 percent local
by Auguet (980 increesing avwally %o 30 percent (n 1983
[ ] ln offect, lapores of built W passenger cars are pcohibiced,
Duties o€ 150 percent are levied together with & ) peccant busiresse
tant on lnported astomobiles. Topots, Nissan, [eusy, and Pocd
aars, trucks and Rimo prod wucks and buses,

Sricish Loyland and Volvo produoe cacs and buses. Mitmdiehi,
Nasda, Dat™atey, Suberuy, Gt, Yolksvagen, Peugect, Rensult, "¢, Alla
foneo, Cltzoen, Lancia, and Audi produce cars.

tocal contand requlations are contaired in the “Assembdly

Regulation” enforced by the Turkish Ministry of Indusesy
wa uanrpmdm-v!lmmmep-mmau
{apocted. . mportazion of automobiles (s rot permitted
cxept uﬂt qnclol ctrasutances. Usport tariffs are 173
peront, Automodiles are produced under licanse ftom Pocd (the
Raliant Motor Campey of OLK.), Piat . BeRsult.

ool contant requlations are (n effect requicing local

of T3-72 parcent of wehicle wight. Isgocts of autcmobiles
pures m;‘is nnleht;:: ¢ “& e ot e
pesant on ) of the ¢ value
wuwmuumm&x«m
Padgest-Citrom, Renault, Volksweger, W, Poed, GM, and Plat
amsmbly asmmobiles in Uruguey.

a3 Local contant regilations require S0 percent local
ocontent o arold inposition of higher sales tamed. Impocrts (rom
othet countries are only parmitted by suthociaed dealers. Impoct
ta on vehicles is 17 peroent s valoren oxd the &ty 18 28
. Autiorized dealers ace fequiced to export goods cotaling
nm of the valus of esch Importédd mru-abuo..dowm are
. East
muaqumc« in local currency. Other (spocts
aust be pald toc In haed curtency. Flats, Ladas, “Olksvagene,
Aubts, and Citroens are asmutactuced locally.




Appendix B

Australia
Avstria
Belgium®
Brazil
Canada®
Oenmark
France
Germany®
Raly
Japan
Mexico
Netherlands
New Zealand
- Norway
South Korea
Spain
Sweden
Switzedand
United K:ngdora®
United States®

Summary of Automohile Trade Restrictions s/

Noa-Tarill .
Local Content Import frpont Current Auto
Requirements Restrictions Requirements Yarili 2l
Yes Yes - - No 35-57%
No Yes No .0
No Yes No 0.8
Yes Yes Yes 185-205
No No No 4.2
No No No 10.8
. No Yes No 10.8
No No No 108
No . Yes No 108
No No No 00w
Yes Yes Yes na.
No No No 10.8
No Yes No 55.0
No Yes No 76
: Yes " Yes Yes 80.0
Yes Yes No 68.0
No No No 9.0
No No No 10.0 avg.
No Yes No 10.8
No No No 29

& The measune cded in this chant are for Acw cors. Trade reatraCtions on used can are Nt reltected. .

2y aipoa restinchons apply 10 Aoa-Lan mcdsures Mantaised by o country which deat solely with imports. Tax measures which
apply 10°Loth wiports sl clomesticaily produced produld wre not mcludd Rmn« Japanese voluniry axport limitaon com-
mumenty Jre esciuivd, but countres g wch e

&Mt Eurosean countrnn impose bty value-added tamn (VAT that make the vtiective WoH cate hightr t(RaA shown,

£ While po arui ¢h.vg«l Rpan eeccts 3 complcated et of hurlles unusual vnnstions kests headig ht coior rules . M e

WO RIPLA B,

Aowever. acause ey Jpply 10 thnkstie snd impord Lars alike,

A3 ® Not spphicable; ¥npurts prohdaieu excopt Uy special artaimarient.

SOURCE: Ford Motor Coinpany,
Japan Eg¢opomic Journgl
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Appuendax C

FOREIGN SOURCING
Partial List of Known 1977-81 Commitmionts lty Major
U.S. Autianobile Manulacturees to 1fue base Torvign-Male
Major Components For Use in Domastic Nanwplaie Vehicley .
Approcimate
: N Number of  Delivery
Manudatcurer Component Inteaded For Sowrce Compnments  Begmning
Gm 2.8 litet V-6 Can "M e Minicn 0XNWyew 1982
2.0 kier L4 Mini trucks buzu (apan) 100,000 war 1981
with (ranmission
1.8 liter dliewed L4 Chevetie huru sull nomben 1981
1.3 lites diesd L4 s-Lan husu NA. 1984
1.8 iler L4 1Can (M e Brvil 290,000 1979
THM 180 Avtomatic Chevetke GM Stravbury 250,000yesr 1979
transmission (France)
' Manual transmissions )-Cars Iuze . . 250,000 1981
Ford 2.2 lier L4 Can Forct-Moxicu 400,0004car 1983
Dicesd L4 Cany Toyo Kugyn tapan) 150,000 car 1983
2.0 liter L4 Mini trucks : Toyo Kepyo 100,000 ¢ 1982
2.3 liter L3 Can Tord ke Isravil 30,000hear 1979
. Dicvel 6 cyl. Gn BM\V/Steyr (W. Gers 190,000/ear 1983
Dresel 4 cyl. Cars Awntria) NA 1985
Manual transantes Front Drive Cars Toyo Kogyo 100,000 y¢ar 1980
Aluminum cylinder heads 1.6 liter L-4 Europe, Menico NA 1980
ACCE»s0ty MOlOn Cans, trix ks Foul-Singapone NA, 1984
Electronic Engine Cars Tashila 100,000 +/year 1978
control devices
8all joints Cors Musashi Seimiby 1,000,000/yenr 1980
Chrysler  L-6 anxl V.8 engines Cars Clvysler de Mevico 100,000/ear 1982
2.2 tites L4 K-body Chrynler de Municao 270,00000c0r 1981
2.6 liter L3 ) Kdxxly Mitsubishi {Jlapam 1 nullion 1981
1.7 liee L4 OmniHaorizon Volhswvapon (W, Ger.) 1.2 million 1978
Manual transinissions Omni-Horizon Volkswagen 300,000 1978
1.6 titer L4 Linxly Talbuat (Peudeod) 400000 total - tudl
2.0 hter Diesdl V-6 K-dxnly Peugeot (f rax o) OO Wpear TYR2
1.4 b L Abaxly 1Omini Milsabnshi 300,000year 1984
. replaconment
L-4 engines Cans Pouent NA 1985
Aunminum cylinder heas 2.2 Titer L4 Tianitabyy NA, 14
AMC Car conpnsents Jwxl AMKC-Ronalt Renaude in D rance O0Wyoar 1982
[TLOSATA] Wind AWAico
WVAVA Raduton, samgrngs Raldnt . WV de Mevio 2000 ear 107
L4 oot andd gas engines Cans WV e Ak o coe Ty SOOIy 1082
b "
NLALaTigure e availabde . v ’
SOURCES: Merhomentive Nesvs, Wanl's Emgine Update Wored's Wihwobis o Repeorts, it Mhdal M-
Kot INeronit oo Pross, It Nowws, Lgans Ecornanae fownnad, ool Jotmend of Compnen o,
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Statement by the AFL-CIO Executive Council
on

international Trade and Investment

February 15, 1982
Ral_Harbour, Fla.

The recession-bound U.5S. econoiny continues to lose jobs and production, a trend
aggravated by misinanaged trade policies and practices. The U.S. trade balance sutfered a
record $40 billion deficit in 1981, As the world faces recession, many nations are increasing
their barriers to imports of U.S. goods and further subsidizing their exports to the U.S. The
Reagan Administration is ignoring these facts.

The Administration's inonetary policies have brought a high value to the doliar -- up
16 percent against major currencies since 1980 -- encouraging imports and retarding
exports. These monetary policies have thus dealt a double blow -- a downturn at home and a
disaster n trade from added imports and slackening exports.

U.S. basic industries, already in need of revitalization, have been severely injured by
the impact of expanded imports on top of the recession. Steel has suffered import
penetration of about 20-25 percent of the U.S. market since last August. Auto imports in
1981 increased their share of a falling inarket to 31 percent in January. Apparel imports
were over 33 percent of the market. Machinery and machinery parts imports caused new
concern in a weakened market. With import pressure mounting, virtually every type of
manufacturing and related services felt the brunt of lost orders both at home and abroad.

Instead of imports declining as they usually do in a recession, products of more than
one-quarter of the manufacturing industries showed a sharp import rise in the third-quarter
of 1981 over the same period the year before -- these include such varied items as tires,
glass, apparel, hand tools, nuts and bolts, machine tools, roller bearings, semiconductors,

motor vehicle parts, canned fish, aircraft engines and spacecraft parts. .
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International Trade & Investment

Even Armerica's newest industries, the so-called "high technology industries,” are
beginning to be hurt by imports. By January 1982, the New York Times was reporting that
the United States had lost its lead in computer chip technology and production of aircraft
parts was expanded into closed econoinies -- including the People's Republic of China.
While imports of inanufactured goods rose 13 percent in 1981, exports of
manufactured goods were up; only 7 percent. There has been inadequate attention to the
composition of exports. The dollar value of cxports does not tell the full story in terms of
jobs and products. For example, the U.S. exports much raw material involving relatively
little labor instead of manufactured goods and processed foods which require considerable
labor input.
Instead of continuing trade adjustment assistance promised to workers injured by
imports, the Administration's 1983 budget proposal calls for a mere 1 percent of the 198}
outlays for trade adjustinent assistance and a coinplete end of the program in 1984.
The only recognition of the need to act in the U.S. interest was the conclusion of the
Multifibre Arrangement.
The AFL-CIO calis upon the President and the Congress to undertake a number of
specific measures in the trade area:
* placement of temporary restrictions on harmful imports during the term of the
recession to prevent added penetration of U.S. markets by foreign producers and
a further weakening of the U.S. industrial base.

*  enactment of additional domestic content laws to protect endangered
U.S. industries, such as H.R. 5133, which assures the continued 1J.5. capability
to produce auios.

* speedy and effective handling of the dumping and subsidy cases in steel, to

assure the proinised redress for these unfair trade practices.

* ending of the President's continued authority to negotiate further tariff

reduction.
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* assurance that a portion of U.S. raw iaterial exports be processed in this
country, so that export of products such as grain, logs, etc., is conditioned upen
specific doinestic processing.

®  establishment of bilateral shipping agreements and adherence to cargo
preference laws.

# extension of the "manufacturing clause” of the U.S. Copyright Law to protect
against widespread losses of jobs in the printing industry.

*  extension ol Trade Adjustment Assistance to provide adequate compensation to
those unemployed because of trade, and improve training, job search, and
relocation aid to those displaced workers who need such help.

® commitment that foreign grant, insurance and loan programs, such as the
Export-Import Bank, are carefully managed to safeguard U.S. interests at home
and abroad. Despite defects of the Ex-Im Bank, funds must not be slashed until
other countries cut or eliminate their subsidy programs. Ex-Im Bank funds and
guarantees must not be extended to any Communist countries.

*# aid in the development of Caribbean nations needs to be enhanced, but proposals
for "one-way" free trade and additional investment incentives to U.S, firms for
investing abroad should be rejected.

® vigorous enforcement of reciprocity provisions of the Trade Act must be
undertaken.

The AFL-CIO believes that enforcement of the Trade Act and the fashioning of new

remedies to assure a strong and diversified U.S. industrial structure are essential for

America's well being.
#ie
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Senator DANFORTH. How would you respond to the following
point? The nature of the STR is to negotiate deals.

Mr. KorLAN. That is correct. I agree that is their nature.

Senator DANFORTH. And, clearly it is possible when you are nego-
tiating a deal to negotiate a good one or a bad one, but their object
is to negotiate. The whole purpose of their existence is to negotiate
deals, and hopefully good ones, and if you take away their ability
to give something in a transaction, namely tariff cutting authority,
you undercut the whole ground of their existence.

Mr. KorLAaN. Well, I don’t agree with that, Mr. Chairman, be-
cause what they are asking for today is something new, and I don't
think that this Congress should abrogate its responsibility, its over-
sight responsibility.

What we have said consistently is that if a deal is going to be
beneficial to the United States, to American industry, and to U.S.
workers, then it ought to be able to stand the test of congressional
scrutiny.

The original purpose of section 124 was not to simply give the
administration, any administration, blanket authority to negotiate
tariff cutting. I think that that came out in the questioning this
morning, yet this is what the administration is seeking.

What we are saying is, you have a long list of specific tariff bills
scheduled for consideration this morning, some of which we are op-
posing, others we are not. We believe that it is the responsibility of
this Cong-ess, and of any Congress, to examine such an item, to de-
termine what effect a tariff cut is going to have here—to determine
the health of that particular American industry, and ultimately
pass judgment on the specific request.

We just feel that it is extremely dangerous to grant any adminis-
tration—any administration—such authority.

Senator DANFORTH. But, clearly, our Congress of 535 Meibers
can’t be involved in negotiations.

Mr. KoprLaN. Well, up until now, up until the time that this au-
thority has been requested, the Congress has had oversight respon-
sibility. Section 124 was not intended to give this kind of a blank
checlé. It was to clean up housekeeping details from the Tokyo
round.

We are extremely concerned. We have spoken out at every op-
portunity in opposition to renewing this authority which expired
last January.

Senator DANFORTH. Thank you very much.

Mr. KopLAN: Thank you.

Senator DANFORTH. The next witnesses are Arthur Spitzfaden,
Dean Schleicher, Fawn Evenson, Edward Levy, Arnold Mayer,
Ralph Cennamo, and Stanley Nehmer.

My understanding is that you do have 5 minutes.

STATEMENT OF ARTHUR C. SPITZFADEN, PRESIDENT OF PRINCE
GARDNER CO., ST. LOUIS, MO., AND PRESIDENT, LUGGAGE &
LEATHER GOODS MANUFACTURERS OF AMERICA, INC.

Mr. SritzFADEN. Mr. Chairman, we want to thank you for allow-
ing us to appear today.
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My name is Arthur Spitzfaden. I am president of Prince Gardner
Co. of St. Louis, Mo., which is a manufacturer of personal leather
goods for men and women.

hSenat:or DanrForTH. Excellent products. I highly recommend
them.

Mr. SprrzrapEN. Thank you, Senator.

I am also president of the Luggage & Leather Goods Manufactur-
ers of America, Inc. My appearance here today is to reflect the gen-
eral views of the group of trade associations and labor unions
which represent firms and workers in domestic leather-related in-
dustries, specifically nonrubber footwear, luggage, handbags, per-
sonal leather goods, work gloves, and leather apparel.

All of these organizations are represented here today, and each
has submitted written statements to the subcommittee, which I un-
derstand will be included in their entirety in the record.

I am also speaking for the Amalgamated Clothing & Textile
Workers Union, whose members produce footwear and leather
wearing apparel. They have filed a separate statement which also
covers textile and apparel.

I would like to summarize the position of these organizations as
far as S. 1902 is concerned.

We oppose this legislation to the extent of the residual tariff-cut-
ting authority. Our reason for this opposition is really quite simple.
For all import-sensitive and import-injured industries, tariff negoti-
ations which lead to duty cuts on any leather-related article would
invite an increasing volume of imports affecting these industries, a
situation that we clearly cannot afford in the face of already in-
creasing imports and import penetration.

We see ahead the possibility of negotiations with the advanced
developing countries. We understand the administration plans to
propose such negotiations at the forthcoming GATT ministerial
meeting in November. These countries are the very ones which
have injured our industries by increasing exports to us. We oppose
being the sacrificial lambs for the industries which have testified
in favor of this bill.

Perhaps the best way to demonstrate the intense degree of
import competition faced by the leather-related industries is by
this chart we have prepared which illustrates import penetration
rates in the various industries. These figures represent the U.S.
market share held by imports which, in virtually every instance,
has been growing substantially.

It is countries like Taiwan, Korea, Mexico, Brazil, and Hong
Kong which have been at the forefront of these imports.

Let’s look at this chart just for a minute.

[Showing of chart.]
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IMPORT PENETRATION RATES

(IN PERCENT)

562

447

NONRUBBER LUGGAGE HANDBAGS ~ PERSONAL  LEATHER WORK
FOOTWEAR LEATHER  APPAREL GLOVES
GoODS

Mr. SpritzFADEN. What we see is that all of our industries have
lost a substantial market share to imports. At the top, or shall we
say bottom of the scale, some 79 percent of the handbag market
has been overtaken by imports. Few industries have been so severe-
ly import impacted. My industry, personal leather goods, is the
latest leather-related industry to feel the impact of imports. Even
we, with the lowest import penetration rate of the industries repre-
sented here, have lost one-third of our market to imports.

And look at footwear. After being accustomed—and I say that fa-
cetiously—to an import market share of 50 percent, import pene-
tration in the nonrubber footwear industry rose to 62 percent in
the first 4 months of 1982.

Each of these industries is confronted with ever-increasing vol-
umes of imports. For example, imports of luggage increased 20 per-
cent between 1980 and 1981, and continued to increase by 6 percent
in the first 5 months of 1982. Imports of personal leather goods in-
creased by 17 percent between 1980 and 1981. Work gloves in-
creased 12 percent between 1980 and 1981. Imports in nonrubber
footwear increased 27 percent in the first 5 months of 1982,
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It is an undeEtag&ment to say that the state of the health of

these industries is “poor.” We are all struggling to maintain
market share against the rising tide of imports. We are in a virtual
stage of siege. Thousands of jobs have been lost in these labor-in-
tensive industries, which last year employed about 250,000 workers,
The footwear industry alone lost 11,000 jobs in the first 4 months of
this year. My own company, Prince Gardner in St. Louis, had more
than 2,000 workers 3 years ago. We presently employ 606. We
cannot allow the situation to worsen for any of us.

Let me turn now to the legislation S. 1902, an extension of the
residual tariff cutting authority. Passage of this bill and exercising
the authority to negotiate tariff reductions could seriously hurt
import-sensitive industries such as those represented by our organi-
zations. What little protection we have in the way of tariffs on our
products is just that—very little protection. However, to consider
cutting taritfs on imports of these products is absurd. Why ‘provide
the impetus to imports into the U.S. market in the face of an al-
ready precarious situation brought about by imports? We alreadg'
have one of the most, if not the most, open markets in the world.
Where does that-leave us-insofar as this legislation is concerned?
We oppose any legislation which would authorize tariff reductions
gn import-sensitive products such as those of the leather-related in-

ustries.

Only a next best approach to our problem would be to amend the
legislation to exclude import-sensitive industries of such tariff re-
ductions. Our products could be specifically excluded by name from
the tariff negotiation authoritty. This was done, for example, in
section 503 of the Trade Act of 1974 with the Generalized System
of Preferences which excluded several import-sensitive articles by
name, including footwear, from designation as “articles eligible for
duty-free treatment.”

Alternatively, if import-sensitive products were specifically ex-
cluded from the negotiating authority and if designation of import
sensitivity was not discretionary, our concirn regarding this legis-
lation would be sumewhat eased.

When the House Subcommittee considered residual tariff cutting
authority legislation, they adopted an amendment such that the
authority to negotiate tariffs may not be exercised with regard to
articles that are designated by the President as “import sensitive.”

This amendment is unsatisfactory from our standpoint primarily
because the President would retain wide discretion in designating
products as “import sensitive.” Such discretionary authority means
that a domestic industry must repeatedl{eprove import sensitivity
on individual products. Why should we subject, time and time
again at great expense of time and money, to prove and reprove
our sensitivity to imports? Each of us here today has an extensive
experience with such discretionary authority: the footwear industry
with respect to escaspe clause cases, and the rest of us with respect
- to the Generalized System of Preferences.

An amendment which would exclude from tariff reductions those
products not presently eligible for dut{-free treatment under the
Generalized System of Preferences would be a step in the right di-
rection. Such an amendment would minimize the potential adverse
effect on import-sensitive domestic industries of duty cuts by insur-
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ing that articles that are currently import sensitive, in the context
of the GSP, including most leather-related products, will not be
subject to further tariff negotiations.

Footwear is specifically excluded by law from duty-free treat-
ment under the GSP, and only a few leather-related products are
currently designated as GSP-eligible articles. :

To summarize, we believe the residual authority to negotiate and
reduce duties under section 124 of the Trade Act of 1974 as em-
bodied in S. 1902 should not be extended. If this legislation goes
forward it must be amended to exclude import-sensitive products in
a nondiscretionary manner. Import-sensitive industries must be
protected from duty cuts and from further invasions by imports.

I am also available for questions. I went as fast as I could.
[Laughter.] -

Senator DANFORTH. Do you think that the administration would
give away the store?

Mr. SpiTzFADEN. You bet your life. We are suffering right now.
[Laughter.]

Senator DANFORTH. Senator Heinz.

Senator HEINz. That’s a good answer.

I would like to ask 1;;robably Stan Nehmer, more than anybody
else, about people in these industries that you have indicated lost
their jobs. Where do they go once they have lost their jobs?

Mr. NeHMER. Senator, there is very little place for them to go.
First of all, they are located in areas where other industries have
been hard hit and where there is heavy unemployment. They are
not overly skilled; you would say semiskilled, underskilled. Age-
wise they are among the older workers. They are, to a very large
extent, particularly in the inner cities and the urban areas where
some of these plants are located, they are minorities: Hispanics,
blacks. They are absolutely immobile. If they cannot retain their
jobs in these industries which are to a very large extent providing
employment where they otherwise couldn’t find employment, there
is no other place to go. They are not going to move to Seattle,
Washington, to assemble Boeing aircraft. That is not the nature of
this labor force.

Senator HEINz. What is the evidence to suggest the administra-
tion would neiotiate tariff reductions on these import-sensitive ar-
ticles for market access on other products? There doesn’t seem to
be much doubt in your mind; what is the evidence?

Mr. SPiTzFADEN. The chart itself on what is happening so far
with the imports. If we continue with the import business, and we
take the duties off, we are going to be in nothing but trouble as far
as our industries are concerned.

Senator HEinz. Well, I agree with that. What is the evidence
that the administration would in fact do that? Bill Brock was just
here saying he wouldn’t do that.

Mr. SeirzraDEN. Well, I heard a statement here, earlier today,
and I wrote it down. It kind of scares me when they say that we

ive up practically nothing to get a great deal back. We are not
‘practically nothing” to us.

- Mr. NEHMER. Senator, I could also add that this administration’s
record on this is what scares us. We cite two things, particularly.
The termination of the import relief on nonrubber footwear on
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June 30, 1981, was a terrible thing. That was when the recommen-
dation of the International Trade Commission was to extend that
img:)crt relief.

ond, the position of this administration with regard to the
Caribbean Basin Initiative, where they are continuing to fight
these industries on an amendment to the legislation which was
passed by the Trade Subcommittee, which would exempt together
with textiles and ax;lparel these industries that you see before us—
the administration has not been content to let that go through, and
they have done their best to fight us on it. We are very concerned
that if this authority was given to them—there is also a specific
case in point which I might just mention—that they will use it to
cut these tariffs.

-After all, they are talking about negotiating with Korea, Taiwan,
Brazil, the advanced developing countries; those are the very coun-
tries, as Art Spitzfaden said, which are hurting us.

Mr. MAYER. Senator, another thing which I think is important is,
if I understood Ambassador Brock’s testimony, he said, you know,
give us the authority, trust us. The record is such that they can’t
be trusted on it. I mean the wrecked industries, particularly the
shoe industries from Maine to Missouri, the steel in Pennsylvania,
and so on, hardly shows reason for trust especially at a time when
we have nearly 10 percent unemployment, and unemployment is
still going 1;?

Senator Heinz. Well, I have to admit that if you look at the
record, with the possible exception of Jerry Ford, Presidents don’t
do very well when it comes to protecting import-impacted indus-
tries. Jimmy Carter gave the store away time after time, day aiter
day. The President that we have now, President Reagan, does not
appear to have improved on that record at all. I'm sorry to say that
because he is a Republican President, and I'm a Republican. I
would like to have a Republican President that stood four-square
behind free but fair trade.

Mr. MayeR. All the more reason for the congressional oversight
that the previous witness talked about.

Senator HEiNz. Mr. Chairman, may I continue?

Senator DANFORTH. Yes.

Senator HEINz. Now, the House bill, under the Gibbons amend-
ment, has some language that appears to protect import-sensitive
articles. But I assume that that language would, for example,
permit the President to agree to tariff reductions on articles that
don’t appear to be import sensitive as ‘“articles,” although they
might be articles within an industry that is very import sensitive.
And, frankly, I wanted to introduce a constituent—I was called
away to the telephone—Mr. Schleicher from Pennsylvania, who is
a good example of this, I understand. -

Your company manufactures work gloves, and it may be that you
are facing just such a situation with respect to work gloves. Is that
correct?

Mr. ScHLEICHER. Yes, it is. Actually, while my company, per se,
does not manufacture the particular item in question, coated work
gloves, for example, they have taken a 60-percent reduction in
duties, from 35 percent to 14 percent, and it has been subsequently,
therefore, assumed that they are not import sensitive. ause
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they were given a 60-percent reduction they are now being peti-
tioned for addition to the GSP list.

So there are a great many assumptions, from our view, that are
taken by our trade negotiators, one of the biggest problems being,
for the industries represented here who are labor-intensive indus-
tries. Very, very seldom is that take into consideration in trade ne-
gotiations—labor-intensive versus capital-intensive—and the types
of jobs that are available, and what they mean.

Mr. ScHuLz. Senator, if I could add to that—my name is Craig
Schulz. I am the executive director of the Work Glove Manufactur-
ers Association, and within our industry it is a fact that the compa-
nies really have to cover a broad spectrum of product lines in order
to remain viable in the market. And in a number of cases, certain
of these product lines may not be producing and selling profitably;
but the profit margin from other profitable lines can pick up the
slack and provide them with enough profit to remain viable.

Now, if the USTR goes and picks and chooses those segments of
the industry that are not import sensitive and then reduces the
tariff there, that could destroy the entire viability of that company.

Mr. NEaMER. We have a case in point, Senator. There was a big
controversy on the GSP operations a couple of years ago with
regard to eyeglass frames. After three times that the industry tried
to get the eyeglass frames off the list, they finally removed it inso-
far as imports from Hong Kong were concerned.

While that was going on, as part of this very process under
section 124, USTR was offering it to the Italians in order to get the
duty on citrus and almonds cut—two things going on completely in-
consistent with each other.

Senator HEINz. Thank you, Mr. Chairman.

Senator DANFORTH. Gentlemen, thank you all very much.

[The prepared stdatements of the previous panel follow:]
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July 21, 1982

My name is Arthur Spitzfaden and I am President of
Prince Gardner Company of St. Louis, Missouri, a manufac-
turer of personal leather goods such as wallets, secre-
taries, coin purses, clutches,‘and key, cigarette, and
eyeglass cases for men and women. I am also President of
the Luggage and Leather Goods Manufacturers of America,
Inc., the trade association representing.domestic producers
of luggage, business cases, and personal leather goods.

My appearance here today is in opposition to S, 1902,
the bill to extend the President's residual tariff cutting
authority. We oppose this legislation unless the legisla-
tion is amended to ensure that import-sensitive articles,
such as luggage and personal leather goods, are excluded
from potential tariff negotiations in a nondiscretionary
manner. Duty cuts on these products would invite an
increasing volume of imports in these industries, which we
clearly cannot afford in the face of already increasing

imports and import penctration.
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The Luggage and Personal Leather Goods Industries
are Highly Import-Sensitive

Both the luggage and personal leather goods industries
are import-sensitive and have already suffered greatly at
the hands of increasing levels of imports. Imports of
luggage and personal leather goods have increased substan-
tially Snd captured increasing shares of the U.S. market in
recent years. -

U.S. imports of luggage (including business cases)
increased five-fold between 1975 and 1980, from $49 million
to $243 million, during a time when real growth in the
domestic market was only moderate, at best, and domestic
shipments were on a downward trend, Moreover, in 1981
imports increased by a further 20 percent to $292 million
and captured an even greater share of the U.S. luggage
market, while domestic shipments declined by approximately
15 percent according to our estimate., Imports continue to
increase by 6 percent in the first five months of 1982.
Increasing imports have clearly been at the expense of
domestic production. We estimate that imports now have at
least 40 percent of the U.,S. market.

The situation with respect to personal leather goods is
similar. The term "perscnal leather goods" or "flat goods"
includes such products as billfolds, key cases, eyeglass
cases, cigarette cases, secretaries and coin purses of
leather and other materials. In real terms, domestic ship-

ments of personal leather goods have fallen since 1978,



while imports have risen rapidly. Imports increased by 17
percent in 1981 to $84 million and clearly captured an even
larger share of the U.S. market as domestic shipments
declined by an estimated 15 percent. As with the luggage
industry, imports of flat goods have been increasing at a
time when the market has not been growing and, thus, imports
are at the expense of domestic production. While import
penetration in the personal leather goods industry has not
yet reached the level achieved in the luggage industry, it
is clear that the import market share is rising rapidly. We
estimate that imports now have more than 30 percent of the
U.S. market., =

The situation at our company offers some insight into
the industry's state of health. Three years ago Prince
Gardner employed more than 2,000 workers. Today we have
less than 600. If things continue on this course, we may
not be able to keep even these workers employed,

The luggage and personal leather goods industries have
been fighting an uphill pattle for self—preéervation. We
have sought exclusion for our products from the Generalized
System of Preferences because of their import-sensitivity
and have been successful, for the most part, at keeping
most of our items from being added to the GSP list. Last
year, the luggage industry sought, and received, a tech-
nical assistance grant of just under $250,000 from the

Department of Commerce designed to aid import-impacted
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industries. The luggage industry has embarked on an
extensive and ambitious program to improve its produc-
tivity, produce an even higher quality product, offer a
better value to the consumer, and, in general, become
more competitive. It makes no sense for the U.S.
Government, on the one hand, to help this industry become
more competitive, and, on the other hand, to reduce import

duties that will only negate these efforts.

Passage of S, 1902 Could be Harmful to These Industries

Passage of S. 1902, and more importantly, the exercising
of the authority to reduce duties insofar as luggage and
flat goods are concerned, would be harmful to the firms and
workers in these industries,

Tariffs on U.S. imports of luggage and flat goods have
already been substantially reduced over the past several
years and, in the most recently completed Multilateral Trade
Negotiationé, duties were cut on many such items of
leather and textile materials. Products of plastic were
spared from duty cuts. These tariff reductions, staged over
eight years and to be fully effective by 1987, ranged from
20 percent in the case of leather luggage to the full 60
percent in the case of certain luggage and flat goods of
textile materials. The authority to reduce tariffs further
is neither desirable nor necessary in light of the substan-

tial reductions which have already been negotiated,
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The domestic industries have consistently taken the
position that luggage and flat goods should not be
designated as eligible articles for the purposes of the
Generalized System of Preferences. Most of these products
are not currently subject to duty-free treatment, a
situation consistent with the import-sensitivity of luggage
and flat goods.

For the same reasons as we oppose the addition of
luggage or flat goods to the GSP list, we must oppose S,
1902. Further tariff reductions will act as an impetus to
further increases in imports which, in turn, have a strong
potential for further injuring the domestic luggage and per-
sonal leather goods industries.

Our industries have already suffered enough from imports
and lost market share. We are very concerned that an exten-
sion of the President's residual tariff cutting authority
will lead to further duty cuts on luggage and flat goods, an
action which will contribute to the negative affect that
increased imports have already had on these industries. We
consider the current low import duties to offer some
protection; we believe that these duties should not be sub-
ject to further reduction.

We do, however, see one solution to our concerns
regarding this legislation which would justify passage of
the bill. Import-sensitive products would have to be speci-

fically excluded from the extension of the negotiating
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authority and, moreover, designation of "import-sensitivity"
must not be discretionary. The House Trade Subcommittee
reported out H.R. 4761 with an amendment to exclude from

tariff reductions products designated by the President as

import-sensitive. Such an amendment does not satisfy our

concerns, primarily because the President would retain wide
discretion in designating products as import-sensitive.
Such discretionary authority means that a domestic industry
must repeatedly prove iméort-sensitivity on individual! pro-
ducts. We~have seen this on several occasions with respect
to the Generalized System of Preferences.

An acceptable solution, however, would be an amendment
such as under consideration in the House which would exclude
from tariff reductions those products not preéently eligible
for duty-free treatment under the Generalized System of
Preferences. SuchAan amendment would minimize the potential
adverse effect on import-sensitive domestic industries of
duty cuts by ensuring that artf&les which are import-
sensitive in the context of the GSP, including most luggage
and flat goods, will not be the subject of further tariff
negotiations.

To summarize, we believe the the residual authority to
negotiate and reduce duties under Section 124 of the Trade
Act of 1974 as embodied in S, 1902 should not be extended

unless the legislation is amended to exclude import-

sensitive products in a nondiscretionary manner.
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SECRETARY-TREASURER, KELLER GLOVE MANUFACTURING CCOMPANY,

PLUMSTEADVILLE, PENNSYLVANIA, AND PRESIDENT,
WORK GLOVE MANUFACTURERS ASSOCIATION

Before the
Subcommittee on International Trade
Committee on Finance
United States Senate

on -5.1902

JUuLY 21, 1982

My name is Dean Schleicher, Secretary-Treasurer of
Keller Glove Manufacturing Company, a producer of work
gloves located in Plumsteadville, Pennsylvania. I am also
President of the Work Glove Manufacturers Association, a
trade association vhose members account for the great bulk
of the domestic output of work gloves.V

I would like to comment on our. industry's concerns
regarding S, 1965, which would extend for two years the
President's authority to negotiate tariff reductions under
Section 124 of the Trade Act of 1974. The current form of
the legislation is unacceptable to our industry, which is

already import-sensitive and import injured. Tariff cuts on

work glove manufacturers association
PO.BOXH e GRAYSLAKE, ILLINOIS 60030 & 312/223-9222
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imports of work gloves are likely to result in additional
increases in imports and import penetration. In our view,
this legislatién should be amended to insure that the
authority to negotiate tariff reductions cannot be exercised
with respect to import sensitive products such as wérk
gloves. ’

We recognize that passage of S. 1902 as it currently
reads does not necessarily mean tariff reductions on our
products. However, we are far from confident that such
tariff reductions will not, in fact, occur. The tariff on
rubber and plastic work gloves was cut by 60 percent during
the Multilateral Trade Negotiations and now the
Administration has accepted a petition to consider placing
these gloves on the GSP duty-free list. How often can we be
buffeted by Washington "tradeocrats" and still survive?
Thus, the work glove industry must oppose S. 1902 unless
import-sensitive products are specifically excluded from the
tariff negotiating authority. 1If not excluded by name,
another way to address the issue is to exclude current
non-GSP-eligible articles from potential duty-cuts as was
suggested during consideration of similar legislation by the
House Trade Subcommittee. We view this as a reasonable
solution as it will protect import-sensitive articles from
further duty cuts. However, we do not consider the amend-
ment which passed the House Trade Subcommittee to be accep-
table, as that amendment allows the President to retain

complete discretion to determine what is import-sensitive.
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. I think it is appropriate to provide you with some
background information on the work glove industry and its
import-sensitivity.

The work glove industry is composed primarily of small-
and medium-sized firms and is both labor-intensive and
import-sensitive. Minorities, both racial and women,
comprise a major portion of the work force in this industry. _

Our manufacturers produce gloves of textile, leather,
plastic, rubber, and coated fabrics. Cotton work gloves,
like most textile and apparel products, are covered by the
Multifiber Arrangement (MFA), the international agreement on
trade in textile and apparel. I certainly do not need to
point out that textile and apparel articles are highly
import-sensitive., Import restraints under the MFA were
placed on textiles and apparel precisely because of their
import-sensitivity, Moreover, textile and apparel were spe-
cifically excluded by law from designation as eligible
articles under the Generalized System of Preferences because
of their import sensitivity.,

Work gloves of non-textile materials do not benefit from
any restraints oﬂ imports, although most are presently not
subject to zero-duty treatment under the Generalized System
of Preferences, These work gloveg are also import—
sensitive.

Impogxs of work gloves have increased both absolutely

and relative to domestic shipments and consumption in recent
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years. Imports of all types of work gloves increased more
than 12 percent in 1981 over 1980 levels, including an 18
percent increase in imports of cotton gloves, despite the
existence of MFA import restraints. Overall import penetra-
tion for the work glove industry exceeds 35 percent. Import
penctration varies for the individual glove types, but is
substantial in all segments of the industry and has
generally been on the rise., Import penetration is highest
for leather/fabric combination gloves which registered an
estimated 74 percent market share in 198l1. Even the two
segments (leather work gloves and rubber/plastic gloves)
with the "lowest" import penetration levels suffered from
import penetration rates of 20 percent in 1981, still a
substantial degree of market penetration.

All of the products of our industry are import-sensitive
and few are on the GSP list. As I mentioned, the Office of
the United States Trade Representative has accepted a peti-
tion from the Government of Thailand to consider adding cer-
tain rubber or plastic gloves (what we call dipped supported
gloves and coated or partially coated fabric gloves) to the
list ofieligible articles under the GSP. This is the same
item for which duties were cut 60 percent during the MTNs.
Needless to say, we will oppose this petition. This provi-
des a good example of a situation which exists for many
" import-sensitive industries today -- while an. industry may

be recognized as "import-sensitive", that import-sensitivity
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continues to be challenged on individual products within the
industry.

In fact, this is -one of the reasons we do not find the
language of the House Trade Subcommittee-adopted residual
tariff cutting autﬁority bill acceptable. This language
allows the President discretion to determine what is import-
sensitive just as there is discretion over what is import-
sensitive in the context of the GSP. The situation which
ensues under discretionary authority is one in which
domestic industries qust continnually make a case to the
Executive Branch to'éféye their products are import-
sensitive. To make such a case is both time consuming and
expensive,

An alternative approach to the problems in S. 1902 would
be to amend the legislatign to provide for the exclusion of
all current non-GSP eligible-articles from the tariff-
cutting authority, thereby ensuring that import-sensitive
articles are not subject to tariff reductions.

I urge this Subcommittee not to report S. 1902
favorably. We support an amended bill or defeat of the

legislation as it currently reads.

~
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COMMENTS OF FOOTWEAR INDUSTRIES OF AMERICA, INC., ON S. 1902 TO EXTEND FOR AN

ADDITIONAL TWO YRARS THE RESIDUAL TARIFF NEGOTIATING AUTHORITY UNDER SECTION 124

OF THE TRADE ACT OF 1974

JULY 21, 1982

INTRODUCTION

Footwear Industries of America, Inc. (FIA), is a trade association whose
members account for the majority of nonrubber footwear produced in the United
States and a ;ﬁbstantial number of suppliers to the industry. We are pleased
to have this opportunity to comment on S. 1902, introduced by Senator Danforth
and Senator Symms, to extend for an additional two years the residual tariff
negotiating authority under Section 124 of the Trade Act of 1974.

FIA‘qene:ally recognizes the need for an extension of the President's
authority to enter into trade agreements with foreign countries and to proclaim
reductions or increases i{n duties or continuation of existing duties or duty-
free treatment if he determines existing foreign or U.S. duties or other import
restrictions unduly burden and restrict U.S. foreign trade.

However, in extending the President's tariff-negotiating authority,
Pootwear Industries of America recommends that the special needs of import-
impacted industries be taken into consideration. Specifically, we recommend
that the President's authority to reduce tariffs not be extended to import items,
such as footwear, not eligible for duty-free treatment under the Generalized

System of Preferences program.
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BACKGROUND

The import-senasitive nature of nonrubber footwear is especially well-
documented. The Congress specifically recognized this problea and included
nonrubber footwear in a list of articles excluded from eligibility for
Generalized System of Preferences (GSP) treatament under Title V of the Trade Act
of 1974. Purther, the International Trade Comission (ITC) twice unanimously
determined that imports uxl@usly injured the domestic footwear industry (in
1976 and 1977). Pollowing the second unanimous injury finding, import relief
was granted to the industry in June, 1977, in the form of Orderly Marketing
Agreements (OMA's) negotiated with Taiwan and Korea to limit imports from those
two sources for four years (June 30, 1977 - June 30, 1981). In April, 1981,
the ITC concluded that footwear imports continued to injure the domestic
industry, and recommended extension of import quotas on footwear from Taiwan,
the largest single foreign supplier. The ITC further recommended that action be
taken against surges from other countries whose imports undermined the import
relief program and threatened the domestic industry. HRowever, on June 30, 1981,
despite the ITC's recommendation, President Reagan announced his decision to
terminate the Orderly Marketing Agreements with both Taiwan and Korea. Thus,
the industry currently is not subject to any form of import relief.

Prior to the imposition of import relief and throughout the four-year
relief period, imports captured roughly one half of the domestic market for foot-
wear. Since import relief was terminated, the footwear industry has seen its
bleakest hour: imports have risen by nearly 12 percentage points this year.
Domestic market share has fallen to 38% and over 11,000 jobs have been lost in

this industry since the beginning of 1982,
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3.

THE UNITED STATES 1S THE POCAL POINT FOR WORLD POOTWEAR EXPORTS

The United States already is the focal point for other nations' footwear
exports, as {t is the largest and moat open-urkat in the world.
Approximately 70 countries export nonrubber footwear to the United States,
which hiatorically has been the largest single country market for world trade
in nonrubber footwear, absorbing a significant portion of total world exports
of these products. .

United States imports accounted for 39 percent of total nonrubber footwear
imports by OECD countries in 1976 and 1977, the latest year for which such data V
are available. Data compiled by the Shoe and Allied Trade Research Association
(Norld Pootwear Industries Statistical Review 1978) indicate that the United
States market absorbs more than one half of the total footwear exports from

Taiwan, Brazil, Japan, Mexico, and the Philippines, and close to one-half of the

total footwear exports from Korea, Hong Kong, Spain and Greece. Por most of the
world's top 19 footwear exporting countries (which account for almost 85 percent
of total world exports) the United States is the single largest recipient of
footwear exports, absorbing 41 percent of total exports by these 19 countries.
Barziers to imports of nonrubber footwear that exist in foreign markets
outside the United States contribute to a diversion of trade to the U.S. market.
0.S. tariffs on nonrubber footwear are among the lowest in the world, generally
ranging from 2.5 to 20 percent ad valorem; the trade-weighted average ad valorem
rate was approximately 10 percent in 1981, Moreover, non-tariff barrlex:a here
virtually are non-existent. (In fact, the one non-tariff barrier applicable to

shoes, American Selling Price, was abolished on July 1, 1981.) In comparison,

many of the other major consuming and producing nations have substantially
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higher tariff rates on nonrubber footwear, and some of the major producers and
exporters of nonrubber footwear in the d_gvel.opinq countries maintain tariff and
non-tariff barriers that virtually prohibit penetration by foreign producers.

It is no wonder, then, that the U.S. bears the brunt of world trade in this com-
nodity.

Pootwear Tariff and Trade Regulations: Major Foreign Markets, prepared by

the Department of Commerce in May, 1981, surveys tariff and trade regulations
covering the importation of footwear in 53 countries. A review of this report
clearly illustrates the stringent barriers to footwear imports imposed by many
of our trading partners — in both developed and less-developed countries.

Por example, Canada has just re-imposed a global quota on footwear.
Canadian duties for countries with MFN status range from 224% - 25% ad valorenm.
In Korea, the general duty range is 60% ad valorem; leather footwear imports
currently are banned. Mexico's duty rate is 35% ad valorem FOB; in addition,
there {s a surcharge of 2% on the normal value of the merchandise, a surtax of
3% on the calculated duty, and a luxury tax of 6% on the normal value of the
merchandise. Furthermore, licenses are required on all footwear, and are not
issued freely. In the Philippines, footwear is classified as a consumer item
which cannot be imported. Duties in Spain range from 8% - 35% ad valorem, with
an additional compensatory imports tax of 10%. Taiwan imposes duties of 25% -
85% ad valorem, requires licenses and imposes additional taxes of almost 208.

Brazil's duties virtually prohibit footwear imports. In addition to its
170% ad valorem tariff, it has a deposit scheme and it imposes a 12% merchandise
circulation tax and a merchant marine renewal charge of 20% of net ocean
freight charge on all imports by sea. Moreover, Iimport licenses are generally

not issued for footwear. Duties in Australia generally sr¢ 34t or 46.5% ad
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valorem; in addition, quantitative restrictions on many types of footwear have
been in effect there since 1974. Duties in Japan range from 8.6% - 27%; it
also has a severe quota on imports of leather products which includes leather
footwear. - )

In addition to the trade barriers briefly outlined above, non-tariff
barriers on hides and leather affect world trade in nonrubber ft;otwear. The
most important of these barriers are export restrictions on hides and leather.
Strong world demand for hides and leather and global hide shortages caused the
price of hides, leather and leather products to rise rapidly beginning in late
1978 and continuing through 1979. Those countries restricting their exports of
hides are able, in such market conditions, to maintain domestic raw material
prices at a level below world prices and thus develop leather products
industries that are highly competitive in the world market.

Such restrictive trade practices have an obviously damaging effect on the
United States, a major producer and trader of hides, which has no restrictions
on the export of hides. As a consequence of this lack of. restrictions, U.S.
producers of footwear and other leather products often pay higher prices for
raw materials than foreign competitors in those countries that do restrict
exports of raw materials. Therefore, on the world market and in their own
market, U.S. producers are at a competitive disadvantage with such producers
vis-a-vis the cost of raw materials, a major component of the cost of production
of some types of footwear. Purthermore, exports of finished products from those
countries that restrict their raw materials exports are often targeted to the

relatively open U.S. market, thus compounding the effect on the U.S. footwear

and other leather products industries.

98-592 0 -~ 82 - 11
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Among those countries that restrict their hide exports are Argentina,
Uruguay, and Brazil. By first placing embargoes and then levying export taxes
on hides, these countries have protected their own domestic leather products

industries from the pressures of rising world hide prices.

SUMMARY AND RECOMMENDATION

The domestic footwear industry has been, and continues to be, severely
injured by imports. 1In 1981, the ITC acknowledged the continued threat, and
recommended extension of the Orderly Marketing Agreement with Taiwan. Rowever,
the import relief program was terminated. Imports have grown dramatically since
that time and have now captured almost 62% of our market. Clearly any reduction
in U.S. tariffs on footwear will futth;r exacerbate an already severe problen.

The stringent trade barriers on footwear in many other countries preclude
development of alternative markets for the world's foetwear exporters. Thus,
the United States, which is the largest and most open market in the world, can
expect to remain the focal point for world footwear exports. Any reduction in
the already low domestic duty rates will only invite a surge in footwear
imports.

Therefore, Footwear Industries of America suggests that any extension of
the President's residual authority should be subjected to more stringent
éongteuional guldelines. Section 127 of the Trade Act of 1974 currently
prohibita the President from negotiating duty reductions pursuant to Section
124 while an import rellef program is 1n.e£fect with respect to the product in
question. PIA submits that the continued ill health of the.u.s. shoe industry,
notwithstanding the recent period of import relief, demonstrates that this

exception to Section 124 authority is too narrow to adequately serve the



157

Conqre;sional intent of protecting import sensitive industries. What is needed
is a "laundry list® of import sensitive articles — including shoes ~ similar
to the list of products exempted from the system of trade preferences created by
Title V of the Trade Act of 1974. If the President is to be given the
authority to reduce tariffs, it is only in this way that American industries
injured by imports will be assured that further declines in production and job

losses will not occur.
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STATEMENT OF EDWARD LEVY, EXECUTIVE DIRECTOR,
NATIONAL HANDBAG ASSOCIATION

Before the
Subcommittee on International Trade
Committee on Finance
United States Senate

In Opposition to
S. 1902

July 21, 1982

My name is Edward Levy. I am Executive Director of the
National Handbag Association, the trade association repre-
senting the domestic handbag industry. 1 am here today to
comment on some of the concerns of our industry with respect
to the bill to extend the President's residual tariff
cutting authority for two years, S, 1902. We find the
language of the current legislation to be totally unaccep-
table as it will open the door to tariff reductions on
imported handbags.

We are an import-sensitive industry and have the
unhappy distinction of having one of the most heavily import
penetrated markets in this country. Almost 80 percent of
the U.S. market for handbags is currently in the hand of
imports. Declining production, lost market share, and lost
jJobs have characterized our industry for more than a decade.
Under such circumstances our concerns over any legislation

which has a potential for resulting in further inroads into
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our market should be apparent. There exists no justifica-
tion to support the consideration of tariff reductions on
these import-sensitive products.

Passage of S. 1902, and more importantly, exercising the
authority to reduce duties insofar as handbags are con-
cerned, would adversely affect the firms and workers in this
industry. The degree of protection offered by the current
rates of duties on-imported handbags are considered minimal
-- ranging from 6.5 percent on handbags of some textile
materials to 20 percent on handbags of plastic and certain
other textile materials to 22.4 percent on handbags of rat-
tan or palm leaf. Few of our products are subject to duty-
free treatment under the Generalized System of Preferences,
precisely because of their import-sensitivity. 'During the
Multilateral Trade Negotiations we saw the duties on many of
our products cut substantially, some by 10 percent (leather
handbags) and some by as much 60 percent (handbags of cer-
tain textile materials)., Only plastic handbags and some
handbags of textile materials were spared from duty cuts.

We have more than paid our dues with regard to duty reduc-
tions.

Another cause for the particular concern of our industry
regarding the extension of the tariff cutting authority
relates to negotiations which have already been discussed.
The United States is apparently seeking lower tariffs on

almonds and citrus from the European Community. We have no
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assurances that the EC will not seek -- and the United
States will not agree to -- duty cuts on leather products in
return for lower tariffs on almond and citrus. In fact, we
are extremely concerned that this may happen. Not only is
“Italy the major producer of almonds and citrus in the EC,
but Italy is also a major exporter of leather products to
the United States. Such facts speak directly to the concern
of the handbag and leather goods industries regarding exten-
sion of the tariff cutting authority.

Because of these concerns, we can envision only one
method by which passage of such legislation can be
justified. If the bill is amended to provide for the speci-
fic exclusion of import-sensitive articles, such as hand-
bags, by name, the potential of adversely affecting firms
and workers in import-sensitive industries could be mini-
miéed. A general exclusion of all "import-sensitive"
articles is simply not enough. As this industry has seen
time after time in matters relating to the Generalized
System of Preferences, we would be forced to continually
demonstrate our import-sensitivity in every case. This is
why we consider the amendmgnt which was passéd on similar
legislation in the House Trade Subcommittee to be inade-
quate. It offers a general exclusion for articles
designated as import-sensitive by the President, but offers
no assurance that products such as ours will be considered

to be import-sensitive.
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If this Subcommittee does not amend S. 1902 to specifi-
cally exclude handbags and other import-sensitive articles,
there exists another possible alternative. As proposed in
the House Trade Subcommittee, the legislation could be
amended to exclude from possible tariff negotiations those
articles which are not currently eligible for duty-free
treatment under the Generalized System of Preferences. In
this manner, we would be assured that all articles which are
import-senstive in the context of the GSP, such as most
types of "handbags, would not be affected by any tariff nego-
tiations. This would be acceptable to us.

I urge you to consider the alternatives I have outlined.
If this legislation is not amended satisfactorily, the

National Handbag Association must oppose S. 1902.
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TO THE SUBCOMMITTEE ON INTERNATIONAL TRADE,
CCMMITTEE ON FINANCE, UNITED STATES SENATE

IN OPPOSITION TO
S.1902

Presented By Arnold Mayer, International Vice President,

Director of Government Affairs, United Food and Commercial
Workers International Union, AFL-CIO

Summary

The United Food and Commercial Workers International
Union, AFL-CIO is a labor union with 1.3 million members. I
am here today primarily on behalf of our members who work in
the shoe, luggage, and leather tanning industries who are 7
most concerned about possible duty reductions on imports of
their products. The UFCW is strongly opposed to the resi-
dual tariff cutting authérity legislation, S.1902.

Now that the Orderly Marketing Agreements with Taiwan
and Korea have been terminated and import relief is over,
the import problem of the shoe industry has deteriorated.
During the first four months of this year there were some
11,000 fewer shoe workers employed than during the same
period in 1981, and imports had gained 62 percent of the
domestic market. Our members in the shoe and luggage
industries and those in the leather tanneries whose jobs
depend on these industries are concerned about their jobs
~and their livelihoods. Efforts to gain relief from imports
should not be hindered or, even worse, destroyed by tariff
reductions on imported shoes.

The Union does not want to see duty reductions on
imported shoes, nor do we even want such an action to be a
possibility. We oppose S. 1902. The safest approach so far
as U.S. jobs and businesses are concerned is to reject S.

1902.
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Introduction

My name is Arnold Mayer, Vice President and Director of
Government Affairs of the United Food and Commercial Workers
International Union, AFL-CIO. The UFCW is a labor union
with 1.3 million members organized in some 700 local unions
throughout the United States and Canada. The UFCW and its
local unions have collective bargaining agreements with tens
of thousands of employers throughout the food processing,
retail sales, leather, health, commercial, shoé, fur and
other industries. I am here today primarily on behalf of
our members who work in the shoe, luggage, and leather
tanning ‘industries who are most- concerncd about possible
duty reductions on imports of their products.

The UFCW is strongly opposed to the residual tariff
cutting authority legislation, S.,1902. The shoe workers in
this country are struggling to maintain jobs in a domestic
market which continues to be inundated with imported foot-
wear, Since 1977, when import relief (which limited foot-
wear imports from Taiwan and Korea) was granted, some 25,000
jobs have been lost in the shoe industry. In the year since
the termination of import relief, domestic output has
fallen, thousands of additional jobs continue to be lost,
and imports have increased to capture an even greater share
of the U.S. market. Clearly, duty cuts on imported footwear
would place the entire industry in jeopardy. Therefore, we
must oppose this legislation which would allow the President

the authority to cut duties on such products.
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The U.S. Shoe Industry is Import-Sensitive and Has Already
Suffered Import Injury

I am sure that the members of this Subcommittee are well
aware of the import-sensitivity of the shoe industry and the
fact that the industry has already suffered injury from
imports. The Senate Finance Committee itself initiated the
second "escape clause" case after the first unanimous
injury determination by the International Trade Commission
brought no import relief in 1976. Moreover, in recognition
of the industry's import—§ensitivity, footwear was among the
handful of products specifically excluded from designation
as eligible articles for the purposes of the Generalized

V4

System of Pr;ferences under Title V of the Trade Act of
1974.

However, while the historical plight of this industry
with respect to import competition is well documented, let
me add a few startling new facts. Now that the Orderly
Marketing Agreements with Taiwan and Korea have been ter-
minated and import relief is over, the import problem has
deteriorated. In the first five months of 1982, imports of
nonrubber footwear increased 27 percent above the same
period of last year. Import growth does not appear to be
slowing down as April 1982 imports were 22 percent above the
April 1981 level and May 1982 imports were 48 percent above
the May 1981 level. Domestic production has fallen by 12

percent.in the first four months of 1982, The two most

startling statistics, however, remain employment levels and

PR



import penetration. During the first four months of this

year there were some 11,000 fewer shoe workers employed than

during the same period in 1981, 1In the January-April period

of this year, imports had gained 62 percent of the domestic

market, compared to 53 percent in the same period of last
year and 51 percent for calendar year 1981 as a whdle.

The situation with respect to imports is certainly
troublesome to say the least. What I have just described
may seem like dry statistics, but to our members in the shoe
industry and those in the tanneries whose jobs depend on the
shoe industry, it is their jobs and their livelihoods that
we are tal%}ng about. Workers in the shoe industry have
fought long and hard for relief from imports and intend to
continue fighting. Their efforts should not be hindered or,
even worse, destroyed by tariff reductions on imported

shoes.

S.1902 Could be Harmful to Import-Sensitive Industries

Passaye of S5.1902 and exercising the authority to nego-
tiate tariff reductions could seriously hurt the shoe and
other *import-sensitive industries. During the Multilateral
Trade Negotiations, footwear was excluded from any duty cuts
because at the time they were subject to import relief.
Footwear was also excluded by virtue of import relief from
the lists of articles being considered during 1980 and 1981
for possible duty modifications under Section 124 of the

Trade Act of 1974. Since import relief has been terminated,



however, the shoe industry cannot be assured that it will
not be affected by tariff cuts if the residual tariff
cutting authority is extended. 1If, on top of the ter-
mination of import relief, the shoe industry was now faced
with duty cuts, the consequences éould be devastating, par-
ticularly in light of the fact that the U.S. market for
foo:wear is already the most open market in the world, with
low tariff rates on footwear imports.

During consideration of similar residual tariff cutting
authority legislation in the House Trade Subcommittee of the
ways and Means Coﬁmittee (H.R. 4761), the Subcommittee
adopted an amendment which stated that the authority to
negotiate tariff reductions "may not be exercised with
regard to articles that are designated by the President as
import-sensitive." We do not find this amendment to offer
adequate safeguards against the concerns of import-sensitive
ihdustries.

under the House Subcommittee-adopted language, the
President retains discretionary authority to determine whgt
is import-sensitive. Our experience with "discretionary"
authority has been rather dismal. In the first nonrubber
footwear "escape clause" case, President Ford rejected
import relief despite a unanimous finding of serious import
injury by the International Trade Commission. Just last

year, President Reagan decided not to extend import relief
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for nonrubber footwear again despite an affirmative recom-
~mendation by the ITC., We understandably lack.confidence
that footwear is assured designation as an import-sénsitive
product. Even if USTR assures us that duty cuts on imported
footwear will not occur, we are not convinced.

The Union's position is clear -- we do not want to see
duty reductions on imported shoes, nor do we even want such
an action to be a possibility. We oppose S.1902.

It has been suggested that the language of the bill
reported out by the House Trade Subcommittee be further
amended to exclude from the residual tariff cutting
authority those items not currently designated as eligible
articles under the Generalized Systems of Preferences.
Language such as this would be a step forward as it would
preclude nonrubber footwear and other import sensitive goods
from the tariff cutting authority. This Subcommittee should
give serious consideration to such an amendment if it deci-
des to go ahead with the residual cutting authority bill.
However, the safest approach so far as U.S. jobs and busi-

nesses are concerted is to reject S. 1902,
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.

Statement Of Ralph Cennamo, General President,
International Leather Goods, Plastics and Novelty
Workers' Union, AFL-CIO
on S.1902
To The
Subcommittee on International Trade
Committee on Finance
U.S. Senate

July 21, 1982

My name is Ralph Cennamo and I am General President of
the Interﬁacional Leather Goods, Plastics and Novelty
Workers' Union, AFL-CIO. Our Union represents a substantial
number of workers in the domestic handbag, luggage and per-
sonal leather goods (flat goods) industries,

My appearance here today is to oppose S5.1902, a bill to
allow the President the authority to negotiate tariff reduc-
tions under Section 124 of the Trade Act of 1974. Our con-
cern with this legislation, as with similar legislation
reported by the House Trade Subcommittee (H.R. 4761}, is
that import-sensitive industries such as ours will be faced
with the threat of further tariff reductions which we can
ill afford in light of the present state of health of our
industries.

Few industry sectors have been as severely affected by
import competition as the U.S. leather and leather-related

products industries. Whether handbags, luggage or personal

Plastics and Moveity ‘Workers' Union
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leather goods, each of these industries has been charac-
terized by increasing imports which have caused lost market
share and jobs in these industries.

Increasing volumes of imports are an ongoing concern of
workers in these labor-intensive industries, We have seen
79 percent of the U.S. market for handbags overrun by
imports. Despite the fact that the U.S. market for handbagé
reached $1 billion for the first time in 1981, imports con-
tinue to capture all of the growth of the market and more.
Thousands of jobs have been eliminated in this industry.
While trends in the luggage and personal leather goods
industries have not reached such dramatic proportions, they
are nevertheless likewise suffering from serious import com-
petition. Import penetration in 1981 is estimated at 40
percent in the luggage industry and 30 percent in the per-
sonal leather goods industry.

Our workers cannot tolerate any further erosion of their
market or their job opportunities. These three industries
combined have traditionally employed more than 50,000
workers. Thousands of jobs have been lost in the last
several years, however. According to Government data, some
4,000 jobs have been eliminated in the last five years
alone, Available employment data for this year are even
more dismal. Some 3,000 fewer workers in thase industries
were employed in the first four months of 1982 compared to
employment levels for the same period a year ago.



170

-3-

A large proportion of our workers are minorities, pri-
marily blacks and Hispanics, and a similarly large portion
are women., Most of our workers can be characterized as
unskilled or semiskilled. Mobility is limited. Thus, the
workers of our industries who lose their jobs have little
hope for alternative employment.

Having provided you with some of the details regarding
the import-sensitivity of these industries, I must turn to
our concerns regarding the legislation to extend for two
years the President's authority to negotiate tariff reduc-
tions, S.1902. We share our concerns with other import-
sensitive industries. It is clear that duty cuts are not
desirable in light of the~manner in which imports have
-already captured substantial shares of the U.S. market.
Beyond that, we also do not even want to be faced with the
-possibility of duty cuts, which is what is proposed in the
legislation S.1902.

There are a number of options available to amend this
legislation to é;clude imporg;sensitive products from
possible tariff reduction. These oﬁtions are themselves a
cause of concern.

when similar legislation (H.R. 4761) was considered by
the House Trade Subcommittee, an amendment was adopted which
precluded from tariff cuts those articles which the

President designated as import-sensitive. In our opinion,

- this does not sufficiently address the concern of import-
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sensitive industries, primarily because of the wide discre-
tion retained by the President., We have seen such discre-
tionary authority at work in the past and have suffered its
consequences,

Our Union has consistently protested that handbags,
luggage and personal leather goods are import-sensitive and
has fought against the inclusion of these products as eli-
gible articles under the Generalized System of Preferences.
Under the GSP, discretionary authority is retained to deter-
mine what is import-sensitive. As a result, we have time
and time again been forced to re-prove our import-
sensitivity before the International Trade Commission and
the Trade Policy Staff Committee as various petitions are
accepted for consideration. We anticipate similar problems
if the proposed legislation is merely amended to exclude
articles the President designates as import-sensitive.

In addition to our numerous appearances on GSP issues,
representatives of our Union also appeared before the Trade
Policy Staff Committee and the U.S. International Trade
Commission in August 1980, when a long list of lugggage,
flat goods and handbag items was included among hundreds of
items under consideration for possible tariff cuts under the

"residual tariff cutting authority of‘Section 124. 1In fact,
in the last several years a Union representative has made

the trip to Washington countless times, each time having -to

98-592 0 ~ 82 - 12
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document once again the import-sensitivity of our products.
This has been at no small expense in terms of time and money
for our Union.

A much better solution than discretionary authority to
designate import sensitive articles -- and in fact the only
acceptable solution -~ is to either exclude our products by
name or tie in the residual tariff cutting authority and the
current list of GSP eligible articles, the link clearly
being that articles eligible for GSP treatment can be con-
sidered not to be import-éensitive and articles not eligible
f&r GSP are import-senéitive. As was suggested in the House
Trade Subcommittee, the legislation could be amended to
exclude from the tariff cutting authority those articles not
currently eligible for duty-free treatment under the
Generalized System of Preferences. Only if such an amend-
ment to S5.1902 is approved can we reduce our opposition to

this bill.
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Senator DaANFORTH. Mr. Nehmer, you are scheduled also to tes-
tify on S. 231. : }

Mr. NEHMER. Yes, sir.

Senator DanrorTH. I don’t know if you are prepared now to go
forward. If so, you might want to do it now rather than come back
tomorrow.

Mr. NegMEeR. Thank you. I appreciate that.

Senator DaANFOrRTH. And thank you all very much—the rest of
you—for being here.

STATEMENT OF STANLEY NEHMER, PRESIDENT, ECONOMIC
CONSULTING SERVICES, INC., WASHINGTON, D.C.

Mr. NEuMER. Mr. Chairman, with regard to S. 231, I am here on
behalf of the Textile Apparel Import Steering Group, a national co-
alition of 21 labor and management organizations. A copy of our
statement has been submitted to the subcommittee.

The group records its very strong opposition to S. 231, the bill
which would increase the informal entry level from $250 to $600,
and in my summary of this statement I will explain why.

The textile and apparel industry relies extremely heavily upon
the Multi-Fiber Arrangement in order to alleviate the import pres-
sure on the textile and apparel industries. The MFA has been in
effect since 1974.

The MFA requires a very sophisticated monitoring system by
which textile and apparel imports are recorded and are charged
against certain maximum allowable levels of imports from certain
countries.

There are already an indeterminant number of apparel imports
where the entries are under $250 which do not get charged against
the negotiated quotas, due to this informal entry level.

I think we ought to make it clear that imports that come in
under $250 are not recorded in the same statistical series as those
above $250. And when you are dealing with low unit value prod-
ucts—apparel and some of the other products that we heard from
today—then it is possible to have small shipments come in which
would not get recorded.

It is quite clear that an increase in the maximum informal entry
level from $250 to $600 will result in a considerably larger number
of import shipments which will not be counted against negotiated
MFA levels. This will hinder the operation of the MFA, hinder the
administration, the executive branch, and the industries’ ability to
monitor the competitive position of the textile and apparel indus-
try in the U.S. market, because accurate trade data are extremely -
important for this particular fprogram.

ere is another aspect of the MFA which is rarely used but
which is important: it allows unilateral action by the United States
in which imports are set at the level of the first 12 of the last 14
months. If you have informal entries which are excluded from the .
data, we are just not going to know what the import level has been.

I think we have to look at this against the background of what is
happening to the textile and apparel industry. The employment in
the industry today is just about 2 million workers, in fact slightly
below 2 million workers. It has lost 300,000 jobs since 1974. The un-
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employment rate for the textile mill products industry in June was
13.9 percent, and for apparel was 16 percent. Of course, the nation-
al average was 9.5 percent.

The kind of labor force that we just talked about with regard to
these industries is quite the same with regard to textiles and ap-
parel.

Now, we attached to our statement an article from a Hong Kong
publication which describes the action recently taken by the U.S.
Customs Service in Hong Kong with regard to made-to-measure
clothing shipped to the United States from Hong Kong. Many,
many shipments were found to be undervalued to avoid being sub-
ject to the restraint levels on exports from Hong Kong.

The U.S. Customs Service has reported that this practice resulted
in a loss of revenue to the United States of $300,000 to-$500,000
monthly—not even annually, but monthly—which is a terrible rev-
enue loss. And we say in our statement, ‘“raise the informal entry
level to $600 and the Hong Kong merchants will have an even
greater incentive to cheat.”

We also point out, finally, that a classic example of the use of the
informal entry level that could be used to get around some of the
restraint levels involves men’s suits from Colombia. In 1980 they
were imported at an average f.0.b. value of just $36. Normally 16
suits get packed in a case. If you raise the entry level to $600, then
these shipments will not get recorded against the restraint levels
with regard to Colombia.

We believe very sincerely that the evidence justifies that this leg-
islation not be favorably reported by the subcommittee or by the
full committee.

That concludes my statement.

Senator DaNFORTH. Thank you very much, Mr. Nehmer.

[The prepared statement of Stanley Nehmer follows:]
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STATEMENT OF THE TEXTILE/APPAREL IMPORT
STEERING GROUP

PRESENTED TO THE

SUBCOMMITTEE ON INTERNATIONAL TRADE,
COMMITTEE ON FINANCE

UNITED STATES SENATE

By Stanley Nehmer
WASHINGTON, D.C. JULY 23, 1982
In Opposition to
S.231

The Textile/Apparel Import Steering Group is a national
coalition of labor and management organizations in the tex-
tile and apparel industry in the Untied States. Members of
the Group are located throughout the nation and produce the
vast majority of textile and apparel items made in this
country. The attached list identifies the twenty-one member
organizations of the Textile/Apparel Import Steering Group.

The Group wishes to record its strong opposition to
S.231, a bill to increase the maximum value of import ship-
ments eligible for informal entry from $250 and $600. The
textile and apparel industry sector is sensitive to imports,
and particularly to imports from low-wage developing
countries. The industry relies upon the Multifiber
Arrangement (MFA) to alleviate the import pressure on the
textile and apparel industries. While the MFA may not be a
wholly satisfactory mechanism for import restraint, it is,
nonetheless, the only import program now in effect for this

industry.



The MFA requires a sophisticated monitoring system by
which textile and apparel imports are charged against
maximum allowable levels of imports from certain countries.
The procedure for monitoring imports requires precise
customs documentation as to the kinds, quantity, and value
of imported articles. Even under current statutes, however,
some apparel items from some countries, despite inclusion in
the MFA, can be imported into the United States under infor-
mal entry procedures if the total value of the shipment does
not exceed $250. There are already an indeterminate number
of apparel imports which do not get charged against nego-
tiated quotas due to informal entry. It is clear that an
increase in the maximum informal entry level from $250 to
$600 willrresult in a considerably larger number of import
shipments which will not be counted against negotiated MFA
levels. This will not only hinder the operation of the MFA,
but will also injure the industry's ability to monitor its
competitive position in the U.S. market. Accurate trade
data are a major priority for all import-sensitive -
industries in their efforts to analyze the economic impact
of imports on thHe domestic market. Many individual textile -
and apparel industry segments, espacially those in which
high-volume, low-unit value imports are common, would be
adversely affected by an increased dollar value limit for

items eligible for informal entry.
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Accurate trade data are also tremendously_iQPOttant to
set restraint levels on textile and apparel products not
presently covered by restraints under the MFA but which are
brought under control as imports increase to the point of
causing disruption to the U.S. market. When such actions
are taken, import levels are set based on imports in the
first twelve of the last fourteen months. Import data must
fully reflect import levels in order that restraint levels
are properly set. An i;ctease in the level of informal
entry, which would result in inaccurate data collection,
would make this effort difficult.

The textile and apparel industry is still the largest
employer in manufacturing in the United States with some 2
million workers, down from 2.3 million workers in 1974.
Unemployment in the textile industry in June was 13.9% and
in apparel 16%, when the national average was 9.5%. Jobs
lost because of imports often cause prolonged or permanent
displacement of workers. Over 65 percent of the workers in
the industry are women and, since many of them are secondary
wage earners, many are unable to relocate. Furthermore,
one-fourth of the industry's workforce is comprised of
minorities and mucﬁ of the apparel irdustry is concentrated
in large U.S. cities and metropolitan areas where alter-
native employment is limited.

Many segments of this industrial complex, particularly

in the apparel area, have been characterized by plant shut-



downs, declining domestic production, and declining domestic
employment, all as a result of increasing quantities of
imports. The manufacture of apparel is highly labor inten-
sive. Domestic apparel producers find it difficult to
compete with foreign producers, especially those in low
wage, developing countries.

The concern over the pending legislation is self-
evident. A concern with regard to import levels dictates a- -
concern with regard to accurate trade statistics. FPair and
equitable administration of the MFA depends upon accurate
trade data. An increase in the maximum value of mexchandise
eligible for informal entry will make proper and effective
administration of this import program exceedingly difficult.
Many imported items affecting the textile and apparel
industry have relatively low average unit values. This is
becoming an even greater problem today as the People's
Republic of China with textile and apparel products with
particularly low unit values increases its shipments to the
U.S. The in.iucement-to ship in smaller lots to avoid formal
U.S. Customs procedures becomes greater as the level of
informal entry is expanded. Aggregate import levels could
become increasingly understated if shipments under $600 are
not included in Census data.

Attached to our statement is an article from a Hong Kong.
publication which describes the action taken by the U.S.

Customs Service in Hong Kong when it determined that made-
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to-measure clothing shipped to the U.S. was being under-
valued to avoid being subject to the restraint levels on
exports from Hong Kong. The U.S. Customs Service reported
that this practice had also resulted in a loss of duty reve-
nue to the U.S. of US $300,000 to 500,000 monthly. Raise
the informal entry level to $600 and the Hong Kong merchants
will have an even greater incentive to cheat.

There are many examples of imported textile and apparel
items which are of low unit value and which therefore could
take advantage of informal entry procedures. A classic
example, for instance, is found in imports of men's suits’
from Colombia, which have contributed to the major disrup-
tion to the tailored clothing industry from imports. These
suits were at an average f.o.b. unit value of just $36.00 in
1980. Imports o§ these Colombian men's and boys' suits,
normally packed 16 suits in a case, could enter the United
States under informal entry procedures if legislation
raising the limit to $500 is approved. Shipments such as
these would go uncounted if S.231 is enacted. Unrecorded
imports could increase the disruption to the U.S. market
without recourse by the U.S. Government.

The Textile/Apparel Import Steering Group urges this
Subcommittee to consider carefully the negative-consequences
that passage of §.231 could have on the operation of the
Multifiber Arrangement and on the viability of the domestic
textile and apparel industry, and other import-sensitive
sectors. 'Wg believe that the evidence justifies that this
legislation not be favorably reported by the Subcommittee or

the full Committee.
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Customs
crackdown

An investigation by the US Customs,
which in January-Apnl seized some
8,000 parcels of custom-made clothing
despatched from Hong Kong, has led
to the bmposition of stengent new
conditions on such sales. A directive
dated April 30 and signed by Mr
Donald Mieger, sonior US Customs
tepresentative in Hong Kong, specifies
m.

@ All future shipments must be de-
clared at full transaction value, ie.
the price to the US customer.

e They must contain a copy of the

proof of payment.

@ All books and records concern-
ing sales to the US must be avalable
for inspection on demand.

o All parcels must be properly

declared a3 regards fibre content, .

and conwin proper - quota and visa
documentation.

Urging tailors, shippers and mail
order compsnies to use their “in.
fluence’” to ensure the widest possible

_ conformity with these guidelines, the
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directive states that firms which fad
to follow them “and which continue
to falsify values and provide inaccurate
information regarding fabric conteat
will have their parcels seized, and may
face criminal action by US Customs.
Action will also be taken apainst
firms that refuse to pay the mm
benefits.”

Mr Tom Gray, a US Customs ofﬂcul
who has been leading the investigation
in Hong Kong, says that at & conser-
mlvl estimate 85% ul’ tha pueah of

1nAFILE ASIA, JUNE 1083

cotton shirts sttract an 8-16% duty,
as againgt 27% for shirts of cotton-
synthetic blends. Articles bearing logos
pay up to 40%. .

The degres of sbuse came to light
after complaints were made sgainst
one company in America. The peesent
loss of duty revenue was estimated at
US$300,000-500,000 monthly. About
50% of the wolume of the present

‘trade was generated by mailorder
firms, with the rest stemming from

various retail outlets,

from Hong Kong had been under-
valuod, 30 s to save duty or evade
quota requirements. Goods valued at
US$250 and over aze subject to quotas.

According to Mr Gray, the present
widespread abuse derives from a new

introduced in J 1980, b:

m goods are mmd“b;'or duty o{
transaction value — the price paid —
13 against the former assessment based
on “constructed value,” which covered
the tailot’s material costs pius whole-
sale profit of about 20%. But as made-
to-messure goods are marked up by

The directive adds that if the guide-
lines are “accepted and followed™
parcels valued at under $250 now
being held by US Customs at Sesttle
and San Francisco, the two main points
of entry, will be released immediatety,
with duty assessed at true value, Those

valued over $250 will be assessed at 3 :

rate of eight times the potential loss of |

revenue, levied againgt esch parcel
individually and with the "uilor and
consignes identified.™ For these how-
ever the US Commerce Dopmmtm
will request “blmht quota wavers.”
“We do not nys the directive,

60-80%, many peopie had
to value under the old system.

False dexcription might also be used
in sn sttempt 1o evade duty. E g. all-

of mitiga

of thess pcnlltluulgemllmh

Violators wrs expected to pay in

full.”
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THE TEXTILE/APPAREL IMPORT STEERING GROUP

Amalgamatad Clothing & Textile Workers' Union
American Apparel Manufacturers Association
American Textile Manufacturers [nstitute
American Yarn Spinners Association

Carpet and Rug Instituta °

Clothing Manufacturars Association of U.S.A.
International Ladies' Garment Workers' Union
Knitted Textile Association

Luggage and Leather Goods Manufacturers of America
Man-Made Fiber Producars Association

Nationmal Assgcfation of Hosiery Manufacturers
National Association of Uniform Manufacturers
National Cotton Council

National Knitwear & Sportswear Association
National Knitwear Manufacturers Association
National Wool Growers Association

Neckwear Association of America

Northern Textile Association

Textile Distributors As.sciation

United Hatters, Cap and Millinery Workers' Union, AFL-CIQ
Work Glove Manufacturars Association
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Senator DANFORTH. Senator Symms, do you have some questions?
Senator Symms. No questions, Mr. Chairman, but when it would
be appropriate I have a very brief statement I would like to make.

Senator DANFORTH. All right.

Well, Mr. Nehmer, you are excused, and thank you very much.

Senator Symms, why don’t you proceed?

Senator Symms. If you want to call up the panel, I could be doing
it while they are coming up, if it would make it faster for the
chairman.

Senator Symms. Thank you very much, Mr. Chairman. I would
just like to address my comments today to one of the bills that the .
committee will be reviewing, and specifically I am concerned about
the desirability of extending the authority to reduce tariffs con-
tained in section 124 of the Trade Act of 1974.

At this time I do not necessaril}y believe that it is appropriate to
extend section 124 without being furnished the specifics as to what
industries will benefit from the supposed increase in U.S. exports,
to which countries will such exports go, and what U.S. industries
and- workers will be expected to pay the price of having to face the
consequence of lower tariffs on their products.

I am particularly concerned about the impact it would have on
our domestic zinc and lead industry. The lead and zinc industry
cannot afford to have the tariffs on its products cut further, nor
can it afford to have the threat of tariff cuts hanging over it. The
effects of the tariff cuts on lead and zinc in multinational trade ne-
gotiations and subsequent action by the Congress in enacting a 3-
year reduction in the lead-zinc metal duty have contributed to the
depressed state of the industry today. Gulf Resources & Chemical
Corp. pointed out in November, when it announced the closing of
81 of the Bunker Hill operations in Idaho. In terms of constant dol-
lars there have been significant increases in the cost of production
of lead, zinc, and silver, particularly in labor and energy costs,
since 1970. In the same constant dollar terms, today’s price of lead
and zinc is essentially the same as in 1970. In addition, significant
operating and capital costs have been imposed upon Bunker Hill’s

_operation by the requirements by the environmental and health
and safety laws. The capacities for lead and zinc have developed on
a worldwide basis in part because foreign governments have en-
couraged and in some instances have subsidized mining and smelt-
ing operations.

n 1980 Bunker Hill produced 20 percent of the total U.S. output
of-lead and zinc, and at one time this facility employed 2,500 work-
ers in Idaho. However, the facility was closed permanently in early
1982 with a major loss of jobs for the region.

Bunker Hill was closing at a time when the Canadians were
building a $360 million. zinc smelter project in northwest New
Bruntsswick, $356 million of which was financed by Government
grants. _

The duties on lead and zinc are lower in the United States than
they are in the European Community or Japan, and this means in
time of market glut that the excess metal enters the U.S. market
most, upon the three major markets. Further reductions in lead
and zinc tariffs would only add to this already serious problem and
lead to further iffjury to this strategic domestic industry.

{
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Mr. Chairman, in addiiion to my statement, I would ask unani-
mous consent to include in our record a Wall Street Journal article
of April 7, 1982, a Northern Miner article of November 19, 1981,
and the American Metal Market article of November 20, 1981.

Senator DANFORTH. All right, Senator Symgls. Thank you. They
will all be included in the record.

Senator Symms. Thank you, Mr. Chairman.

[The articles follow:]
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Noranda Mines Units l .

Postpone Constructlon wali Street Journal
Of Planned Zinc Plant © it 7+ 1982

By 8 Was Sraxsy JounnaL Siaff Reperier
TORONTO ~ Two Nonmnj:a Mines d

M
Corp. wmaumuumu¢.uum

e o e ikn \oa PBronswick Miniag a0d Smeking, which is owned 64.1% by Nor- |
Poonth a3 originally xm:l::ﬂ ¢ start next anda, plans to announce in August when it will begin con- «
Brunswick Minlng & suufun; is $1.1% struction of & 110,000-tpy zinc refinery at Belledune, NB.
owned by Noranda, while Heath Steele 5. & The lacility, which is projected to cost C$360-million, isa
div'sion of the Toronlo-based mining, f:unh: Joint venture with Heath Steele, which is who{ly owned by
(acturing and forest products concer. | Noranda and a 75/25 partner with Asarco in the Little
The companies said more time will be re- < River Joint Venture ziac mine. Brunswick said it will need +
quired Lo [ind “Innovative” financing for the innovative financing because of Jow zinc prices: the Ca- |
broject, Thev said thev expect 1o announce - nadian government, through its Dept. of Regional Eco- .
in Augun when consiructon of the Belle- ! nomic Expansion, 3nd the New Bruniwick provincial
due. New Brunswick, piant will stant. i government will provide C$35-million in grants (MW,
mm :l‘:‘n:kh‘w l;ve mn.u:; nwnyﬂ:' Nov. 23, 1981, p6). Construction was 10 have begun is
T e U 153500 & poas? ] May with completion scheduled for fate 1984. —

METALS WEEK o April 12,1982

5

The Northern Hiner Nov. 5,198/
Re&n trom Halifax

$300-million- zinc smelter on way 'ﬁ

"b<'\ - By Joha C. Whitaker, Ph.D.
An Oln'n/Nu Brunswick \d
E:'n ge for the proposed $300-mil-

znc smelter ct in north-
Feast New Brunswick ke Brunswick
Mining 3nd smehing was announced
by Premier Richard Haificld at a
Fredericton Chamber of Commerce
state-of-Ihe-province address. Mr. _
Hatfield said he could not say any
more ahout the project untl com-
pam and federal officrals sit down
10 dacuss the financing and the com-
pany 18 ready 10 announce it is pro-
ceecing with the long-awaited ‘&:)qecl
1 winch s expecied o create |
struction jobs and employ 400
crmaneatly

[ &)
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- ' The Northern Miner
November 19, 1981

Ty Brunsw;ck M&S

Vol.

$360m. zinc reduction plant
to be built in New Brunswick

By M. R. Brown

In what promuses io provide a real
shot-in-the-arm to the New Bruns-
wicn economy and indeed that of all
Canada. Noranda's Brunswich
Mining and Smelting Corp. (66")
ant its Heath Steele Mines 13441
have decided to po ahead with con-
struction of a long awuaited zinc
reduction plant ar Belledune. N.B.
Bulk of the engincering and plan-
ning has dlready been completed.,
with actual construction scheduled
to start in May with complenion tar-
geted for late 1984,

Cost of this joint-venture under-
taking. with interest. is estimated at
$360 million which figure includes
DREE and other government grants
totalling $33 million. No new pubhe
financiny is contemplated, The
Northern Miner gathen [rom con-
versaiion with Brunswich President
Wm. James. who puints out that
both compunics huve built up tax
credits and will borrow the remann-

ing $133-S170 million that will be
required. “We will struggle through.”
he’says.

Brunwick. which is the world’s
largest zine producer in addition to
turning out some 6.0 mi{lion vzs. of
silver and =43 000-65.000 1ons of lead
annually. made a Y-month profit of
$25.5 million of which $19.53 million
was from its big nuning operation.
now producing at its expanded rate
of 10000 10ns daily. (This represents
quite an achievement in view of the
unusuatly low current metal prices.
Both Brunswick and Heath have
very substantial ore reserves and will
be in eveellent position to quickly
capitulize on any upturn in metal
prices).

Construction of the new plant will

67,

require MO 1o 1000 worken., while .,

HX} permanent jobs will be created
once it an tull production.,
Desenbed by Finunce Minisies
Allan \Ia\F.n.hv:n in his budget
speech as the most modern zinc
plant in the world. it will consist of
four major process greas: roasting
and acid plant, hvdrometallurgical
leaching and purification. electroly-
sis. und melung-casting sections.

Zine concentrate will be brought ;
by rail to the Belledune plant from -

BMXS muning vperation near
Bathunt. AN miles away and from
the Heath Sreele nune near Newcas-
tle. 3% miles away.

The plant is designed o produce
100X tonnes of zine metal per
vear. Cadmium metul and sulphuric
acid are by-products of the zine pro-
cess. The sulphuric acid will be
pumped to nearby Belledune Fertil-
izer for the production of diam-
monium phosphate ferniilizer.

No.

37
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American Metal Market
November 20, 1981

Smelter Go-Ahead Based on Optimism

By GECRGE COLLIE

NEW YORK—The decision to build a new Canadian $360-million (US.
$302-million) smelter and zinc refinery in New Brunswick was based on
an estimate of increasing prices for zinc in constant dollar terms and a
continuing shrinkage in world zinc smelting capacity over the next four to
five years, according to an executive al Noranda Mines Ltd.

Lance Tiegert, assistant treasurer of the Toronto-based mining and
metals concern, said in a lelephone interview that the smelter was consi-
dered a “marginal project™ Withoul the offer of government grants total)-
ing CS35-million (U.S, 29 4-miTTonOr g

decsm!o £0 aﬁiau With conmcﬂmﬁﬁfu TRRFIE I R TI—
reporieat. L NOV. Smeiler 1S 10 De a JOLN venlure beiween

two Noranda subsidiaries, Brunsmck Mining & Smeilting Corp. L1d., Bath-
urst, N.B., which is 64 percent owned by Noranda, and Heath Sleele
Mines Ltd a wholly-owned subsidiary. Brunswick and Heath Sleele wm
have, respecuvely. atwo-thirds and
one third interest in the project

ity to'around 330,000 tons anmully,
- smelter. which wi

the execulive noted. The company
now has one other smeller in Cana-
with a capacity of 230,000 tons.

According to Tiegert, Noranda
Sales Corp. is planning to market
the additional metal around the
cent, Tiegert said. world. ARgy "Nm ans probably

The new smelter, scheduled to  wqu

come on-s‘;;gg;’g lale 1984 or ear. tboul 30, 000 tons in
Iy 1985. will raise Noranaa's capac- Europe and the same amaun\ in

centrates annu:lly. based on an
average operating rate of 90 per-

other markets. Noranda Sales
Corp., Toronto, already markels
1inc concentrates for both Bruns
wick and Heath Steele, he added

* The Noranda executive said that
the company was more oplimistic
about the outlook for zinc prices
than for some other commeodities it
produced. However, although
prices were expected to rise in
nstant dollar terms, he said the
company did not have any firm
estimates.

Meanwhile, wor!dw»de smel(er
capacity would continue to dwin-"
dle with two more smelters likely
1o be closed in the next few years,
he said

Brunswick will have the right to
supply two-thirds of the necessary
feed for the new smelter, with the
remainder coming from Heath
Steele's mines. Based on current
projections this would account for
about 30 percent of Brunswick's
output of zinc concentrates and ab-
2ut 80 percent of Heath Steele's
output, Tiegert said

The cost of the smelter, which
will comprise conventional roaster
a0d electrolytic technology, is
more than twice the cost of the
most recent smelter and refinery
10 be built in the Uni.ed States.

The Clarkesville, Tenn,, zinc
plant of Jersey Miniere Zine Co,
was completed in 1978 at a cost of
about $150-million. The difference
between the cost of the Clarkesvil-
le plant and the projected Noran-
da venture was “straight inflation,”
Tiegert said
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Senator DANFORTH. The next panel will testify on S. 2685. Philip
Puleio, Townsend Hoopes, Robert Frase, and Barbara McGarry.
" Now, it is my understanding for_this panel that you would each
like to speak, but you feel that you can keep your comments to
about 3 minutes each—is that right?

Ms. RisHER. Yes.

Senator DANFORTH. All right.

Dr. Puleio, why don’t you start?

STATEMENT OF PHILIP F. PULEIO, PH. D., NATIONAL SECRETARY
FOR THE UNITED STATES OF AMERICA TO REHABILITATION IN-
TERNATIONAL, NEW YORK, N.7.

Dr. PuLeio. Mr. Chairman, on behalf of the board of directors of
Rehabilitation International, U.S.A., I would like to thank you for
this opportunity to express views on legislation to implement the
Nairob: protocol to the Florence Agreement on the Importation of
Educational, Scientific, and Cultural Materials.

For two reasons it is appropriate that the views of Rehabilitation
International, U.S.A, R.I.US.A,, are considered at this hearing.
First, part of its mission has been to provide the American reha-
bilitation community with timely information on new technological
innovations, treatment systems, programs, and assistive devices de-
veloped abroad. In order to fulfill this mission, Rehabilitation In-
ternational, U.S.A., has maintained a variety of programs which
have included: Rehabilitation/World, a publication devoted to the
international dissemination of rehabilitation news and develop-
ments; Rehabfilm, a library devoted to the distribution of nonprint

media relating to disability treatment and prevention; and the In-

ternational Rehabilitation Film Festival, an annual competition
which awards films that enhance the lives of the disabled.

_Therefore, it is with keen interest that we note that not only
does the Nairobi protocol expand the Florence agreement to apply
to persons without regard to the source of their affliction but it in-
cludes previously uncovered technologies and articles such as
audiovisual materials. :

Second, it is appropriate that R1.U.S.A. is presenting before this —

committee because of its status as the national, voluntary affiliate
of Rehabilitation International, a federation of 125 organizations
representing 76 countries worldwide dedicated to disability preven-
tion and rehabilitation. — -

Formed in 1922, Rehabilitation International’s objectives are to:
(1) Assure the effective exchange of information; (2) encourage the
improvement of national legislation for the disabled; (3) provide
technical assistance in areas of related interest; and (4) stimulate
research and technological developments within the field of reha-
bilitation. It maintains official relations with the United Nations
Economic Council, the World Health Organization, the Internation-
al Labor Office, UNESCO, UNICEF, the Organization of American
States, and the Council of Europe.

In addition, Rehabilitation International works through an as-
sembly of national representatives of disabled persons and rehabili-
tation professionals in a manner similar to the United Nations to
further its aims. As such, it is the appropriate vehicle through

98-592 0 - 82 - 13
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which the United States of America could work for the widespread
adoption of the Nairobi protocol by other nations. RI1.U.S.A,, as the
American affiliate, could do much to further this goal by putting
before this world body the fact that the United States of America
has adopted the Nairobi protocol through a_domestic legislation.

Rehabilitation International, U.S.A., urges passage of S. 2685 for
the obvious and immediate advantages it will bring to the disabled
American and for the symbolic message it will convey to the world
of America’s commitment to international understanding, facilitat-
ed by the increased exchange of ideas in the pursuit of humanitar-
ian ends.

Mr. Chairman, thank you for this opportunity to express the
views of Rehabilitation International, U.g.A.

Senator DANFORTH. Thank you, sir.

Mr. Hoopes.

Ms. RisHER. Mr. Chairman, due to a last minute schedule con-
flict, Mr. Hoopes could not be here. With your permission I will
deliver his testimony.

Senator DANFORTH. Fine. And you are?

Ms. RisHER. I am Carol Risher. I am a director of the Association
of American Publishers.

STATEMENT OF CAROL RISHER, DIRECTOR, ASSOCIATION OF
AMERICAN PUBLISHERS, INC., WASHINGTON, D.C.

Ms. RisHER. The Association of American Publishers represents
the book, journal, film, and programed instruction producers in the
United States. Qur primary interests in the Nairobi protocol are
the materials covered in annex C(1).

Right now there is a mergin%eof film and microcomputer soft-
ware. The world is increasingly becoming microcomputer based for
educational, cultural, and scientific purposes. Since the United
States is the primary creating country in the visual arts and soft-
ware areas, we are very interested in having duty-free status
Blaced on these materials in order to encourage their export. The

nited States will benefit by this because the world is interested in

- obtaining U.S. materials.

This country has products now, and duty-free status will only
inure to our benefit. It will break down the barriers to exports and
will only improve the competitive position of the U.S. companies.

We urge the committee to favorably report the implementing leg-
islation, S. 2685, and arrange to have it scheduled for consideration
in the Senate as soon as practical.

I would be prepared to answer any questions at the conclusion of
this panel.

Senator DANFORTH. Thank you.

Mr. Frase.

STATEMENT OF ROBERT W. FRASE, AMERICAN LIBRARY
ASSOCIATION, WASHINGTON, D.C.
Mr. Frase. My name is Robert Frase, and I appear in support of

S. 2685 on behalf of the American Library Association. I am an
economist and a member of the association, which is_ a nonprofit
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educational organization of almost 40,000 librarians, trustees, edu-
cators, and other friends of libraries dedicated to the improvement
of library services for all the American people.

The American Library Association has a long history of support
both for the original Florence agreement and for the protocol, or
supplement, since November 1976. The original agreement has
been of great benefit to libraries and their patrons in the United
States and in nearly 70 other countries in reducing the costs of im-
ported educational, scientific, and cultural materials and in simpli-
fying the administrative procedures of importation. Similar bene-
fits can be expected from the provisions of the protocol, which add
duty-free treatment to other articles.

Our major interest is in the provision of duty-free treatment to
audio, visual, and microform materials, the same treatment afford-
ed books, periodicals, newspapers, and other printed materials by
the original agreement.

It is our understanding that the power given to the President to
take temporary action in applying the provisions of the protocol is
designed to encourage countries importing U.S. materials to take
reciprocal action. We would expect that the President would
promptly take temporary action to eliminate U.S. import duties on
audio, visual, and microform materials in view of the strong sup-
port given to the protocol by the U.S. trade associations represent-
ing the producers of those materials.

These trade associations include the Association of American
Publishers, the Association of American University Presses, the In-
formation Industry Association, the Motion Picture Association of
America, the National Audio-Visual Association, the National Mi-
crographics Association, the National Music Publishers Associ-
ation, and the Recording Industry of America.

The American Library Association appreciates this opportunity
to express its support for S. 2685. We hope that your committee
will report favorably on the bill and arrange to have it scheduled
for consideration in the Senate as soon as possible after the proto-
col itself, which has been favorably reported by the Committee on
Foreign Relations in Executive Report 97-53.

The International Federation of Library Associations is meeting
in Montreal, Canada, in late August, and favorable actions in the
United States would enable our delegates to that annual confer-
ence to urge colleagues from other countries to press their govern-
ments for similar action. The federation itself is on record in reso-
lutions supporting the protocol adoped by earlier annual confer-
ences.

In concluding, I would like to submit for the record an article
which I prepared entitled “Tariffs, and Other Trade Barriers,”
which traces this history of the gradual reduction and elimination
of U.S. trade barriers on educational, scientific, and cultural mate-
rials from the early 19th century up to and including the Nairobi
protocol of 1976. -

Senator DANFORTH. All right. We are happy to have the article.

{The article follows:]
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TARIFFS AND OTHER TRADE BARRIERS:
THE U.S. EXPERIENCE

see also UNESCO

The United States has had no import duties on books, periodicals, newspapers,
maps, and printed music since 1967, as a result of its adherence to the Florence
Agreement (Agreement on the Importation of Educational, Scientific, and Cul-
tural Marerials). If the United States ratifies the proposed protocol to that agree-
ment (which its representatives voted for at the 1976 General Conference of UN-
ESCO), it will thereafter impose no import duties on films, recordings, or
microforms imported from other countries adhering to the protocol, and perhaps
from all countries. In addition, beginning in 1982 and pursuant to Section 60! of
the 1976 Copyright Act, the United States will abandon completely another barrier
to the free international flow of published materials, the so-called manufacturing
clause which has been in the copyright law since 1891.

It has taken the United States well over a century to arrive at its present posi-
tion. For over 125 years, from the mid-19th century unti! 1976, a political struggle
went on between those who favored the least possible legal and economic restric-
tions on the international flow of educational, cultural, and scientific materials and
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121 . TARIFFS AND OTHER TRADE BARRIERS

those who pressed for protection of the American printing industry. On the side of
free flow were generally found authors, composers, educators, scientists, librari-
ans, and frequently, but not always, publishers. Opposing them were book printers
and binders and printing trade unions. Books were the focus of this struggle; how-
ever, periodicals, newspapers, maps, and music got caught up in it, and when
books were freed of import duties and copyright restrictions these other materials
were afforded the same treatment. Trade restrictions on books, therefore, are the
main focus of this article.

The United States imposed ad valorem import duties on books until 1967.
Through much of this period the two forms of protection for U.S. printing and
book manufacturing industries—import duties and the copyright law—were in-
tertwined, but of the two, the copyright law may have provided the most significant
trade barrier after 1891. Import duties on books never rose above 25%, and by
1966, prior to their complete elimination, the rate for most countries had declined
to 5-10%, depending on the type of book. _

Tariffs and Copyright Restrictions: 1789-1954

From 1789 to 1842 U.S. tariffs were largely designed to raise revenues for the
federal government rather than as protection for domestic industries. In John
Tyler's administration the Whig tariff law of 1842 first imposed a specific duty on
books, which was reduced 4 years later to 10% ad valorem. With the approach of
the Civil War the Congress raised tariffs generally for revenue purposes, and the
import duties on books were-increased to 15% by the Morrill Tariff Act of 1861. In
a war revenue measure of 1866, the rate of duty on books and other printed matter
was raised to 25%, at which level it remained until it was lowered to 15% by the
Underwood Act of 1913. It was again raised by the Tariff Act of 1930, and then
gradually lowered by reciprocal trade agreements.

Once the tariff on books was raised to 25% in 1866 it constituted a protective
measure for U.S. book manufacturers, publishers, and printing trade unions. At
the same time, it aroused the opposition of educators, scientists, and foreign-
language groups, who began to petition Congress to eliminate the duty as a ‘‘tax on
knowledge.” Between 1870 and 1891, although the general rate of duty was
maintained at 25%, various concessions were made to these groups by the Con-
gress; these included the exemption of books printed more than 20 years earlier,
up to two copies of each book title imported by educational institutions or socie-
ties, and books in languages other than English.

Until 1891 the American copyright law did not permit U.S. copyright to be ob-
tained by foreigners, and thus foreign works could be freely pirated in the United
States. With the increased popularity of the novel beginning in the 18th century,
more and more English novels by authors such as Scott, Bulwer, and Dickens were
reprinted by United States printers without permission or payment to the author.
Beginning in the 1830s, British authors began importuning Congress to stop this pi-
rating and to pmvids:aﬁ.-oep;&ighrp&(cction to foreigners. In 1837 Senator

Henry Clay prese&éﬂ to the Senate the British Author Petition requesting that
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they be granted U.S. copyright protection. The petition was signed by 56 of the
best-known English writers, including Edward Bulwer-Lytton, Thomas Carlyle,
Benjamin Disraeli, Maria Edgeworth, Harriet Martineau, Robert Southey, and
Thomas Moore. Clay also presented a petition at this time by American authors,
which pointed out that they found it hard to get paid for their work in competition
with the well-known writers of England whose writings were published without
royalty cost by United States printers and publishers. Opposition to granting copy-
right to foreign authors by United States printers and printing trade unions was in-
tense and carried the day until 1891. During this period, of course, the U.S. copy-
right law was not a trade barrier since foreign works could be imported freely
subject only to the tariff—import duties constituted the sole trade barrier.

With the passage of the Platt~-Simmonds Act in 1891, a compromise was reached
in three areas. This law gave United States printers, publishers, and labor unions a
different form of protection from the competition of foreign editions, it gave for-
eign authors the opportunity to secure U.S. copyright, and it provided United
States authors some protection against the competition of cheaper foreign editions
with their own works. The compromise device was the “manufacturing clause™ in
the 1891 act, which permitted foreign authors in countries granting reciprocal privi-
leges to secure U.S. copyright, but only if their books were printed from type set in
the United States. After a U.S. copyright was thus obtained for a foreign book, the
law made it illegal for foreign editions of that book to be imported. The loser in
this compromise was the U.S. public, which was forced to pay high prices for
American-manufactured editions of foreign works. To some extent U.S. authors
also lost, because they were forced to have their books published and printed in
the United States in order to secure copyright, instead of having the alternative of
publishing abroad.

The manufacturing clause remained in the U.S. copyright law essentially un-
changed until 1954, except for two minor liberalizations: One in 1909 exempted
books in foreign languages (but also included periodicals and required that plate
making for and binding of books be done in the United States). The second, in
1949, permitted an ad interim U.S. copyright for 5 years to be obtained before
manufacture in the United States was required and allowed the importation of up
to 1,500 copies of the foreign edition. Then, in 1954 a major change was made with
the adherence of the United States to the Universal Copyright Convention (UCC),
which required the United States to eliminate the manufacturing clause for works
of authors from other countries adhering to the convention. The manufacturing
clause was thus limited in its application to United States authors, who would lose
their U.S. copyright (other than on an ad interim basis) if they first published
abroad. The printing trade unions vigorously opposed United States accession to
the Universal Copyright Convention, as did the book manufacturers until almost
the very end of the legislative process; however, Congress was persuaded that ad-
herence to the UCC was in the overall United States interest and that fears of se-
vere economic injury to printers and their employees were unfounded. By then the
United States had a large surplus of book exports over imports.

~



194

123 TARIFFS AND OTHER TRADE BARRIERS

The Elimination of Tariffs: Beirut and Florence Agreements

Trade barriers were one of the first matters taken up by the United Nations Edu-
cational, Cultural, and Scientific Organization (UNESCO) following its establish-
ment in 1946. Building on a previous program of the League of Nations, the first
international convention developed was the Beirut Agreement {( Agreement on Fa-
cilitating the International Circulation of Visual and Auditory Materials of an Edu-
cational, Scientific, and Cultural Character), which was approved by the UNESCO
General Conference in Beirut in 1948. This international convention provided that
the nations adhering could not impose import duties on films and other audiovisual
materials which were certified as being of an educational, cultural, or scientific na-
ture and were imported by approved agencies, usually nonprofit institutions. The
Beirut Agreement also provided that the adhering nations would issue import li-
censes and foreign exchange for these imports.

Next came the Florence Agreement (Agreement on the Importation of Educa-

"tional, Cultural, and Scientific Materials) approved by the UNESCO General Con-
ference meeting in Florence, Italy, in 1950. The Florence Agreement was much
broader in scope and easier to apply than the Beirut Agreement. It required adher-
ing nations to eliminate import duties and discriminatory taxes on books, newspa-
pers, periodicals, music, and maps; no certification was required and the agree-
ment applied to all types of importers. Duty-free status was also granted to works
of art, antiques over 100 years old, materials for the blind, and scientific apparatus
not manufactured in the country of importation. Certain types of libraries were as-
sured of import licenses and foreign exchange for the importation of the materials
covered by the agreement.

Representatives of the United States voted for both agreements at the UNESCO
General Conference, but the United States lagged behind most of the developed
countries, not joining the two international conventions until 1966. In the case of
the Beirut Agreement, this delay was not the result of opposition but reflected to
some extent a lack of interest on the part of those U.S. organizations that would
benefit and the existence of an alternative program based on U.S. law and adminis-
tered by the U.S. information agency, which provided some of the same benefits.
With respect to the Florence Agreement, however, there was the known opposi-
tion of U.S. book manufacturers and printing trade unions, which also opposed the
drastic modification of the manufacturing clause required by the Universal Copy-
right Convention. The Department of State decided to delay the submission of the
Florence Agreement to the Senate for approval as a treaty until the UCC had been
ratified. Even after the UCC was approved by thie Congress in 1954, the Depart-
ment of State delayed further in submitting the agreement to the Senate until after
a “test period” following United Kingdom accession to the UCC in 1948. The pur-
pose was to see whether the flood of imports of British books predicted by the
printers and the unions would occur. The test period passed, no flood of British
books occurred, and the Florence Agreement was submitted to the Senate and ap-
proved as a treaty in 1960. Several years then passed during which the proponents
of the agreement worked for two necessary actions: They pressed the Department
of State to submit to the Congress implementing legislation making changes in the
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tariff laws, and after that was done they urged the Committee on Ways and Means
of the House of Representatives to act on the draft bill. Finally, late in 1966, Con-
gress passed the implementing legislation for both the Beirut Agreement and the
Florence Agreement, effective early in 1967. In approving the implementing legis-
lation, the Congress went further than required by the agreements and extended
duty-free status to imports from all countries whether or not they were adherents
of the agreements. Thus, after the better part of two centuries the United States
eliminated all import duties on books and most other published materials and also
those on some audio and visual materials.

Congressional approval of the Universal Copyright Convention and the Florence
Agreement required major legislative efforts by coalitions which in both cases in-
cluded organizations representing publishers, authors, librarians, educators, and
scientists organized in two national committees: the National Committee for the
Universal Copyright Convention and the National Committee for the Florence
Agreement.

The Florence Agreement Protocol

On November 30, 1976, the General Conference of UNESCO, meeting in Nai-
robi, Kenya, approved a Protocol to the Florence Agreement which will, when it
comes into effect, eliminate additional import tariffs and other barriers to the in-
ternational flow of scientific, educational, and cultural materials. The protocol now
is open to ratification and acceptance by countries that are already parties to the
basic Florence Agreement, as well as by economic and tariff unions (such as the
European Economic Community). At present, the basic agreement is in effect in
68 countries. Six months after the deposit of the fifth instrument of ratification with
the secretary-general of the United Nations, the Florence Agreement Protocol will
come into operation between those nations that have ratified it.

In the United States the practice of recent years will be followed: this two-step
procedure requires, first, the approval of the protocol by the Senate as a treaty
and, second, passage of an implementing act by both houses of Congress making
the required changes in U.S. import duties. Since the Department of State, other
federal departments and agencies, and the principal U.S. organizatiors of produc-
ers and consumers of the materials affected by the protocol have supported its pro-
visions, there would seem to be no reason why the Florence Agreement Protocol
should not be submitted to the Senate in 1980 for U.S. ratification a year or so lat-
er.
The final text of the protocol approved by the UNESCO General Conference is
little changed from the draft text approved unanimously by the Special Committee
of Government Experts that met at UNESCO House in Paris, March 22-30, 1976.

Some of the most important provisions of the protocol—from the point of view
of publishers, producers of audiovisual materials, libraries, and educational
institutions—deal with import duties on audiovisual materials and microforms,
with import licenses and exchange restrictions, and with internal taxes such as sales
taxes.
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Under the present provisions of the Florence Agreement, audiovisual materials
are covered (as well as in the Beirut Agreement) but receive less favorable treat-
ment than books and other publications, which are relieved of import duties with-
out certification ot their educational, cultural, or scientific character and without
respect to the type of importer. For audiovisual materials and microforms, on the
other hand, according to the present text of the agreement, the elimination of im-
port duties is required only if these materials are of an “‘educational, scientific or
cultural character,” and only when imported by institutions “approved by the com-
petent authorities of the importing country . . . exclusively for exhibition by these
organizations or by other public or private educational, scientific or cultural institu-
tions.” Thus, a double limitation is applied to the duty-free importation of audiovi-
sual materials and microform publications.

The Florence Agreement Protocol contains two alternative provisions (Annex
C-1 and Annex C-2) with respect to audiovisual materials, one of which must be
accepted. The C-2 alternative continues the double limitation but does add to the
list of audiovisual materials in the present text a number of additional materials
that were nonexistent or insignificant when the original agreement was drafted.
The other alternative on audiovisual materials {(C-1) gives all audiovisual materials
the same duty-free treatment presently accorded books, lifting the present double
limitation. The following U.S. organizations representing producers and consum-
ers of these materials are on record as favoring U.S. adherence to the C-1 alterna-
tive: the American Library Association, the Association for Educational Commu-
nications and Technology, the Association of American Publishers, the
Association of American University Presses, the Association of Media Producers,
the Association of Research Libraries, the Information Industry Association, the
Motion Picture Association of America, the National Audio-Visual Association,
the National Micrographics Association, the National Music-Publishers Associa-
tion, and the Recording Industries Association of America.

With respect-to microforms, the protocol has two components. Annex C-1
would give duty-free treatment to all microform publications without requiring
that they be of an educational, cultural, or scientific character, or that they be im-
ported by approved institutions. In other words, microform publications are to be
given the same treatment as printed publications. Annex C-2 would add duty-free
treatment of certain other materials (such as ““microcards, microfiche, and mag-
netic or perforated tapes and cards required in computerized information and doc-
umentation services”) to the coverage of the present agreement but retain the re-
quirements of certification and importation by approved institutions.

The present text of the Florence Agreement contains relatively little on import
licenses and exchange restrictions. It merely requires that import licenses and for-
eign exchange be made available for the importation of official documents (of the
governments of the adherent countries and of the United Nations and its affiliated
agencies); publications in raised characters for the blind and other articles for the
blind imported by approved institutions; trade promotion literature; and, most im-
portant, books and publications:consigned to public libraries and libraries of public
educational, research, and cultural institutions.

The Florence Agreement Protocol contains an optional provision (Part II) ex-
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tending the requirement for import licenses and foreign exchange. These would be
provided for the importation of the following additional categories of materials:

. Books and publications consigned to an expanded list of types of libraries.

. Adopted textbooks imported by higher educational institutions.

. Books in foreign languages.

. Audiovisual materials of an educational, scientific, or cultural nature imported by ap-
proved institutions.

P S
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TAUCHNITZ

Tauchnitz is the best-known of all German publishers of material for English-
speaking tourists in Europe on account of its Collection of British and American
Authors, which was at one time as familiar as Vichy water in the first and second-
class coupés of European railway cars. But the name has been important in Ger-
man publishing since the latter 18th century when Karl Christoph Traugott Tauch-
nitz (1761-1836) established a small printing house (1797). He prospered, and in
1798 he set up a publishing house and in 1800, a type foundry. In 1816 he intro-
duced the stereotype process to German-speaking countries. Like his contempo-
rary, Georg Joachim Goschen, he was a major figure in the transition from the pa-
triarchal shop of earlier centuries to the printing and publishing industrial
complexes of the 19th century. He published literary classics, Bibles (and also the
Koran!), books for young people, theological and philosophical works, some hand-
some deluxe editions illustrated with copper engravings, and attractive inexpensive
books for popular consumption. His son, Karl Christian Philip Tauchnitz
(1798-1884), sold the printing house and type foundry in 1854 to F. L. Metzger;
and in 1865 he sold the publishing firm, which he had expanded by issuing diction-
aries, to his proxy, C. Hotze.

Christian Bernhard Tauchnitz (1816-1895), a nephew of Karl Christoph Trau-
gott Tauchnitz, founded the Bernhard Tauchnitz Verlag in 1831. In 1841 he estab-
lished the famous Collection of British Authors, later expanded into the Collection
of British and American Authors. This series included the most important literary
works as well as some books in other genres (e.g., biography and travel), at quite
modest prices. Despite the injunction printed in all copies forbidding import into
Britain or the United States (and many a library is well stocked with them—still
good reading copies), the reprints were quite legal and ethical. In an age when pi-
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racy and general disregard of authors’ and publishers’ rights were the rule rather
than the exception, Tauchnitz approached the British (and later the North Ameri-
can) authors with disarming honesty. Long before the Geneva Convention of 1886,
he made it clear to them that he supported the notion of a reciprocal copyright
agreement between England and Prussia, the most productive European nations
from the standpoint of publication. Accepting the possible competition of the
higher priced original editions, he paid honoraria directly to the authors and
pledged himself not to export the reprints to England, to any part of the British
Empire, or to the United States. Well over 5,000 titles appeared in the collection
before World War 11,

The Tauchnitz files, destroyed in 1943, must have been a veritable treasure
house of source material on author-publisher relationships. We know at least that
Harrison Ainsworth dedicated a novel to Christian Bernhard Tauchnitz and that
Charles Dickens sent a son to him to learn German. The aerial biblioclasts who de-
cided that the destruction of the great publishing and printing houses in Leipzig
would help win the war must answer many questions before they can pass through
the vellum and morocco gates of bibliographical paradise.

The firm also published dictionaries and books in the fields of art history and
British culture, the latter a reflection of the close connections between the German
firm and the British authors whose works it reprinted with their cordial approval.
In 1935 the old firm passed to the ownership of Oscar Brandstetter in Leipzig, un-
der the name of Bernhard Tauchnitz Nachfolger Brandstetter and Company. In
1952 the rehabilitated firm began once more to operate in Stuttgart as the Bern-
hard Tauchnitz-Verlag G.m.b.H., specializing in literature, linguistics, and fiction.
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STATEMENT OF MS. BARBARA McGARRY, AMERICAN
FOUNDATION FOR THE BLIND, WASHINGTON, D.C.

Ms. McGARRy. Thank you, Mr. Chairman. -

I am Barbara McGarry, of the Washington office of the Ameri-
can Foundation for the Blind. I am here this morning to record our
strong support for implementing legislation for the Nairobi proto-
col to the Florence agreement.

Our interest, that of the American Foundation for the Blind,
traces back to the original Florence agreement due to the interven-
ing interest of one of our first board members, a lady named Helen
Keller, who was very interested in the UNESCO proceedings- that
led to the Florence agreement, which, as you know, extends duty-
free treatment for articles only for the blind.

We are here this morning to express our hope that the
committee will favorably report expanding that list of duty-free ar-
ticles for the blind to include all other physically and mentally
handicapped persons, as had been referenced in our written testi-
mony on annex E. We think it is high time.

Seventy percent of our legally blind schoolchildren now attend
public schools, thanks in no small part to the use of aids and.appli-
ances for the blind. On the other hand, the State schools for the
blind now have a large percentage of multiple-handicapped chil-
dren whose blindness is only one of the many, many different dis-
abilities. To include physically and mentally handicapped, to
expand that original list of articles for the blind, in duty-free treat-
ment would be a very appropriate acknowledgment, we think, of
our National Year of the Disabled in 1982.

Incidentally, this Nairobi protocol, I note, has been supported by
two Presidents, one Democrat and one Republican. We think it
shows commendable bipartisan interest.

Thank you, sir.

Senator DaANFoORTH. Thank you very much.

Ms. RisHER. Mr. Chairman?

Senator DANFORTH. Yes?

Ms. RisHEeR. I neglected to ask that the written statement be ac-
cepted in the record.

Senator DaANFoRTH. Yes. You don’t have to ask; they will all be.

Ms. RisHeR. Thank you.

Senator DANFORTH. And thank you very much.

[The prepared statements of the previous panel follow:]
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VIEWS FROM REHABILITATION INTERNA-
TIONAL, U.S.A., SUBMITTED TO THE SENATE
FINANCE COMMITTEE ON 8.2685, A BILL TO
IMPLEMENT THE NAIROBI PROTOCOL TO
THE FLORENCE AGREEMENT ON THE IMPOR-
TATION OF EDUCATIONAL, SCIENTIFIC,
AND CULTURAL MATERIALS

Presented July 21, 1982 by:

Philip F. Puleio, Ph.D.

- National Secretary for the
United States of America to
Rehabilitation International
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Mr. Chairman, on behalfl of the Board of Directors of
Rehabiiitation International, U.S.A., I would like to thank you for this
opportunity to express views on legislation to implement the Nairobi
protocol to the Florence Agreement on the Importation of Educational,
Scientific, and Cultural Materials.

For two reasons, it is appr.opriate that the views of
Rehabilitation Inter;mational, U.S.A. (R.I.U.S.A.) are considered at this
hearing. First, part of its mission has been to provide the American
rehabilitation community with timely information on new technological
innovations, treatment systems, programs, and assistive devices devel-
oped abroad. In order to fulfill this mission, Rehabilitation lntgrngtional,
U.S.A. has maintained a variety of programs which have in(;iuded:

Rehabilitation/WORLD, a publication devoted to the international dis-~

semination of rehabilitation news and developments; Rehabfilm, a library
devoted to the distributior of non-print media relating to disability

treatment and prevention and; the International Rehabilitation Film

Festival, an annual competition which awards films that enhance the
“lives of the disabled. ’
Therefore, it is with keen interest that we note that riot onlg}
does the Nairobi protocol expand the Florence Agreement to apply to
persons without regard to the source of their afﬂictéon, but includes
previously uncovered technologies and articles such as audiovisual

materials.
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Secondly, it is appropriate that R.LU.S.A. is presenting
before this committee because of its status as the national, voluntary
affiliate of Rehabilitation International - a federation of 125 organi-
zations, representating 76 countries worldwide, dedicated to disability
prevention and rehabilitation. Formed in 1922, Rehabilitation inter-
"national's objectives are to: (1) assure the effective exchange of
information; (2) encourage the improvement of national legislation for
the disabled; (3) provide technical assistance in areas of related interest;
and (4) stimulate research and technological developments within the
field of rehabilitation. It maintains official relations with the United
Nations Economic Council, the World Health Organization, the Inter-
national Labour Office, UNESCO, UNICEF, the Organization of
American States, and the Council of Europe.

In addition, ‘Rehabilitation International works through an
assembly of national representatives of disibled persons and re-
habilitation professionals in &8 manner similar to the United Nations to
further its aims. As such, it is the appropriate vehicle through which the
United States of America could work for the widespread adoption of.
the Nairobi protocol by other nations. R.L.U.S.A., as the American
affiliate, could do much to further this goal, by putting béfore this world
body the fact that the United States of America has adopted the Nairobi
protécol through domestic legislation. V

Rehabilitation International, U.S.A. urges passage of S$.2685

for the obvious and immediate advantages it will bring to the disabled

98-592 0 - 82 ~ 1y
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American, and for the symbolic message it will convey to the world of
America's commitment to international understanding facilitated by the
increased exchange of ideas in the pursuit of humanitarian ends.

Mr. Chairman, thank you for this opportunity to express the

views of Rehabilitation International, U.S.A.
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Statement of
Townsend Hoopes, President
for the
ASSOCIATION OF AMERICAN PUBLISHERS
before the
Committee on Finance, United States Senate
on
$.2685
To Implement the Nairobi Protocol to the Florence
Agreement on the Importation of Educational,:Scientific

and Cultural Materials

July 21, 1982

The Association of American Publishers is the trade association representing
U.S. book and journal publishers. Many of the AAP members also produce and/or
distribute audio visual materials of an educational, scientific and cultural
nature. 1 am here today to support $.2685 the bill to implement the Nairobi
protocol to the Florence Agreement on the Importation of Educational,

Scientific, and Cultural Materials.

The Florence Agreement‘is a fundamental building block of international
relations. As barriers to cultural exchange are removed, not only is
international understanding improved but export and import opportunities for

U.S. industries are improved.

U.S. adherence to the Protocol, as with the original Florence Agreement in

1966, encourages countries importing U.S. materials to reciprocate by
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providing similar_duty free status for materials covered by the Protocol.
Since the U.S. is the primary creating country in the visual arts area,
duty-free status would clearly improve the competitive position of U.S.
companies. It would strengthen the U.S. audio visual industries and break

down barriers to export.

Further, the Nairobi protocol to the Florence Agreement, by providing
duty-free treatment to audio and visual materials (see Sections 6(a) and 6(b)
of 5.2685) would allow U.S. companies to obtain foreign materials for U.S.

distribution at a lower cost.

We urge the Committee to favorably report $.2685 and arrange to have it
scheduled for consideration in the Senate as soon as pféctical.

Implementation of the Nairobi Protocol will improve the &1sseminat10n of audio
visual materials that are becoming more important in education and
intercultural understanding. In addition, implementation of the Nairobi
Protocol will provide improved business opportunities for U.S. industries in

both export and import.
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Statement of

Robert W. Frese
for the
AMERICAN LIBRARY ASSOCIATION
bafore the
Coamittee on Finance, United States SQnA;o
on
- §.2685
To leplement the Nairobi Protocol to the Florence
Agreemont on the Importation of Educational, Scientific
and Cultural Materials

July 21, 1982

My name 18 Robert W, Frese and I appesr in support of 5.2685 on behalf of the
American Library Association. 1 am an sconomist and s member of the Associstion,
which {s & nonprofit educationsl organization of almost 40,000 librarians, trustees,
educators, and other friends of libraries dedicated to the improvement of library
services for all the American people.

The American Library Associstion has a long history of support both for the
original Florence Agreement, to wvhich the United States adhered in 1967, and for the
Protocol, or supplement, since November 1976. The original Agresment has been of
grest tu;eﬁ.t to libraries and thd r patrons in the United Stetes and in nearly 70
other countries {n reducing the costs of imported sducational, scientific, and cul-
tursl matoriale and in simplifying the sdainistrative procedures of {mportstion.
Siailar benefits can be expacted from the provisions of the Protocol, which add duty-

free treatmont to other articles,
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Cur major interest is in the provision of duty-free ;rnuunt to audio, visual,
and microform material, the same treatment offered books, periodicals, newspapers,
and other printed materials by the originsl Agreement. The audic, visual and micro-
form materials to be given duty-free treatment are listed in Sections 6(a) and 6(b)
of §.6285. Duty-free treatment can come about in either of two ways:

1) By Presidential proclamstion for a temporary period of not
more than two and a half ysars; or -
2) By Presidential proclamation of the date on which the
Protocol comes into force as to the United States, -
It {s our undor;tcndlng that the power given to the President to take temporary
action 1is designed to encourage countries importing U, S. materials covered by the
Protocol to take reciprocal action. We would expect that the President would promptly
take temporary action to eliminate U. S, import duties on sudio, visual, and micro-
form material in view of the strong support given -ta the Protocol by thc. United
States trade associations representing the produéers:of such materials,

We would have preferred that the implementing legislation go into effect im-
mediately, or after a short specified number of months, as was done in the case of
the implementing legislation for the original Florence Agreement--the Educstional,
Scientific, and Cultural Materials Importation Act of 1966, Public Law 89-651. There
vas some fear expressed by some U. 8. producers of a few of the materials covered by
the original Florence Agreement that their domestic market might be adversely effcct-
ed by the elimination of the then existing low United States import duties. Experi-
ence has demonstrated that these fears were not justified, and U, 8§, prcdveera have
since 1967 benefited in their export markets w¥ithout suffering in thoir drueratic
markets. This experience may account in part for the support givza to the Protocol

by affected U. S, trade associations, which include the Associatlon of Anarican



209

-3

Publishers, the Associstion of American University Presses, the Inforsation Industry
Association, the Motion Picture Association of America, the National Audio-Visual
Association, the National Micrographics Associstion, the National Music Publishers
Association, and the Recording Industry Association of America,

The Amsrican Library Association appreciates thie opportunity to express its
support for 8.2685. We hopa that your Committee will report favorably on the bill
and arrange to have it scheduled for consideration in the Senate as 3c01 as possible
after the Protocol itself, wvhich has been favorably reported by the Commirtee on
Foreign Relations {n Executive Report 97-53 of May 21, 1982, The Interr.ational Fed-
eration of Library Assocfiations is meeting in Montreal, Canada in late ;uzult
and favorable actions in the United States would ensble our dtlngnts to that snnual
conference to urge colleagues from other countries to press their governments for
eimilar actfon. The Pederstion Ls on record in resoclutions supporting the Protocol
adopted by earlfer annual conferences.

In conclusion I would like to subait for the record an srticle which I prepared
for Volume 30 of the Encyclopedia of Library and Information Science (1980) entitled
“Tariffs. and Other Trade Barriers: the U, S. Experience," which traces the history
of the gradual reduction &nd elimination of U, S, trade barriers on educational,
scientific, and cultural materials from the early 19th century up to and including

the Nairobi Protocol of 1976.
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N U.S. SENATE COMMITTEE ON FINANCE
SUBCOMMITTEE ON INTERNATIONAL TRADE

STATEMENT OF
THE AMERICAN FOUNDATION FOR THE BLIND, INC.

BY |
BARBARA D. MCGARRY

ON

S. 2685, "THE EDUCATIONAL, SCIENTIFIC, AND
CULTURAL MATERIALS IMPORTATION ACT OF 1982."

JULY 21, 1982

CN BEHALF OF THE AMERICAN FOUNDATION FOR THE BLIND, I APPRECIATE
THE OPPORTUNITY TO EXPRESS OUR ORGANIZATION'S STRONG SUPPORT FOR S. 2685,
WHICH IMPLEMENTS THE NAIROBI PROTOCOL TO THE FLORENCE AGREEMENT BY
WIDENING THE LIST OF DUTY-FREE ARTICLES THAT MAY BE IMPORTED BY
COUNTRIES SIGNATORY TO THE PROTOCOL. R

FOUNDED OVER 60 YEARS AGO UNDER fHE AUSPICES OF HELEN KELLER, THE
AMERICAN FOUNDATION FOR THE BLIND HAS LONG RECOGNIZED THE IMPORTANCE OF ‘
AIDS FOR THE BLIND IN ACHIEVING INDIVIDUAL DEVELOPMENT. FROM OUR HEAD-
QUARTERS IN NEW YORK CITY, FOUNDATION OFFICIALS FOLLOWED CLOSELY THE

DELIBERATIONS OF UNESCO'S GENERAL CONFERENCE IN 1946, WHICH LED TO THE

FIELD OFFICES
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ORIGINAL FLORENCE (ITALY) AGREEMENT IN 1950. AS MEMBERS OF YOUR COMMITTEE
KNOW, THE FLORENCE AGREEMENT, RATIFIED BY THE U.S. IN 1966 AS ONE OF

90 SIGNATORIES, PROVIDED FCR DUTY-FREE IMPORTATION BY ANY RATIFYING
COUNTRY OF A SPECIFIC LIST OF EDUCATIONAL, SCIENTIFIC AND CULTURAL
MATERIALS: AND IN ADDITION, PROVIDED DUTY-FREE TREATMENT OF IMPORTED
ARTICLES AND AIDS FOR'THE BLIND. 1IN 1966, JUST AS IN THE PROPOSED LEGIS-
LATION BEFORE YOUR COMMITTEE TODAY, TRE UNITED STATES GOVERNMENT RE-
QUIRED ENACTMENT OF IMPLEMENTING LEGISLATION TO SAFEGUARD OUR OWN TRADING
INTERESTS, BEFORE RATIFICATION OF THE FLORENCE TREATY.

IN BOTH ITS DOMESTIC AND OVERSEAS OPERATIONS, THE AMERICAN
FOUNDATION FOR THE BLIND HAS DEVELOPED AND SUPPORTED TH® UTILIZATION OF
AIDS AND APPLIANCES SPECIFICALLY DESIGNED FOR THE BLIND OF ALL AGES.

WE HAVE HELPED TO DEVELOP A NATIONAL NETWORK OF SPECIALISTS IN EARLY
CHILDHOOD DEVELOPMENT AND SPECIAL EDUCATION FOR BLIND CHILDREN; IN
ORIENTATION AND MOBILITY TRAINING AND JOB SKILLS DEVELOPMENT FOR THE
EMPLOYABLE-AGE BLIND WCRKER; AND IN INDEPENDENT LIVING SKILLS FOR THE
OLDER BLIND PERSON, SPECIAL EDUCATINNAL AND TRAINING AIDS ("ARTICLES
FOR THE BLIND") HAVE HELPED MAKE THESE GOALS ACHIEVABLE.

THROUGH OUR SISTER ORGANIZATION, HELEN KELLER INTERNATIONAL
{FORMERLY THE AMERICAN FOUNDATION FOR OVERSEAS BLIND) WE HAVE ALSO
INSTITUTED PROJECTS TO ASSIST BLIND PERSONS IN DEVELOPING COUNTRIES. _

IN THE SAHEL REGION OF AFRICA, WE HAVE TRAINED TEACHERS OF ORIENTATION
AND MOBILITY SKILLS FOR THE VICTIMS OF "RIVER BLINDNESS" (ONCHOCERCIASIS).
IN INDONESIA, OUR OVERSEAS ORGANIZATION DEVELOPED JOB TRAINING COURSES
FOR THE BLIND, WHERE BEGGING HAD AT ONE TIME BEEN CONSIDERED THE ONLY
FUTURE COURSE OPEN TO THE BLIND. 1IN CENTRAL AMERICA, WORKING IN CON-
JUNCTION WITH UNICEF, WE DEVELOPED A VITAMIN A-ENRICHED DIET FOR INFANTS
AND PRESCHOOLERS, FOR THE PREVENTION OF CHILDHOOD BLINDNESS - PERHAPS

AN EARLY CONTRIBUTION TO THE CURRENTLY PROPOSED "CARIBBEAN BASIN

INITIATIVE."
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THROUGHOUT OUR VARIOUS ONGOING PROJECTS, WE HAVE NOTED THE GRAEUAL
EMERGENCZ OF A PHENOMENON - PERHAPS, THANKFULLY, BECAUSE OF MANY ’
COUNTRIES' INCREASED EMPHASIS ON THF PREVENTION OF BLINDNESS, WITH THE
GROWING AWARENESS THAT HALF OF ALL BLINDNESS IS PREVENTABLE. AS A
RESULT, THERE IS A LEVELLING OFF, IN RELATION TO TOTAL POPULATION IN-
CREASE, OF BLINDNESS AS AN ISOLATED SOLE DISABILITY. INSTEAD, THERE IS
GROWING EVIDENCE OF BLINDNESS OR A VISUALLY HANDICAPPING CONDITION AS
ONE OF AN INDIVIDUAL'S MULTIPLE DISABILITIES. AT THE PRESENT TIME, FOR
INSTANCE, THERE ARE ABOUT FOUR MILLION HANDICAPPED SCHOOL CHILDREN IN
THE UNITED STATES-~HALF THE NUMBER THAT CONGRESS HAS ESTIMATED ARE IN
NEED OF SPECIAL EDUCATION~--WHOSE EDUCATION IS BEING ASSISTED THROUGH
THE EDUCATION FOR THE HANDICAPPED ACT. HOWEVER, THE AMERICAN PRINTING
HOUSE FOR THE BLIND REPORTED LAST YEAR THAT ONLY SOME 30,000 LEGALLY
BLIND CHILDREN WERE PROVIDED WITH BRAILLE SLATES, TEXTBOOKS, AND OTHER
LEARNING MATERIALS. 1IN ADDITION, STATE-~OPERATED SCHOOLS FOR THE BLIND
ARE NOW ENROLLING A MAJORITY OF STUDENTS WHOSE BLINDNESS IS ONE OF
SEVERAL DISABILITIES.

WITH REGARD TO THE EMPLOYABLE AGE GROUP, THIS SAME DEVELOPMENT
LED THE AMERICAN FOUNDATION FOR THE BLIND TO URGE CONGRESS TO EXPAND A
LAW PROVIDING SPECIAL JOB~TRAINING FOR THE BLIND - THE "WAGNER O'DAY
ACT" - SO THAT IT MIGHT INCLUDE OTHER HANDICAPPED TRAINEES AS WELL.
THE RESULT WAS THE "JAVITS-WAGNER-O'DAY ACT AMENDMENTS," WHICH MANDATES
PREFERENTIAL PURCHASE BY OUR GOVERNMENT OF CERTAIN ARTICLES MANU-
FACTURED "BY THE BLIND AND OTHER SEVERELY HANDICAPPED."

UNDER THESE CIRCUMSTANCES, WE HAVE FOLLOWED WITH SPECIAL INTEREST
THE PROGRESS OF THE NAIROBI PROTOCOL SINCE IT WAS FIRST RECOMMENDED BY
UNESCO IN 1973, WITH THE FINAL TEXT APPROVED BY THE UNESCO GENERAL
CONFERENCE IN NAIROBI, KENYA, IN 1976, AND OPENED FOR SIGNATURE BY THE

UNITED NATIONS IN MARCH 1977. SUCCESSFUL INTERAGENCY EFFORTS TO
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FACILITATE U.S. RATIFICATION OF THE PROTOCOL, BEGUN IN JUNE, 1977,
RESULTED IN THE PRESIDENT'S TRANSMITTAL OF THE PROTOCOL ON JANUARY 19,
1981, TO THE U.S. SENATE FOR ITS CONSTITUTIONALLY REQUIRED ADVICE AND
CONSENT, WITH THE PRESIDENT'S STATED BELIEF THAT RATIFICATION "WILL

" RESULT IN IMPORTANT BENEFITS FOR THE BLIND AND HANDICAPPED IN THIS
COUNTRY." ON MAY 21, 1982, THE SENATE FOREIGN RELATIONS COMMITTEE
REPORTED FAVORABLY ON THE NAIROBI PROTOCOIL (TREATY DOCUMENT 97-2)
THROUGH ITS EXECUTIVE REPORT 97-53, OUR PARTICULAR AREA QF INTEREST 1S,
OF COURSE, THE PROTOCOL'S EXPANDED LIST OF "ARTICLES FOR THE BLIND AND
OTHER HANDICAPPED PERSONS," AS PER THE ATTACHED COPY OF THE PROTOCOL'S
"ANNEX E."

ACCORDING TO STATE DEPARTMENT TESTIMONY PROVIDED AT THE OCTOBER
20, 1981 HEARINGS BY THE SENATE FOREIGN RELATIONS COMMITTEE, RATIFICA-
TION OF THE NAIROBI PROTOCOL, OPEN TO THE SAME 90 COUNTRIES THAT AP-
PROVED THE 1950 FLORENCE AGREEMENT, DEPENDS IN LARGE PART ON AMERICAN
LEADERSHIP IN THIS AREA. 1IN THE WITNESS'S WORDS, "MANY OF THOSE
COUNTRIES ARE WAITING TO SEE IF THE UNITED STATES IS INTERESTED IN THIS
INSTRUMENT." AT THE TIME OF THE HEARINGS, THE MEMBER-~COUNTRIES OF THE
EUROPEAN COMMON MARKET WERE ENTERING IN TO THE AGREEMENT AS A BODY,

AND SEVERAL OTHER COUNTRIES HAD RATIFIED. LIKE THE UNITED STATES, THE
COMMON MARKET COMMUNITY IS ALSO ENGAGED IN IMPLEMENTING LEGISLATION TO
SAFEGUARD ITS OWN TRADING INTERESTS.

IT IS OUR UNDERSTANDING THAT, AFTER CONSULTATION WITH APPROPRIATE
OFFICIALS OF THE TREASURY DEPARTMENT, COMMERCE DEPARTMENT, AND THE
LIBRARY OF CONGRESS, THE ADMINISTRATION'S DRAFT BILL INCORPORATES ADE-~
QUATE SAFEGUARDS FOR U.S. TRADING INTERESTS. IN INTRODUCING THIS BILL
AS S, 2685, SENATOR DOLE HAS STATED, "I BELIEVE THE ADMINISTRATION HAS

FOUND A PRUDENT WAY TO PROVIDE TO HANDICAPPED PERSONS THE BENEFITS OF
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THF NAIRCBI PROTOCOL, WHILE INSURING THAT U.S. PRODUCERS' INTERESTS
ARE PROTECTED."

THE MEANS OF ACCOMPLISHING THIS ARE FOUND IN SECTION 2 OF THE BILL,
WHICH GIVES THE PRESIDENT AUTHORI&Y TO WITHHOLD FINAL APPROVAL OF THE
PROTOCOL UNTIL HE DETERMINES THAT ADEQUATE RECIPROCAL DUTY-FREE TREAT-
MENT WILL BE PROVIDED 8Y OTHER CCUNTRIES. THE ONLY EXEMPTION, FOUND IN
SECTION 3, IS THE TEMPORARY DUTY-FREE TREATMENT FOR THE LISTED ARTICLES
FOR THE BLIND AND OTHER HANDICAPPED, FOR A PERIOD OF 2% YEARS AFTER EN-
ACTMENT OF IMPLEMENTING LEGISLATICN. THIS AMOUNT OF TIME IS CONSIDERED
SUFFICIENT TO INSURE THAT ADEQUATE RECIPROCITY FOR ALL DUTY-FREE ARTICLES
IS ACHIEVED AMONG SIGNATORIES TO THE PROTOCOL. 1IN SECTION 4 OF THE RILL,
AS A FURTHER SAFEGUARD, THE PRESIDENT IS AUTHORIZED TO REIMPOSE CURRENT
TARIFF RATES ON IMPORTED ARTICLES WHICH ARE ADJUDGED TO RAVE A "SIG-
NIFICANT ADVERSE IMPACT" ON A DOMESTIC INDUSTRY.

WITH REGARD TO DUTY~-FREE ARTICLES FOR THE BLIND AND OTHER HANDI-
CAPPED, AS INDICATED BY THE ATTACHED COPY OF ANNEX E, THERE WOULD SEEM
TO BE NO REASON WHY TQE PRESENTLY FAVORABLE BALANCE OF TRADE COULD NOT

BE MAINTAINED UNDER THE EXPANDED LIST, ESPECIALLY WITH THE ANNEX'S ~
FINAL CAVEAT, "PROVIDED THAT EQUIVALENT OBJECTS ARE NOT BEING MANU-
FACTURED IN THE IMPORTING COUNTRY." THE EXPANDED LIST ITSELF IS A
TRIBUTE BY UNESCC TO THE TECHNCLOGICAL ADVANCES WORLD-WIDE, ESPECIALLY
IN THE UNITED STATES, OVER THE LAST QUARTER-CENTURY. THIRTY YEARS AGO,
IN THE FIELD OF BLINDNESS, ONE WOULD NOT HAVE HEARD THE WORDS "g;;;gggi“
"LASER CANE," "CLOSED-CIRCUIT TV" OR "READING MACHINE" - ALL OF WHICH
ARE DEVICES WELL KNOWN TO THE BLi&D IN TODAY'S WORLD. 1IT IS SAFE TO

SAY THAT IN ANOTHER QUARTER-CENTURY, EVEN MORE DRAMATIC ADVANCES WILL
HAVE BEEN ACHIEVED TO HELP BRING EQUAL OPFORTUNITY FOR LEARNING, WORKING,

AND SUGCESSFUL LIVING FOR ALL OUR HANDICAPPED CITIZENS.
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WITH YOUR COMMITTEE'S APPROVAL AS A VITAL STEF TOWARD RATIFICA-
TION OF THE NAIROBI PROTOCOL, THE UNITED STATES CAN BE A SIGNATORY IN
1982, THE YEAR PROCLAIMED AS "THE NATIONAL YEAR OF THE DISABLED." TO
PARAPHARASE THE WORDS OF THAT PRESIDENTIAL PROCLAMATION, YOU WILL HAVE
HELPED SIGNIFICANTLY TO IMPROVE THE LIVES OF 35 MILLION DISABLED

AMERICANS.
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Tile 3— Proclamaties 4935 of April 26, 1982 LT

National Year of Disabled Persons

By the President of the United States of America

A Proclamation* . -

The 1981 International Year of Disabled Persons, a celebration of the achieve-
ments and strengths of disabled persons the world over, has naw concluded.
1n that Year, we were made aware of the many accomplishments of disabled
people, and we rejoiced at the number of lives that were made richer end
more productive througheducation, rehabilitation, and employment. '

The impetus gained during this celebration must not be lost, We must seize the
opportunities afforded by the International Year of Disabled Perscns {0

. increase our national awareness of what remaina to be done in arder to assure -
- all disabled Americans full and active participation in our society.

1 call upon my fellow citizens in both the p:abl!c and private sectors to join In *
mutual efforts to pursue the long-term goals set forth during 1981 o

NOW, THEREFORE, in keeping with the aims of Senate Joint Resolution 134,
and in order to continue the momentum developed in the International Year of
Disabled Persons, I, RONALD REAGAN, President of the United States of .
America, do hereby proclaim Lhe year 1982 as the “National Year of Disabled
Persons.” ! ' . EER

IN WITNESS WHEREOF, I have hereunto set my hand this 26th. day of Apnl,

* in the year of our Lord nineteen hundred and eighty-two, and_of the Independ-

ence of the United States of America the two hundred and sixth. ©
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(1ii) Tools to be used for the maintenance, checking, gauging or repair of scientific {nstrurnents,
provided these tools are imported at the same time as such instruments and apgantus or,
if unported subsequently, that they are identifiable as intended for the specific instruments
or apparatus previously admitted duty-free or entitled to duty-free entry, and further pro- |
vided that tools of equivalent scientific value are rot being manufactured in the country of *
importation,

Articles for the blind and other handicapped persons
1 o

.
.

(§) All articles specially designed for the educational, scientific or cultural advancement of
the blind which are imported directly by institutions or organizations concerned with the
education of, or assistance to, the blind, approved by the competent authorities of the
importing country for the purpose df duty.free entry of these types of articles, including:

T (a) - \nlking‘books {discs, cassettes or other sound repraductions) anc large-print books;
. {b) phonographs and cassette players, specially designedor adaptedfor the blindand other
+ - - handicapped persons and required to play the talking books; - - -— '

{e) .equipment for the reading of normal print by the blind and partially sighted, such as
electronic reading machines, television-enlargers and optical aids;

{d}  equipment for the mechanical or computerized production of braille and recorded
material, such as stereo-typing machines, electronic braille, transfer and pressing
. machines; braille computer terminals and displays;

o ., (e) _ braille paper, magnetic tapes and cassettes for the production of braijlle and talking
books; .

(1) aids for improving the mobility of the blind, euch as electronic orientation and
. obstacle detection appliances and white canes;

{g) technical alds for the education, rehabilitation, vocational training and employment
of the blind, such ag braille watches, braille typewriters, teaching and learning aids,
games and other instruments specifically adapled for the use of the blind, .

{ii) All materials specially designed for the education, employment and social advancement of
other physically or mentally handicapped persons, directly imported by institutions or
organizations concerned with the education of, or assistance to, such persons, apgroved by

. the competent authorities of the {mporting country for the purpoee of duty-free entry of these

L. types of articles, provided that equivalent objects are not being manufactured in the import-
ing country, -

ANNEX F

. Sports equipment

Sporis equipment intended excluslvely for amateur sports assocfations or groups approved
by the competent authorities of the importing country for the purpose of duty-free entry of
these types of-articles, ‘provided that equivalent materials are not being manufactured in the *
importing country, ’
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Senator DANFORTH. Our next witness is Al Wo@ff, on S. 2094.

STATEMENT OF ALAN WOLFF, PARTNER, VERNER, LIIPFERT,
BERNHARD & McPHERSON, ON BEHALF OF THE SEMICONDUC.-
TOR INDUSTRY ASSOCIATION

Mr. WoLrrF. Mr. Chairman, I am here this morning representing
the Semiconductor Industry Association which was founded in 1977
by seven member companies of the semiconductor industry and
represents the majority of American merchant and captive semi-
conductor producers. I much appreciate the opportunity to be

“heard today, and I will just briefly summarize my remarks.

S. 2094 represents a very important measure for our industry; in
our view it is a carefully constructed package of measures which
should be viewed as an integrated whole in dealing with the prob-
lems which the high technology industries face in international
competition. That includes the limited tariff cutting authority in
section 8(c) which we view as a necessary part of a focused, coordi-
nated approach to these problems.

Mutual elimination of U.S. and foreign tariffs on these high tech-
nology products is in the interest of the United States and its high
technology industries as well as foreign countries making these
products, although these countries don’t always recognize that fact.

World markets are necessary for these products, and the rest of
the world is growing even more rapidly than the United States is
in these product areas. The European Community has a 17-percent
tariff. While it often suspends that tariff, it doesn’t in all cases; and
there will come a time when it will be very important to the Euro-
pean industry to have that tariff reduced. The result of the Europe-
an tariff has been to make the Europeans fundamentally noncom-
petitive internationally. I{ is self-destructive from their point of
view, and it is an inhibition to trade from our point of view.

In the case of Japan, we have made major progress through the
use of section 124 authority. The United States negotiated with
Japan in acceleration of the Tokyo round cuts. We have tariff
parity with Japan at this time. In our view that is just a first step;
it does not go far enough.

We had asked that the agreement include a commitment by the
Japanese Government that vigorous two-way trade in high technol-
ogy products is in both countries’ interests and that the tariff
agreement was a first step to full trade liberalization. The Japa-
nese Government refused to accept that commitment and said that
it would have represented a major policy change for them that
they could not accept.

Any level of tariff protection is a signal to the Japanese industry
that it is still being treated as an infant industry, which is a misno-
mer completely. It is regrettable, and the tariff should be removed.
The tariff is not our major problem with Japan, by any means, but
its removal is part of the ultimate solution.

The tariff cutting authority in S. 2094 is a limited one. It is tai-
lored to the needs of the high technology industries. The Computer
& Business Equipment Manufacturers Association as well as the
Semiconductor Industry Association strongly favor it. It will be a
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necessary part of putting togethér any agreement that is reached
in this area.

Foreign governments have no problem recognizing the impor-
tance of the high technology sector. The Danforth bill, S. 2094,
takes a major step in the direction of having the U.S. Government
recognize the importance of this area.

We can’t afford to allow foreign competitors to operate from
closed, protected home bases and on a principle of “what is yours is
mine, and what is mine is mine.” What we are looking for is the
creation of a level playing field in which we can compete fairly and
openly.

I would add, Mr. Chairman, that the Semiconductor Industry As-
sociation also supports the extension of the section 124 authority—
the 20-percent tariff cutting authority—although it does not go far
enough. It does not contain the authority we would need for our
industry. If it makes things procedurally smoother, we would be
happy to see the tariff cutting authority that we seek passed sepa-
rately, as a separate bill.

Thank you.

Senator DANFORTH. Thank you very much, Mr. Wolff.

[The prepared statement of Alan Wolff follows:]

98-592 0 - 82 - 15
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Mr. Chairman, I am Alan Wolff, Washington Counsel to the
Semiconductor Industry Association. Chartered by six U.S. semi-
conductog manufacturers in 1977, SIA currently has a menbership
of 54 comEanies and represents the majority of merchant and
captive producers of semiconductors in matters of trade and
governmental policy. I appreciate the opportunity to be heard
today.

SIA has played an active role in communicating to the
government the problems facing the U.S. high technology
industries, and in helping to formulate the approach to solving
those problems which is incorporated in your proposed
legislation, S. 2094. This bill represents a carefully
constructed package of measures concerning high technology which
will, we believe, provide useful tools to deal with problems of
high technology trade and investment. I am here today to
emphasize the importance of preserving the limited tariff-cutting
authority in Section 8(c) as a necessary part of a focused,
coordinated approach to those problems.

SIA has testified on a number of occasions, addressing the
broader concerns of this industry. You may recall the testimony
of Jerry Sanders, President of Advanced Micro Devices, before
this subcommittee on May 6, expressing SIA's support for your
efforts to insist upon a more aggressive U.S. policy in favor of
elimination of foreign barriers to U.S. trade and investment.
Our member companies seek full access to the protected home
markets of our major competitors, Tariffs are a part of this

broader problem.

— T



Mutual elimination of U.S. and foreign tariffs on certain
high technology products is in the interest of the United States
and its high technology industries., It is a logical and
essential”element of the broader goal of obtaining maximum
openness of international markets to high technology trade and
investment.

Nothing short of complete access to foreign markets == of
which tariff elimination is an integral part -- will allow U.S.
high technology companies to survive. The continued viability of
the United States semiconductor industry hinges on the openness
of international markets to“our companies and to their ‘
products, The focus of these companies' production and marketing
is of necessity on the global market, and maximum access to that
market is absolutely crucial.

The impact of tariffs on U.S. semiconductor trade is most
evident in the case of the European Community. The Community
maintains a 17% duty on semiconductors and refused to negotiate
any significant reduction in that rate during the recently
concluded Tokyo Round of trade negotiations. This high tariff
barrier--a misguided effort to protect the European induséry--has
heIped to isolate the European market. The result is that the
European industry is not fully competitive. With declining
competitiveness will come demands for additional protection
through rules of origin, restrictive procurement practices and
investment related trade restrictions. -

In the case of Japan, progress has been made in reducing the

Japanese tariff, but more can be done. Last year, the Japanese
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tariff was over 10% while the U.S. tariff was 5.6%, By using the
residual tariff authority of § 124 (an authority that has since
expired), it was possible for the U,S. Government to conclude an
agreement with Japan to reduce both the Japanese and U.S. tariffs
to 4.2% in April of this year. For the U.S, industry, that
reduction netted as much as $200 million in additional revenue
which is now being used to finance the research and development
needed to maintain U.S. technological competitiveness.

The agreement with Japan was a first step, but it did not go
far enough., SIA wanted that agreement to include a commitment by
the Japanese Government that vigorous two-way trade in high tech-
nology products is in both our countries' interests and that the
tariff agreement was a first step toward complete liberalization
of trade and investment in high technology products. The
Japanese Government refused to accept such a commitment, noting
that such a majér policy change could not be adopted at that
time.

In fact, any level of tariff protection in Japan is a
continuing signal to the Japanese industry that protection can-
and will be provided to the Japanese industry under the guise of
protecting an infant industry. By advocating the reduction and
eventual elimination of tariffs, the United States would make
much clearer its position that foreign government policies of
unfair prohection and promotion of industries as competitive as
those of our trading partners are inappropriate and will not be
tolerated. With the Japanese semiconductor industry claiming 70

percent of the world market share for the 64 K RAM--the state of
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the art memory component for computers, word processors, etc.--
the United States can no longer afford to ignore such policies
which masquerade as infant industry protection. It is precisely
with regard to products such as this that tariff elimination is
called for., It would appear to be consistent with stated U.S.
policy to eliminate vestiges of protectionism, and to encourage
others to eliminate them, when the opportunity arises.

The drafters of S. 2094 have recognized the elimination of
existing tariffs as an importaht objective of the United

States ~- both in real kerms and as a symbol of a more
comprehensive commitment to liberalization on the part of our
trading partners. Section 5 of the bill lists as a negotiating
objective "the reduction or elimination of all tariffs on, and
other barriers to, United States exports of high technology
products and related services.”

The tariff-cutting authority in §. 2094 would provide
necessary bargaining leverage in negotiating away existing
foreign tariffs and other barriers. Moreover, to the extent that
the United States maintains tariffs on semiconductors and
related products, the reduction or eliminatior of those tariffs
would lower the cost to the consumer of final products such as
computers.

The tariff-cutting authority proposed in S. 2094 is a
limited one, tailored to the needs of the high technology
industries. The authority is limited to seven specific products,
and is for a five-year duration only. Moreover, the tariff on

each of the items involved is less than five percent.
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The chief importance of the tariff-cutting authority,
however, stems from its role as an integral and necessary part of
a carefully constructed package of legislative measures designed
to deal egkectively with the whole range of problems in inter-
national high technology trade and investment. The elimination
of tariffs is part of an orchestrated solution to those problems,
the goal of which is maximum openness of international markets to
high technology trade and investment. We have seen time and
again that a piecemeal approach to free trade will only lead to
disputes and disappointment. To eliminate the tariff-cutting
authority or to detach it from the other components of the
package would lessen the chances of achieving an effective over-
all solution. )

Nothing less than a comprehensive approach to the problems
peculiar to high technology is called for. More than any other
group of industries, high technology industries are the target of
foreign gover@ment policies of protection and promotion and of
the new forms of nontariff barriers that have given rise to the
Danforth bill. High technology companied are increasingly being
denied access to world markets., Foreign governments have recog-
nized the importance of high technology industries, and are
increasingly promoting those industries through such measures as
subsidizatipn, tax incentives, and government-sponsored
cooperation in production and research, while protecting them
from foreign competition through a variety of tariff and
nontariff barriers, investment performance reguirements, denial

of national treatment, toleration of restrictive business
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practices, and other trade-distorting measures. The market for
integrated circuits and their end use products such as computers,
telecommunication equipment, industrial automation equipment and
consumer ;roducts, are the most dramatic targets of such
government.policies.

No group of industries has a more direct effect on the
national security, defense preparedness, industrial health, over-
all economic vitality and international competitiveness of the
United States than the high technology industries. By
definition, these are the industries investing most heavily in
research and development and are the most progressive and highly
innovative. These are the products and industries on the
frontier of technological progress in a range of areas and
product sectors.

High technology industries are affected more severely than
most industries by the types of market barriers this bill
addresses. The continued viability of many high technéiogy in-
dustries, such as the semiconductor industry, is largely
contingent on the ability of producers to compete on a global
scale. We need open international markets because of the size
and distribution of the world market, because of the nature of
our production process, and most importahtly, because of the
Available economies of scale and our need for investment capital.

Foreign markets account for half of the total value of semi-
conductors consumed worldwide. - This fact alone underscores the
importance of these markets for American firms, Of total world-

wide consumption of $15 billion dollars worth of semiconductors
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in 198, $9 billion represents foreign markets. Of these, the
fastést-growing foreign market--those of the EC and Japan--are
not fully open to us. We cannot allow the foreign competitors to
operate on a "what is mine is mine and what is yours is mine"
basis. We need the volume represented by these markets in order
to stay on the learning curve and capture cost efficiencies. We
need to compete on an equal basis in those markgts with domestic
producers,

The availability of a large market is a critical requirement
for success in our industry. The fundamental econcmics of our
industry revolve around the cost economies and -experience gained
by volume production. A loss in world market share will result
in a loss of international competitiveness for the U.S. semicon-
ductor industry, and in a loss of U.S. incernational competitive-
ness across a whole range of advanced products. Decreased market
share lowers our profits, adversely affectiné research and
development funding. That means a slower rate of new product
discovery and development. which will mean a further loss of
market share.

Supporters of S. 2094 have recognized that a specialized
focus is called for. The negotiating leverage provided by the
limited tariff-cutting authority proposed may play a role in
determining whether the objectives of the United States in this
area are achieved.

I also want to emphasize that this authority for
semiconductors would complement the broader negotiating authority

in 8. 1902, which SIA fully supports. S. 1902 would extend the
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President's residual tariff-cutting authority under which he can
reduce tariffs by up to 20% of the existing rate, Because our
objectives of eliminating tariffs on semiconductors cannot be
achieved under S. 1902, we urge the Committee to view these
proposals as complementary, but not interchangeable,

It is rare that any industry comes before a congressional
committee and asks for completely free and open trade. Our goal
is to succeed--as did the aircraft industry in the Tokyo Round--
in achieving a much greater degree of openness in world trade.
We want to see international competition in semiconductor trade
take place on what has been called "a level playing field."

Mr. Chairman, I thank you for the opportunity to testify

before your committee today.
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Senator DANFORTH. Mr. Wolff, as Kou know, the Finance
Committee has already acted on this. The problem is a constitu-
tional problem of whether it could be attached to a Senate bill. Ob-
viously the reciprocity bill is a Senate bill, so what we are probably
going to have to do on this is get it on a House-passed vehicle. But,
as far as I know, there is absolutely no controversy on this legisla-
tion.

Mr. WoLrr. Well, we would hate to see this get lost in the shuf-
fle. [Laughter.]

Senator DANFORTH. Knowing you, you will not let it get lost in
the shuffle. [Laughter.]

I have no worry about that.

Mr. WoLrF. The Danforth bill, as introduced in the House, which
bears another person’s name, I understand, deletes the tariff au-
thority because the sponsor would like to see broader tariff authori-
ty enacted. That is probably politically unrealistic, however.

Senator DANFORTH. We will do our best in one form or another
to get this legislation passed.

Mr. Wovrr. Thank you very much.

Senator DANFORTH. Next, on H.R. 4566, are John Mulligan and
Herbert Harris.

Mr. Mulligan, would you like to go first?

Mr. MuLLiGAN. Yes.

STATEMENT OF JOHN P. MULLIGAN, PRESIDENT, TUNA
RESEARCH FOUNDATION, INC.

Mr. MuLLiGAN. Thank you, Mr. Chairman.

I'm John Mulligan, and I represent the domestic tuna processors.
Our members have a very legitimate and critical concern with
section 2 of H.R. 4566.

When the tuna tariffs were originally set, the water packed tuna
was a small dietetic-type pack. In the last several years the popu-
larity of water-packed tuna has grown substantially, and it’s now
close to 40 percent of our domestic market production.

As American consumers grow in their consciousness of health,
diet, and physical fitness, the importance of the domestic produc-
tion in markets for water-packed tuna increases. Instead of chang-
ing the current method of calculating the imports against the
quota for water-packed tuna, Congress should, in our judgment, be
considering an increase in the tariff for water-packed tuna to a
level that will insure that domestic tuna processors remain compet-
itive.

Another point that we wish to bring to the attention of the
committee is that we are quite confused over the basis on which
the Census Bureau, the Customs Service, and the National Marine
Fisheries Service actually calculate the quota. The 109 million
pounds, in our judgment, is in excess of what represents 20 percent
of the domestic pack. Their figures don’t seem to agree. We are in
the process of trying to work this out with them now, and none of
them seem to agree in terms of what figures to use.

There is also a strong commitment to support the economic sta-
bility and well-being of our territories and possessions. I have made
reference in my prepared statement to the Senate Finance
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Committee report when they were deliberating the Trade Act of
1974, and we feel the change of status quo in the present system of
calculating the import quota would be, in effect, a change in our
policy toward American Samoa.

Another point that we wish to bring to the attention of the
committee is that each time we move away from our responsibil-
ities to protect and enhance the domestic fishery productions it ad-
versely affects the U.S. balance of trade. We have been given pre-
liminary Government figures for 1981 which indicate a fishery
products deficit of about $3 billion, and any "adjustment in the
tariff rate quota structure which is incurred as foreign imports of
can(;xed tuna in water will only increase the U.S. imbalance of
trade.

Finally, Mr. Chairman, we wish to point out that the United
States has developed a harvesting and processing technology and
marketing capability that has made processed tuna available to
over 80 percent of American households. We possess the largest
market for processed tuna in the world, and section 2 of H.R. 4566
will place the domestic tuna industry certainly at a more competi-
tive disadvantage. We therefore urge the committee to delete
section 2 of H.R. 4566.

. This concludes the summary of my prepared statement, Mr.
Chairman.

Senator DANFORTH. Thank you.

[The prepared statement of John P. Mulligan follows:]
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STATEMENT
JOHN P. MULLIGAN
President -
Tuna Research Foundation, Inc.
Before
Senate Subcommittee on International Trade
July 21, 1982
My name is John P. Mulligan, President of the Tuna
Research Foundation, Inc. ("TRF"), TRF is a non-profit organi-
zation with headquarters at 1101 17th Street, N. W., Washington,
D. C. Our members, United States processors of tuna, are par-
- ticularly troubled by Section 2 of the proposed legislation,
H.R. 4566, whereby shipments of canned tuna products into the
United States from American Samoa are to be excluded in deter-
mining the extent to which the quota is filled. The gquota is
determined on the basis of 20 percent of the previous year's
domestic pack. This year's quota has been determined to be N
*
109,742,200 pounds.—/ This means that shipments of imported
canned tuna products may enter the U.S. under TSUS item 112.30
at a rate of 6 percent ad valorem up to that quota level;
imported canned tuna products entering over this amount under
TSUS item 112.34 will enter at a higher rate of 12.5 percent
ad valorem. Shipments of American Samoa canned tuna products
enter the United States outside the Customs district and are

identified under TSUS item 112.30 which is counted against the

import quota.

*/ 47 Federal Register 25433 (June 11, 1982).
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Our members have a significant economic interest and a
legitimate concern regarding this legislation because they
pack over ninety percent of the canned tuna which is produced
in the United States and its territories and possessions. A
list of our members and the geographic location of plants is
attached as Appendix A to this statement.

We strongly oppose this legislation for the following
major reasons:

- Excluding the American Samoa tuna pack from
contributing-ﬁo the level of the import quota
will permit more imported product to enter
the U.S. market. i

- Increased levels of imported canned tuna
products will be contrary to long=-standing
Congressional intent to develop and strengthen
our domestic fishing industry.

- The importance of thévtuna processing industry -
to the economic stability and wellbeing of
American Samoa and Puerto Rico.

- The proposed legislation is contrary to U.S.
trade policy with respect to the aspects of a
protective tariff rate quota system.

The following reasons outline why we oppose Section 2 of

H.R. 4566:
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1. Foreign imports have grown steadily. In 1980,
63.5 million pounds of tuna were imported into the U.S. 1In
1981, there was an increase to 71 million pounds., This repre-~
sents a total of 3.5 million cases of imported canned tuna
products which is a 12% share of our domestic market. Imports
entered against the quota through July 7, 1982, totaled over
80 million pounds. At the moment, the quota is about 74% filled,
and if present import rates continue, it is estimated the quota
will be filled in September. At this time nearly 5 million
cases of canned tuna will have entered the U.S., approaching

nearly a 20% share of our domestic market.

2. The U.S. tuna industry, known for years as the world's

most technically advanced and most successful, is struggling to
survive the worst economic crisis in its 80-year higtory. The
depressed national economy and dramatically increased foreign
competition have hard hit the industry. Some tuna plants have
been closed on an indefinite basis while others are temporarily
shutting down, thus idling thousands of workers.

It has been a long-standing policy of the Congress to
promote the domestic fishing industry. The industry has expe-
rienced new growth and development since the passage of the
Fisheries Conservation and Management Act of 1976. According to
the Annual Summary for 1980 of Fishery Statistics of the U.S.,
the total value of fishery products canned in the 50 states,

American Samoa and Puerto Rico was $1.95 billion; of this,



$1.8 billion was for human consumption. Tuna and tuna-like fish
canned production was valued at $1.15 billion. This represented
64% of the value of all canned fish and shellfish for human con-
sumption and over 70% of all canned fish -- excluding canned
shellfish. This relates closely to the 65% tuna share of U.S.
annual per capita consumption of all canned fish and shellfish

shown in Department of Commerce Fisheries of the United States

1980 - (Current Fishery Statistics No. 8100). However, now the
hard economic times are telling in our industry; the total U.S.
light meat tuna pack through March first was 19% less than last
year, and the cheap and the unfair competition from foreign pro-
ducers is exacerbating the difficulties of the industry.

Unlike other foreign imported products competing in our
domestic markets, foreign produced canned tuna is not packed
under the same quality and safety staridards as our own domestic
products. As you well know, the U.S. tuna industry is one of the
most heavily regulated industries in this country -- from marine
environment protection laws, fair and safe employment standards
to food and consumer safety and protection laws. The U.S. tuna
canners maintain one of the highest standards for food safety,
quality and working conditions. Foreign products in our market
place are not regulated with the same standards for quality and
safety. Nor do foreign producers maintain comparably safe and
equitable working conditions. Many do not meet our fair labor

standard laws, OSHA, and other costly U.S. regulations concerning
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worker safety, health and welfare., Not only is it cheap labor,
but the importers are competing at unfair advantages.
In a recent léiier to Senator Dole, Congressman Fofo
Sunia from American Samoa wrote:
"Importers of foreign processed tuna
have taken advantage of the tuna industry's
economic crisis and have accelerated their
importation of tuna products into the U.S.
market thereby aggravating the financial
plight of tuna’'canners. There is evidence
in the market place that some importers are
undercutting the domestic price structure
by informing their buyers in the U.S. that
they will discount their tuna products in
order to offset the increase in the tariff
rate from 6 percent to 12.5 percent."
3. The tuna processing industry in American Samoa and
Puerto Rico is the backbone of their Island economy. With
respect to American Samoa, it is their one and only private in-
dustry. If canned tuna from foreign countries is allowed to enter
the U.S. in increasing proportions, the industry will be sub-
stantially reduced in American Samoa and Puerto Rico. The indus-
try's contributions in forms of tax payments to these local
governments, wages to native Samoans and Puerto Ricans, and pur-
chases of local goods and services will diminish and the economic
stability of the Islands will be weakened.
On May 24, 1982, Congressman Sunia of American Samoa
wrote to Senator Dole as Chairman of the Senate Finance Committee
to express his deep concern over passage of H.R. 4566. Attached

to this statement as Appendix B is a copy of Congressman Sunia's

letter.

’
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In the fiscal year 1981, $15.5 million was generated
from local sources in American Samoa. Two-thirds or $10.3 mil-
lion was generated by the activities of the tuna industry. The
tuna processors employ 20% of the work force and has increased
its employment growth in the last two years by 22% or 7% of
the entire work force in Samoa. For American Samoa, therefore,
economic growth and stability is synonymous with the tuna proces-
sing industry.

Puerto Rico's tuna processing industry produces more
than 40% of all tuna canned in the U.S. and represents a vital
source of direct and indirect employment for Puerto Rico, which
concurrently confronts officially 23% and rising over all unem-
ployment, with real unemployment believed to be about 40%. The
tuna industry in Puerto Rico provides 4.2% of the total manu-
facturing employment and the value of tuna shipped to the main-
land in fiscal year 1980 exceeded $355 million or 9% of the
total value of shipments to the U.S. 1Including pet food
products from tuna operations the tuna shipments represented
almost 14% of all merchandise shipments to the U.S. Taking into
account the direct employment of some 6500 employees at an annual
payroll of $44.7 million, the multiplier effect on job creation
and income is nearly 13,000 jobs and a net income to the economy
of $89.2 million.

The island areas of American Samoa and Puerto Rico have

progressively increased their contribution to the U.S. production _

98-592 0 - 82 - 18
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of canned tuna. 1In 1975, Puarto Rico and American Samoa produced
almost half the domestic pack. In 1980, the total island produc-
tion exceeded 56% of the total U.S. pack.

4. One of the keystones of Congressional support for
the growth and economic development of the tuna industry has been
the trade and tariff policies. When deliberating the Trade
Reform Act of 1974, the Senate Finance Committee expressed dedi-
cation to the protection of territorial industries against
foreign competition. The Finance Committee report, in part,
stated: -

"......The Committee believes that products

which are produced in the Commonwealth of

Puerto Rico or in the insular possessions of

= the United States in significant quantities

for export to the United States should be

excluded from receiving preferences if the

grant of such preferences would have a detri-

mental effect on the economies of Puerto Rico

or the territories."
It is one contention that by excluding the American
Samoa pack from contributing to the calculations for the import
quota, would in effect, allow greater foreign penetration of our
domestic market. Thus, it constitutes a preference contrary to
the intent expressed by Congress. Further, the tariff rate
quota system is designed precisely to prevent the threat of
excessive foreign imports to the detriment of domestic industries.
Section 2 of H.R. 4566 is an attempt to manipulate the elements
used in calculating the basis for the import quota. By excluding

the American Samoa pack, more foreign produced tuna will enter
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the market place and threaten the continued viability of our
domestic industry. The protection aspects of a tariff rate
quota system is not served by Section 2 of H.R. 4566.

Oon behalf of this important domestic fishery, we urge
your rejection of any amendments with respect to modifying the

basis for increasing the foreign import levels of canned ~tuna

products.

Thank you.
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APPENDIX A
Tuna Research Foundation, Inc.

SUITE 603
1101 SEVENTEENTH STREET, N.W.
WASHINGTON, D.C. 20036
(202) 296-4630

MEMBER COMPANIES

Bumble Bee Seafoods
50 California Street
San Francisco, CA 94119

Plant Locations

San Diego, California
Honolulu, Hawaii
Mayaguez, Puerto Rico

Neptune Packing Corp.
200 Park Avenue, 39th Floor
New York, N. Y. 10166

Plant Location

Mayaquez, Puerto Rico

Mitsubishi Foods {MC), Inc.
2010 Jimmy Durante Boulevard
Del Mar, CA 92014

Plant Location

Ponce, Puerto Rico

Star~-Kist Foods, Inc.
582 Tuna Street
Terminal Island, CA 90731

Plant Locations

Terminal Island, California
Mayaguez, Puerto Rico
N Pago Pago, American Samoa

Van Camp Sea Food Company
11555 Sorxento Valley Road
San Diego, CA 92138

Plant Locations

San Diego, California
Ponce, Puerto Rico
Pago Pago, American Samoa -
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Congress of tbc "(Hnitcb States
Pouse of Representatives
Washingtan, B.E. 20515

May 24, 1982

Honorable Robert Ddle

Chairman

Senate Finance Committee
2227 Dirksen Senate Office Building
washington, D.C. 20510

Dear Mr. Chairman:
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RPPENDIX B

In Octobex of 1981, the House passed H.R. 4566, the
Omnibus Tariff and Duties Bill which included a section

dealing with canned tuna.
fore your Committee.

This bill is now pending be-
Section II of this measure excluded

the shipments from the U.S. Territories, of which American
Samoa is one, in determining the extent to which the quota
has been filled.

As you know, the tariff rate quota on canned tuna in
brine was first imposed by President Eisenhower in 1956

(Presidential Proclamation 3128, Part III).

Presently,

the duty 1s 6 percent under the guota and 12.5 percent on

the imports in excess of the quota.

The quota is based ¢n

20 percent of the previous year's domestic pack (excluding

American Samoa).

In 1980, the Customs Service began to

count imports from American Samoa against the quota with
the result that the gquota was filled and the higher duty
was applied for the first time since 1570.

While H.R.:

4566 was moving-through the House,

I sup-

ported it because the economic conditions of the tuna in-
dustry were such that it appeared the bill would have

little impact on American Samoa.

However, in the ensuing

year, economic conditions have worsened substantially. 1In
April of this year, a plant in American Samoa announced
a shutdown for three weeks.

¥
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Honorable Robert Dole'
May 24, 1932 Page 2

Importers of foreign processed tuna have taken advantage
of the tuna industry's economic crisis an@ have accelerated
their importation of tuna products into the U.S. market thereby
aggravating the financial plight of tuna canners. There is
.evidence in the market place that some iwporters are under-
cutting the domestic price structure by informing their
buyers in the U.S. that they will discount their tuna products
in order to offset the increase in the tariff rate from 6
percent to 12.5 percent.

The tuna cannexies are the major privately-controlled
jindustries in the Territory and therefore, they make a
significant contribution to the island’s economy. This
contribution takes three main forms: tax payments to our
local government, wages and salaries paid to employees, and
local purchase of goods and services.

Given these facts, I have found it necessary to reconsider
the bill and to withdraw previous support. Therefore, I
respectfully request that Section 2 of H.R. 4566 be deleted
due to the direct and immediate impact it would have on the
tuna industry operating in American Samoa. )

S

si
d°f§; 1
. - Member of Congress

ely,

F. Suni

FIFS:vg
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Senator DANFORTH. Mr. Harris?

Mr. Harris. Thank you, Mr. Chairman.

I understand the committee rules. I would like to make sure that
Mr. Sullivan’s statement is filed in toto at this point.

Senator DaNrorTH. Who is Mr. Sullivan?

Mr. Harris. Mr. Sullivan is the executive vice president of the
Association of Food Industries, and it is that group that I am here
representing, Mr. Chairman.

Senator DaNroxTH. All right.

[The prepared statement of Mr. Sullivan follows:]



242

STATEMENT
BEFORE THE SUBCOMMITTEE ON INTERNATIONAL TRADE
COMMITTEE ON FINANCE, U.S. SENATE
WITH RESPECT TO SECTION 2, H.R. 4566,
RELATING TO THE TARIFF TREATMENT OF TUNA
PACKED IN AIRTIGHT CONTAINERS

By Richard Sullivan, Executive Director, Association
of Food Industries

July 21, 1fB2\

Introduction

I am presenting the views of the Association of Food =
Industries, Inc., a non-profit trade association dedicated to the
diverse interests of the international and the domestic food
trade. We support Section 2 of H.R. 4566 for the following
reasons:

First, it prevents significant inflationary increases in
food costs to American consumers;

Second, it eliminates the apperance of unfair manipulation
of our trading concessions;

Third, it avoids severe disruption of the marketing
structure of a vital food product.

Section 2 of H.R. 4566 achieves these benefits by correcting
a classification anomaly which threatens the standard practice of
a quarter century. It is a routine bill that remedies a situa-
tion that no one intended to occur. The ramifications of failing

to enact this bill, however, will be far from routine.
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Inflationary Increases in Food Costs to the American Consumer

When. radical price increases occur, the American consumer
bears the burden. The consumer can either stop buying the over-
priced produc: or shoulder the additional cost. 1In the case of
canned tuna, an importer faced with a doubling of the import duty
(which in some cases would more than eliminate the profit margin)
can either stop importing tuna, or pass on the increased duty
burden to the consumex. In either case, the American public must
pay more for canned tuna. The American consumer is actually
faced with a double burden: higher tuna prices and the resultant
inflationary pressures, which cannot be limited to a particular
product line.

The inflationary price increases impact most directly on an
important constituent of the American diet -- tuna. Tuna is the
most widely enjoyed form of fish protein, yet recent changes in
Customs practice threaten the availability of this important part

of America's protein intake.

Effect on U.S. Trading Partners

As part of the GATT negotiations in the mid-50's, the U.S.
acquired the right to impose additional duties on canned tuna

imports in excess of a quota level determined by 20% of the U.S.
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canned pack of tuna. Until 1979, imports from American Samoca, a
U.S. insular possession, were not included in calculating foreign
imports of canned tuna under the quota. -However, in late 1979,
as a result of an internal Customs Service audit, Customs
concluded that the statutory language required that the American
Samoa product be classified as a foreign import despite its “"Made
in U.S.A." label.

It is of no consequence to American Samoan producers whether
their product enters the United States above or below the quota
as it is duty free in either case. However, for the foreign
imports now forced to enter abové the quota, the effect is
extreme. The Customs Service interpretation drastically modifies
the concession granted in the GATT negotiations, Section 2 of

H.R. 4566 corrects the anomaly and prevents the appearance of

decepgion.

Disruption of U.S. Commerce-

Since the quota system was intiated in 1956, imports of tuna
calculated without including the American Samoan product rarely
surpassed the established quota. Commerce proceeded normally
along established networks of importation and distribution.

There was no danger of a surge of imports attempting to beat

radical duty increases at year's end.
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The Customs Service has, however, added an artifical element
to the system., 1In each year since the Customs Service.re-
interpreted the quota provisions, the quota has filled before the
end of the year, forcing imports in excess of the quota to be
assessed the higher duty. 1In 1980, the éuota was filled by
December, and in 1981, the quota was reached in October.

Und;r current interpretation, over 86 million pounds of tuna
"imports* entered the U.S. from January 1 to July 15 of 1982.
With almost 80% of the tuna guota already filled, it must be
anticipated that at the current rate, the quota will f£ill by
early September. All subsequent imports will be subject to the
higher duty. However, 31 million pounds of the "imported" tuna
were of American Samoan origin, that is, a "Product of the
U.S.A." Under Section 2 of H.R. 4566, this quantity of tuna
would not be counted against the quota.

The severe disruptive effect that the 1980 re-interpretation
has had on a system which had been operating smoothly is as
apparent as it is deleterious. Only by the enactment of Section
2 of H.R. 4566 will the recent annual scramble to enter imports

before the quota fills be avoided.
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Technical Analysis

Attached is a technical analysis of the Customs re-
interpretation, its effect and the changes which Section 2 of

H.R. 4566 brings about.
Conclusion

Section 2 of the H.R. 4566 garnered widespread support
because it seeks to co:rgFt an anomaly and restore order in the
marketplace. The Administration has recognized the need for this
legislation. After approval by "voice vote" in the House Ways
and Means Committee, the provision was passed unanimously by the
House of Representatives on October 31, 1981, The record
indicates that passage by the Senate is in the best interest of
the industry, of consumers and of this country.

We therefore respectfully urge the adoption of Section 2 of
H.R. 4566.
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TECHNICAL ANALYSIS RELATING TO THE TARIFF
TREATMENT OF TUNA PACKED IN AIRTIGHT CONTAINERS

July 21, 1982

Inttoduction

Section 2 of H.R. 4566 is designed to correct a classifi-
cation anomaly which has had the unintended effect of altering
international commitments and imposing a double duty on substan-
tial amounts of tuna entering the United States. The current
Custons.practice of including canned tuna from American Samoa in
determining when tuna "imports" have surpassed the guota }eaults
in trade distortions and adverse price consequences for consumers
of canned tuna.

In 1956, President Eisenhower imposed a tariff rate quota on
tuna packed in airtight containers. Presidential Proclamation
3128. cCans weighing with their contents more than fifteen pounds
or packed in 0il were excluded. The legal basis for the quota is
item 718(b), Part II, Schedule XX of the Protocol of Terms of

Accession of Japan to the GATT, which states that:

The United States reserves the right to increase the rate
of duty on fish...which are entered in any calendar year
in excess of an aggregate quantity equal to 20 per centum
of the United States pack of canned tuna fish during the

immediately preceding calendar year...
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Imported tuna, prepared or preserved in any manner, not in
oil, in airtight containers, is classifiable in TSUS item 112,30
or 112,34. 1Item 112,30 applies to tuna "in containers weighing
with their contents not over fifteen pounds each, for an
aggregate quantity entered in any calendar year not to exceed 20
percent of the U.S. pack of canned tuna during the immediately
preceding calendar year, as reported by the U.S. Fish and
wWildiife Service.” 1Item 112.34 applies to tuna (1) in containers
weighing with their contents over 15 pounds each, or (2) which
would otherwise be classifiable under TSUS 112,30 except that the
quota specified in that item has been filled. The column 1
within-quota duty rate is 6 percent ad valorem, and the
respective over-quota duty rate is 12,5 percent ad valorenm.

The article description for TSUS Item 112,30 does not
specify the source of shipment of canned tuna which counts toward
the tariff quota. Prom 1956 through 1979, the tariff rate quota
was computed based on Bureau of Census import statistics.

Imports from American Samoa, a U.S. insular possession, were not
included in calculating the quota. However, this practice
changed in 1980, when quota imports weré computed by adding
American Samoan-produced canned tuna to the Bureau of Census
import statistics. The basis for this change was a June, 1979
menorandum from the Customs Classification and value Division to
the Regulatory Audit Division holding that canned tuna from
American Samoa, although labeled "Made in U.S.A.,"
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constitutes 1iporta entered or withdrawn from warehouse tor~
consumption and therefore must be included in the quota
computation. N

The immediate consequences of the change in Customs Service
practice are twofold: first, the quota was filled for the first
time in recent years, and second, because more tuna is considered
to be "above-quota”, more tuna is subject to the higher duty. In
1980, the quota was filled' by December and in 1981, the qucta was
reached in October. All entries subsequent to those dates were
subject to the double duty.

The 1982 year-to-date gquota statistics are useful in demon-
strating the impact of the Customs Service re-interpretation.
The Customs Service computes -that over 86 million pounds of tuna
“imports” had entered the U.S5. as of July 15. With almost 80%
of the quota filled, it appears evident that at the current rate,
tuna imported after early September will be subject to the
increased 12,5% duty. However, 31 million pounds of the
“imported" tuna is actually from American Sazoa, that is 'Ptoduc;
of the U.S.A." Under Section 2 of H.R. 4566, this quantity would
not be counted against the tuna quots, just as it had not been up
until 1980. Thus, the actual level of imports would be some 55
million pounds, far below the guota .and in keeping with the
intent of the 1956 Proclamation and Trade Agreement.
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The 1956 Proclamation did not intend that tuna from American
Samoa be included in determining when the import quota was
filled. In support of the proposition, the duty treatment of
American Samoan tuna must be considered. Products from that
country enter duty-free whether above or below the quota. The
Customs Service interpretation affects only tuna which is
actually "imported" from foreign sources.

H.R. 4566 incorporates 17 tariff and trade bills approved by
the House Committee on Ways and Means. Section 2 contains a
provision introduced by Congressman Sam Gibbons (D. Fla.) on
April 7, 1981, as H.R. 3075, approved by the House Ways and Means
Committee and unanimously passed by the House on October 13,
1981. The nea;ure has been incorporated into H.R. 4566 and is
now being considered by the Senate Finance Committee. Section 2
of the bill amends the article description for TSUS Item 112.30
to indicate clearly that shipments from the U.S. insular
possesions are not to be included in determining the extent to
which the canned tuna quota has been filled. The section also
amends the description to indicate that the agency responsible
for administering the quota is the National Marine Fishgrie;
Serv;ce, formerly the U.S. Fish and Wildlife Service.
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STATEMENT _OF HERBERT E. HARRIS, COUNSEL TO THE
ASSOCIATION OF FOOD INDUSTRIES

Mr. HARris. May I indicate to the Chair and the committee that
the group which has worked together to bring this legislation
before you is a little nonplused at this point. Agreement had been
worked out, and as the legislation was proposed and moved
through the House, no opposition was noted.

We moved through the House committee and before the House
with unanimous votes, with the domestic industry understanding
the need to correct what we think is an anomaly in the law.

The Chair will recall that in October comments were requested
with respect to anyone who might have opposition to H.R. 4566,
and the domestic industry at that time, again, failed to express any
opposition with respect to this provision.

Mr. Chairman, what is the provision? We have bound, under the
Japanese Accession Treaty, a 6-percent tariff rate with respect to
imports of tuna up to 20 percent of the domestic pack. Over 20 per-
cent of the domestic pack it is a 12.5-percent duty. .

From the time that that binding took effect, tuna from American
Samoa was not charged against the quota. As an insular posses-
sion, it often bears the notation “product of the U.S.A.” It enters
the U.S. custom district free of duty. Whether it is below or above
guota, as the product of an insular possession, it comes in free of

uty.

It was only in 1978 that, because an audit by the Customs Serv-
ice, an administrative reclassification took place. For the first time
in our history we were classifying American Samoan products as
“imports.” I know it is confusing to the industry as well as to us in
this regard, because they refer in their statement to ‘“‘imports
amounting to 80 million pounds of tuna.” Mr. Chairman, 30 million
pounds of that is from American Samoa.

The notion that we would include free of duty items from an
American possession against a tariff quota is totally inconsistent
MtzledAmerican trade policy, and an anomaly which should be cor-
rected.

I am going to submit that the American industry agreed with
this until very, very recently. I hope that we can go ahead and
work it out and that this correction of the anomaly can take place.
Otherwise it is going to be very disruptive to the trade.

We are seeing right now, if I could emphasize to the chairman, a
situation where, because tuna from American Samoa now, this
year, is being charged against a tariff quota, that that level—20
percent of the pack—will probably be reached in September. Obvi-
ously that influences the trade very drastically and deleteriously.
You will have a rush by importers to get in before the quota closes.
This has a market effect that is bad both for domestic producers
and for importers as that rush occurs. ’

When Samoan tuna was not charged against the quota, that situ-
ation did not exist, and trade operated in a more normal fashion.

Mr. Chairman, the administration has indicated no opposition to
this provision. I think those who are familiar with the trade ur-
gently request you to correct this anomaly in the law to allow the
trade to go ahead in the fashion that it always has prior to this

98-582 0 ~ 82 - 17
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administrative ruling about a year and a half ago. I think it is in
the best interest of this country, I think it is in the best interest of
the industry, and it certainly is in the best interest of our trade
relations. _ .

I thank the chairman for this opportunity to appear.

Senator DaNFoRTH. Thank you, gentlemen.

The next witnesses are John Halloran and John Arnesen.

Mr. Halloran, would you go first, please?

STATEMENT OF JOHN E. HALLORAN, PRESIDENT, MACHINE
KNIFE ASSOCIATION, PRESIDENT, MICHIGAN KNIFE CO.

Mr. HALLORAN. Mr. Chairman, I am John Halloran, president of
the Machine Knife Association and Michigan Knife Co., one of the
largest American chipper knife manufacturers.

With me today are Bill McKillip of Oregon and Herb Katanos of

New York, officers of R. Hoe & Co., one of the oldest chipper knife
manufacturers. We are here to urge you to support section 4 of
H.R. 4566, which passed the. House of Representatives last fall
without opposition.
- H.R. 4566 would equalize the rate of duty on our raw materisl,
chipper knife steel, with the rate of duty on foreign-manufactured
chipper knives. This legislation, which the House considered non-
controversial, merely extends the temporary duty reduction on the
chipper knife steel Congress enacted in 1980, and does so in the
manner suggested by the Reagan administration.

Before going further I would like to show you a typical chipper
knife. It is used in heavy machinery to chip trees into wood chips
and wood fiber. The special alloy tool steel used to manufacture
chipper knives is not produced in the United States at prices, quan-
tities, and quality to meet the requirements necessary for U.S.
tﬂife manufacturers to compete against foreign imported finished

ives.

Mr. Chairman, I have been coming to Washington repeatedly
during the past 6 years with the same problem and message, that
there is not a consistent, stable, and adequate domestic supply of
chipper knife steel, and that we are forced to purchase our raw ma-
terial overseas to obtain the lowest possible prices enabling us to
compete with imported knives. ,

My recent attempt to obtain chipper knife from eight capable do-
mestic sources merely confirms that first, no domestic company is
willing to make a long-term commitment to my industry; second,
no domestic company is attempting to become competitive with
overseas suppliers, regardless of protectionary duties; and third, no
domestic company is willing to accept the quality specifications
necessary for American knife manufacturers to compete.

Mr. Chairman, in 1980 this committee investigated the serious
problems facing our industry and decided the solution was to equal-
ize the duties on chipper knife steel and imported chipper knives.
Unfortunately, that relief expires on September 30 of this year.

H.R. 4566, on the other hand, provides our industry with long-
term relief, making the duty equalization permanent, allowing us’
to invest in our future.
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Only a few companies have opposed H.R. 4566, none of which
currently supplies or has recently supplied more than a small
quantity of chipper knife steel. What these companies and this
committee must understand is that if the duty on chipper knife
steel returns to its former levels, domestic steel companies will not
sell more chipper knife steel, they will sell less. The high duty on
chipper knife steel actually helps the foreign knife manufacturers
which have dominated our markets.

For us the choice is not between foreign steel and domestic steel;
it is between purchasing the raw material at the best possible
terms or following the path of many chipper knife manufacturers
who have closed their plants, moved production overseas, or
become distributors of foreign-produced imported finished knives.

Mr. Chairman, it appears the domestic specialty steel industry
does not dispute the fact that they are not competitive. Instead
they complain that foreign steel suppliers are subsidized and are
dumping their preducts in the United States. In response, let me
make one thing very clear: I do not represent foreign steel inter-
ests. I am the president of an American knife company and the
president of an association of American knife producers. I am in no
position to speak on the issue of dumping and subsidization raised
by the domestic steel industry. However, I would point out that the
smokescreen the steel industry is raising should not cloud the fact
that if H.R. 4566 is not enacted it will not hurt foreign steel compa-
nies. It will hurt American knife manufacturers, depriving this
country of jobs.

If the duty on chipper knife steel returns to its former levels, for-
eign steel companies will supply foreign knife manufacturers who
will export finished knives into the United States.

By comparison, chipper knife steel is not important to the domes-
tic steel industry. Why, it only represents at most two-tenths of 1
percent of the total specialty steel production, and only 1 or 2 per-
cent of total specialty steel imports.

Mr. Chairman, we are dealing here with our lives and careers.
Please do not let the specialty steel industry cast off us as a sym-
bolic gesture. I ask that you let us survive, compete, and create
American jobs by supporting section 4 of H.R. 4566.

Thank you.

[The prepared statement of John Halloran follows:]



254

Statement of John E. Halloran

Mr. Chairman, my name is John E. Halloran. I am the current
president of the Machine Knife Association, which represents ten
companies from around the country that are engaged in the manu-
facture and sale of machine Xnives for the wood industry. A list
of our members and the locations of their facilities is attached
to my statement as Attachment 1.

1 am also president of Michigan Knife Company, which is
probably the largest American manufacturer of chipper knives. We
have facilities in Big Rapids, Michigan, and Springfield, Oregon.

As president of the Machine Knife Association and as president
of Michigan Knife Company, I strongly urge you to take swift affirma-
tive action on Section 4 of H.R. 4566, which would permanently
reduce the rate of duty on chipper knife steel.

Chipper knife steel is a special analysis of alloy steel which
is used solely to manufacture wood chipping knives for the pulp,
paper and forestry industries. The domestic specialty steel industry
has had the benefit of high protectionist duties on chipper knife
steel for years. Yet American knife manufacturers have experienced
great difficulty obtaining more than small portions of their chipper
knife sﬁeel requirements from domestic sources. The domestic supply
of chipper knife steel has been inconsistent, high-priced, and of
uneven quality.

There has been repeated testimony before Congress to the
inadequate domestic supply of chipper knife steel. As an example,

1 refer you to the statement submitted to this Committee on
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November 6, 1981. But further evidence comes from the results of
my recent attempt to obtain chipper knife steel from domestic sources
On May 26, 1982, ! sent formal inquiries to eight domestic
specialty steel producers, including every domestic company kncwn
to have produced chipper knife steel at any time within the past
ten years. Most of these firms made no response. Only two firms
were willing to offer any price quotations or other specifications.
No domestic firm was able or willing to offer prices or terms that
are competitive with foreign sources of chipper knife steel --
regardless of whether or not the rate of duty on imported chipper
knife steel is 12 percent. */ My inquiry and some of the letters
I received in response to it are attached to my statement as
Attachment 2.
My recent experience merely confirms that:
1. No domestic company is willing to make a
long-term commitment to supply my industry;
2. No domestic company can offer prices or
terms that are competitive with our foreign

suppliers, regardless of duty; and

* Michigan Knife Co. is prepared, on request and on a confiden-
tial basis, to submit to the Committee evidence of the prices it
pays for imported chipper knife steel.
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3. No domestic company is willing to accept
the quality specifications we believe
are necessary for our product.

Domestic chipper knife steel is not only more expensive and
its supply less consistent than foreign raw material, it has also
caused American knife manufacturers far greater quality problems
than imported chipper knife steel. As evidence of these quality
problems I have attached to my statement, as Attachment 3, several
letters complaining about such quality problems.

The greater quality problems caused by domestic chipper knife
steel translate into higher costs of manufacturing for American
chipper knife manufacturers. For instance, domestic chipper knife
steel typically is not manufactured to the same tolerances as the
foreign steel we purchase. As a result of such "oversize" problems,
we must expend extra labor =-- at extra cost - to make a knife with
American chipper knife steel. Consequently, the effective prices
of domestic chipper knife steel -- after taking into acount quality
problems such as unusable product or failure to meet tolerances --
is even higher than their quoted prices, and just that much higher
than the prices of imported chipper knife steel.

The crux of the problem facing American chipper knife manu-
facturers is that the permanent rate of duty on chipper knife steel,
which would take effect after the current temporary duty reduction
expires in September 1982, is mors than 10 percent, whereas the
permanent rate of duty on finished chipper knives, against which

American manufacturers must compete, is less than 5 percent.
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Chipper knife steel constitutes the predominant cost of
manufacturing chipper knives. Therefore, even a minor difference
in duties between the steel and the knives would offer a competi-
tive advantage to our foreign competitors. But a duty discrepancy
of almost 250 percent has almost crippled the American chipper
knife industry, causing more than a dozen American knife manﬁ-
facturers to leave the chipper knife market, to move their
production facilities abroad or to become distributors of
imported knives.

In 1980, after thorough investigation, the Congress decided
that the solution was to equalize the rates of duty on chipper
knife steel and imported chipper knives. Unfortunately, that
relief expires on September 30, 1982.

A H.R. 4566, on the other hand, would permanently equalize the
rates of duty on chipper knives and chipper knife steel. A schedule
of staged reductions in the rate of duty on chipper knife steel
was incorporated into H.R. 4566 by the House Ways and Means
Committee upon the suggestion of the Reagan Administration and
the U.S. Department of Commerce. A copy of the Commerce Depart-
ment's comments to the Ways and Means Committee is attached to my
statement as Attachment 4.

The American knife industry needs permanent duty relief. In
making plans for the future, knife manufacturers cannot depend
upon a series of short-term duty reductions. American chipper
knife manufacturers will not make substantial investments in
future production capacity unlesé‘they can plan upon a consistent

supply of reasonably priced raw material.:
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Enactment of H.R. 4566 will do no harm to the domestic
specialty steel industry. To begin with, chipper knife steel is
itself insignificant to the_ggmestié‘specialty steel iniustry,
accounting for, at most, only ;bout 2/10 of 1 percent of total
specialty steel production and only about 1 or 2 percent of total
specialty steel imports. Chipper knife steg} is not a major
product line for any domestic steel company.

However, equally important is that domestic steel companies
will sell less, not more, chipper knife steel if duties on chipper
knife steel are allowed to rise to their former levels. A high
duty on chipper knife steel onlyxhelps foreign knife manufacturers
take over our markets. The choice for American knife producers
is not between foreign and domestic steel. The choice is between
getting our raw material at the lowest possiile price =-- including
the lowest possible duty -- or following the path of the more than
a dozen American knife manufacturers who have closed their plants,
moved production overseas or become distributors of foreign-produced
knives. Unless the American knife industry is allowed to prosper,
there will be no industry to purchase either imported or domestic
chipper knife steel.

American knif: manufacturers have paid millions of dollars
in protectionist Guties over the years. The result has been fewer
American knife companies and no tangible improvement in the ability
of the domestic specialty steel companies to serve those that remain.

The problems created for American chipper knife manufacturers

by the inadequate and inconsistent domestic supply of chipper knife
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steel have been thoroughly examined by the United States
International Trade Commission {(in 1977), the Executive Branch's
Trade Policy Committee (in 1977 and 1978), and the Congress (since
1979). The result has been a special Presidential Proclamation
to exempt chipper knife steel from the specialty steel quotas then
in effect in 1978 and temporary legislation to reduce the rate of
duty on chipper knife steel in 1980. .
We urge you to endorse a final solution to this matter by
approving H.R. 4566 in the form passed by the House of Repre-

sentatives.
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ATTACHMENT 1

CHIPPER KNIFE MANUFACTURERS AND
MEMBERS OF THX MACHINE KNIFE ASSOCIATION
WHO SUPPORT H.R. 4566

Bolton-Emerson, Inc.

Lawrence, Massachusetts
Philadelphia, Pennsylvania
Seattle, Washington

Detroit Edge Tool Company
Detroit, Michigan

Disston, Inc.
Greensboro, North Carolina
Seattle, wWashington

Hannaco Xnives & Saws, Inc.
Monroe, Louisiana
Greenville, Mississippi
Eugene, Oregon
Florence, South Carolina

Lancaster Knives, Inc.
Lancaster, New York
Portland, Oregon

Michigan Knife Company
Big Rapids, Michigan
springfield, Oregon

The Ohio Knife Company
Cincinnati, Ohio
Portland, Oregon

R. Hoe & Co., Inc.
Birmingham, Alabama
Scarsdale, New York
Portland, Oregon

Simmonds Cutting Tools
Chicago, Illinois
Shrevesport, Louisiana
Fitchburg, Massachusetts

. The Wapakoneta Machine Company

Wapakoneta, Ohio

MACHINE KNIFE ASSN.
Thomas D. Dolan
Executive Secretary
Machine Knife Association
800 Custer Avenue

Evanston,

Illinois 60202

312-864-8444
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Michigan Knife Co.

120 Pere Marquens St, West Coast Sales & Distribution Center

Big Rapids. Michigan 49307 886 Shelley St, Springlield, Oregon 97477
_ Phone (616) 796-4858 Phone (503) 726-1774

TWX NO. 8102928793 TWX NO. 9104552031

“The Knife Peopls”

The attached lecter was seﬁ: to the following:

Jessop Steel
Washington, PA 15301
Attn: Lloyd Susini

Bethlehem Steel

701 E. Third Street
Bethlehem, PA 18016
Attn: Donald Williams

Al Tech Specialty Corporation
Willowbrook Avenue

‘Dunkirk, NY 14048

Attn: Sales Manager

Ingersol Johnson Steel Company

2400 E. Devon Avenue

Des Plaines, IL 60018 °
Attn: George Stam :

Gutrel Steel Corporation
695 Ohio St., Box 509
Lockport, NY 14094
Attn: Sales Manager

Crucible, Inc.

Specialty Metals Division
Box 977

Syracuse, NY 13201
Attn: Sales Manager

Universal Cyclops

24800 Plymouth Road
Detroit, MI 48239
Attn: Sales Manager

Carpenter Steel

Reading, PA 19603
Attn: Sales Manager

Manufacturers of Quality Chipper, Counter, and Other Wood Related Industrial Knives/Products
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Michigan Knife Co.

120 Pere Margquene St, West Coast Sales & Distribution Center
Big Rapiss. Michigan ¢9307 886 Shelley St., Springlield, Oregon 97477
Phone (616) 796-4858 Phone {503) 726-1774
TWX NO. 8102528793 TWX NO. 9104592031

"The Knife People”

May 26, 1982

Subjecc: 1983 Ag Modified Steel Requirements

Michigan Knife is requesting your participation in offering us your best
price and qualicy Aa modified steel as per our attached specification
sheets.

Michigan Knife Company uses approximately 2 million pounds of this maferial
in various crossectional rectangular shapes (list of standard sizes atcached).
We are accustomed to ordering no less than 2000#/size and many sizes are
ordered in 20,000 and 40,000 lots.

We will accept the product of a heat, and can speculate on future size
requirements with release dates enadbling you to berter prepare your productien
requirements. ) :

It 1is our request that all sizes be priced at the same price per pound and a
£ir= 12 zonth price F.0.8. 3ig Papids de offered.

I would appreciate hearing from your firm by June 16, 1982 if you feel you
are in a position to participate.

Very truly yo\;rs .

Jahn E. Halloraa
vesident

JEH/ss L -
enclosure

Manufscturers of Quality Chipper, Counter, and Other Wood Related industris] Knives/Products



Michigan Knife Co.

120 Pere Marquete St., Woest Coast Sales & Distribution Center
Big Rapids, Michigan 49307 886 Shelley St., Springfield, Oregon 97477
Phone (618} 796-7602 or 4858 Phone (503) 726-1774

“The Knifs Paople”
AIS1 A8 MODIFIED
CHIPPER KNIFE STEEL

MATERIAL COMPOSITION: Crade A (Medium C - Medfuw Chrome, Tungsten, Vanadium, & loly)

Aim Range
Carbon .50 .48 - .55 (.45 - .55)
Silicon .85 .75 - 1.00
Manganese .30 .30 - .50
Tungsten 1.40 0~1.75
Chrome 8.00 7.25 - 8.75
Vanadium .35 .20 - .55 (.35 Max.)
Moly 1.50 1.25 - 1.75

FORM: Bar - 14/16 Foot Random Length

APPLICATION: An air-hardening, non-deforming .tool steel, developed for minimum
discortion during hardening and hot straightening is permissidle.
This tool steel has very good shock resistant and wear resistant
properties. This steel's primary use is chipper kaives.

HARDNESS: As received hardness shall be Brinell 180-229. RB 99 Max. -

TOLERANCES: Tolerances shall be Commercial AISI tolerances on width, :hicknoss,'
and casber. (see sttached tables)

CONDITION: 1) Material shall be supplied hot rolled and annealed to Brinell hardness
specifications.
2) Fine grain #5 to #8.
3) Physical - 4,000 1b. maximum per bundle (as shown on attached sketch)
011 free
Metal sctraps - No wooden boxes

MAKUFACTURE: 1) The .tool stesl shall be azde by the electriz furnace.
2) Sufficicnt discard shall be taken from cach ingot to insure freedom
from piping and undue segregation.
3) Ingots shall bo rueduced In cross-sectlon sufflelontly and in such a
. manner as to assucre proper refinement of the structure in the finished
produce.
Macrostructure in the annealed condition, after etching shall exhibic
a uniform and dense structure, free from excessive porisicy, slag,
dirc, pipes, cracks, and other injurius defects.
Microstructure of a longitudinal section in the spheroidized anncaled
condition after-polishing, etching, and examination at 750x shall
show carbides well broken-up and evenly distributed.
Hardened fracture shall show a surface of uniform texture and ro
haraful defects such as segregation, laminations, cracks, splits,
pipes, and seams.
Decarburfzation in the as received annealed condition as checked
on a micro specimen shall not exceed standard AISI tolerances.

4

~

5

~

[

~

7

~

Manufacturers of Quality Chipper, Counter, and Othar Wood Related Industrial Knives/Products
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Michigan Knife Co. .

120 Pere Marquetto $1., Wasl Coast Sales & Distribution Center

Big Ropids, Michigon 49307 U86 Shwclley St, Springlictd, Oregon 9247/
Phone (616) 794-7602 or 4858 Phona {503) 726-1774

: "Tl';a Knifu People™

" SIZE_REQUIREMENTS

+.040 + .016 +.050 + =016 ' Size to Finish
Acceptable Acceptadle -
Rec'd Raw Size Rec'd Raw Size
Under 5 Inches Over 5 Inches
In Width In Width
217 eeeee
'.-233- . - J1R7
L2857 . ceia- ’
ﬂl"-—fg’/ .250
.2
.352 S eeeas
~368 T .12
.415 .425 -
J431. ’ )Y 375
.477 .487 :
. 493 M-k . .427
.540 . +550
3% } 586 . 500
.602 : . It
V610 N H! * 562
.665 675 )
13 -091 .625
.727 - 2737
743 753 .687
.790 . : .800 |
508 “Blg .750
.853 B LR63 .
883 - 470 13
915 L9240
931 AL . Jailh
1) Ri%H
J9y4 1.004 : Ly
1.040 1.050 o
1.0%6 1.086 1.000
1.165 1.175
17181 T8 : 1.125
1.290 1.300
1.308 116

. 1.250
Munulscturen ol Quabity Chipper, Counter, and Qilar Wood Ridalexd Indusirial Knives/Products



.187 x 1.59
.187 x 2

~ 187 x 2.165
.187 x 2 1/2
3/16 x 271/2
187 x 2 18/16
<197 A 2.
200 x 3

- .225 x 53.950
.235 x 2.165
L2358 x 3 3/4
.235 x 3.937
AlS x 2,165
<315 x 2.4
3/16 x 2
3/16 x 3
3/16 x 3 S/16
3/1: x 3 /4
1/6 x 1 3/8
/4 x 1 36
/4 % 2
1/4 x 2 1/2

-1/4 x 3
1/4 x 3 3/8
1/4 x 3 7716
MWé x31/2
L/4 x 3 3/4

- 174 x &

-l/4 x & 1/2
174 x & 9/16

-1/4 x5
5/16 x 2 5/8
5/16 x 3 3/16
$/16 x 3 1/4
/16 x 3 7/16
5/16 x 4
5/16 x 4 1/32
$/16 x & 1/2
5/16 x 4 9/16
5/16 x 8

Manufaciurers of Quality Chipper, Counter, and Other Wood Refated Industrial Knives/Products

Michigan Knife Co.

120 Pere Marquette St.,

Big Rapids, Michigan 49307
Phone (618) 796-7602 or 4858

West Coast Sales & Distribution Center
Springleld, Oregon 97477

“The Knife People™

RAW MATERIAL SIZE

83¢ Shelley $1.
Phone (503) 7261774

October 25, 1978

(All sizes sre stated in finished dementions)

3/8 x 5/8
- 3/8x1
3/8 x 1 1/2
3/8 x 2 1/2
3/8 x 2 5/8
3/8 x 2 3/4
-~ 3/8 x23
3/8 x 3 1/4
3/8 x 3 3/8
3/8 x 3 1/2
3/8 x 3 3/4
-3/8 x4
3/8 x & 3/16
3/8 x & /4
375 x 4 174
3/8 x & 3/8
- 3/8 x 4 /2
3/8 x & 7/8
- 3/8x5S
3/8 x 5 1/2
3/8 x5 5/8
3/8'x 5 3/4
- 3/8x6
3/8 x 6 1/2
.437 x 2 5/32
- .450 x 2 3/8 s¥
- .450 x 2 5/8
-.450 x 3 1/16%55
-.450 x 3 5/8 5%
7716 x 2 1/4
7/16 x 3 3/8
/16 x 3 3/4
7/16 x 4 :
7/16 x 4 7/8
7/16 x 8
/16 x 7 1/2
1/2 x 1 1/2
“1/2 x 1 3/4
1/2 x 2
1/2 x 2 1/8

- Couamioa $iveY

1/2 x 2 3/16
/2 x 2 /4
1/2 x 2 3/8
1/2x21/28
/2 x 2 t/2
1/2x 2 5/8
1/2 x 2 8/16
1/2 x 2 11/16
1/2 x 2 3/4
“1/2x3
.5x3 S5
1/2 x 3 1/16
1/2 x 3 1/4
5 x31/4
1/2 % 3 1/2
1/2 x 3 3/4
1/2 % 4
- 1/2 x & 1/2
1/2 x 4 3/4
-1/2x5
.562 x 5.090
/2 x5 142
-1/2x 6
-1/2 x 6 3/8
~1/2 x 6 1/2
1/2 x 6 3/4
/2 x7
9/16 x 2 1/2
9/16 x 2 5/8
9/16 x 5.62%
5/8 x 1 5/8
$/8 x 2 1/4
5/3 x 2 1/2
.628 x 2 1/2
$/8 x 2 5/8
+5/8 x3
5/8 x 3 1/8
- S/8x &
S/8 x & i/2

5/8 xS

$/8 x 5 1/2

5/8 x 5 3/¢
~5/8 x 6

5/8 x 6§ 1/8
~5/8 x 6 1/2

$/8 x 6 s/¢

5/8 x 6 3/4

$/8 x 7
-5/8x18

- 625 x 7 5/8 s5_
/4

5/8 x 73
/8 x 8
11/16 x 6
11/16 x 6 1/2,
11/16 x 8 $/8
34 x 1 5/8
3/6 x 2 1/4
3/4 x 3 1/8
374 % &
e xS
3/4 x 5 1/4
34 x 6 174,
3/4 x 6 1/2
3/4 x 6 34
34 x 7
34 x 7 1/2
3/4 x 7 5/8
3/4 x 8
36 x 9
- 13/16 x 6
13/16 x 6blk
13/16 x 7.677
- 13/16 x &8
7/8 x 6
7/8 x 6 1/4
1/8 x 6 172
/8 x71/8
I x 23/16
1x3
1x43/8

1x6

1 x7 5/¢

1 x38
11/8 x
11/8 x 5/.
13/16 x 1/4
13/16 x 15
L t/4 x5 1/
£.25 x § 9/1:
P 14 x 6

1 1/4 x 61/
L 1/e x 7

1 1/4 x 8
1174 x 16
11/2 %34/
11/2x5 1
1 1/2x6
25/8x23/
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Bethlehermn Steel/ Corporation

BETHLEREM, PA 18016
Toon Su6s

May 28, 1982

f\PPR BY:

Mr. John E. Halloran, President U‘T exn PY
Michigan-Knife Company

Disston- Philbrick Products AL JUN 11982 RECD
120 Pere Marquette Street .
Big Rapids, MI 49307 DAL PAID

GHECK NO

Dear John,

Your inquiry letter of May 26, 1982 is very much appreciated, Don has
asked me to add his congratulations on your successful acquisition of the
Disston-Scattle plant to my own. It is indicative of the strength and
vitality of your company.

As you know, Bethlehem has shut down thosc Bethlehem Plant facilities
that rolled our tool steel bar product and we are currently in the process
of selling out the bar and billet inventorics that supported it,

However, several lines are expecied Lo coatinue in production at other
plants, For example, plate items at Sparrows Point a~d bars at Johnstown,

Qur patented knife steel analysis '"Duracut" is in the latter category. We
have had successful trial rollings at our Johnstown Plant and when all
production and cost studies are completed I will be able to review our
capabilities with you. -

In the meantime, if you have any requirements for bars in analysss such
as AISI S5, A2, S7 otc, plecase ask our Grand Rapids people to check our
inventories or call me direct,

Hopefully, I will have a moro complote story in the near future, ‘Again,
thanks for your intercst and best wishes for your continued success.

N Very truly yours,
BE)THLEHEM STEEL CORPORATION

@‘Csi:am Manager of Sales

LlAinsworth:mla



ey Cattpany
Wiasthugton

Pennsylvania 15301
(412) 222-4000

June 14, 1982

Mr. John E., Halloran,
President

Michigan Knife Company

120 Pere Marquette Strecet
Big Rapids, Michigan 49307

Dear Jay,

Congratulations on your acquisition of The Disston-Scattle,
washington operation from Sandvik, Inc. Our best wishes for continuing
success in your endeavors.

Jay, thank you for your recent inquiry for Jessop Grade 86 -
chipper Knife Steel, We, however, can not quote a firm price for 12
months nor can we quote one price for all the different sizes inquiried
of us in your inquiry letter of 26 May 1982. We are submitting our ncw
price schedule on Jessop's 86 Grade - Chipper Xnife Stcel for your
consideration. This new schedule takes ceffect with orders received
June 15, 1982.

we have also attached a copy of our Chipper Knife Specification
to which we customarily comply. Any changes to this Chipper Knife
Specification, if required, must be trcated as a scparate inquiry. As
you will observe, we have a few differences in our specification from the
one which you submitted in your letter of 16 May 1982.

We hope this quotation mects with your favor.

Sinceorely yours,

7i v
.7),(;, 24 /%w-m: -
“Lloyd J. fusini
Product Manager - Tool Stecl

’

LIs/pld AFPR BY.___

Attachments i:yT tey nawy
xc: File (2) EAL RIS AR
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Michigan Knife Co.

120 Pere Marquelte St,, West Coast Sales & Oistribution Center
Big Rapids. Michigan 49307 836 Shelley St., Springiicid, Oregon 97477
Phone (61¢) 796-4858 Phonae (503) 726-1774

*“The Knife People”

June 4, 1980

Mz. Lloyd Susini

Jessop Steel

500 Creen Streec

Washington, Pennsylvania 1530l

Dear Lloyd:

‘This letcer will confirm my conversaclon with you of chis morning
regarding the rejected load of Jessop's srade 86 saw cuct place -
ot us we tarm ic, chipper knife sceel.

This macterial being a ctrial ovder, e¢nabling you to tust your costing
and for us to evaluate your materfal, was very disappointing co us
receliving 1t in this deplorable condiction. Ay discussed, che bars

. were bent, bowed, and twisced far beyond any useful condition. To
make matters worse, 1 was relying on this parcicular size macerial
for a specific cuscomer ovder. It is unknown at chis time, what
problems chis delay will create.

v .
One acca Lhat concerns me,’ is Lhal thereewas sume specilic attention
payed to this order in order to follow your costs and maxe sure thac
1c is wall looked aftar because it was a proto-etype lot - and we
raceive it in this type of condition. I hope that you will be ablc
to correct thiy sicuation in che futurce, buc at this point we quescion
what the fucure has {n sctore for us.
Tt would he appreciated.if you would restraiphten ar remanufacture tlue
lot in quescion in hopes to quickly reccify this sicuaction.

Vary ctruly yours,
\ R ///,/&(/
7Y )?/z —

JohA E. Halleran
;" Qrestdenc

JEN/ca} u .

Manufacturers of Quality Chipper, Counter, and Other Wood Related Indusirigl Knives/Products
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Michigan Knife Co.

Disiribution Center

120 Pare Marquslte St. West Coast Sales &

8ig Rapids. Michigan 4.9307 884 Sheiley St., Springfiald, Oregon 97477
Phene (61‘61 796-7602 or 4850 Phons (503) 7261774

“The Knife People”
June 4, 1981

Mr. Lloyd Susini

Jessop Steel

300 Green Street

Washington, Pennsylvania 15301

Dear Lloyd:

As you know, we have talked abcut inconsistent quality of your chipper knife
steel to & point where it is now a8 point of major concern to me. My people
are complaining about the extra time necessary to inspect and make sure your
meterial will finish up to & finished knife, as well as my Blanchard operators
have experienced & high rejection rate because thin knives have not been
properly cleaning. Also we have experienced trouble from our customers saying
that the knives are acting soft when in actuality the skin condition was not
completely removed from the back edge of -the knife due to the exceptional]y
thin material we received.

A1l of this, as you know, ends up to cost us money which [ feel-is unnecessary,
especially when we are paying a premium for the raw material to begin with, .
In purging our inspection department, [ have come up with the following parts
that are consrdered Junk due.to thin materrai They are as follows:

* Total . Labor Total

Size Quantity Size = Height - Height Cost Ea. Labor
20 x 6 x 13/16 13 Pes. 13/16 x 6 33,1  430.3 21.10 274.30
17-15/16 x 6 x 13/16 6 Pcs. 13/16 x 6  29.5 - 177.0 17.25 103.50
19 x 8 x 13/16 §Pes. 13/16 x 8 46, ..7-230.00-¢ 22.11 - 110.55
12-1/2 x § x 5/8- 3Pcs. 5/8x6 . 14177 42.3 1. 7.29 21.87
14-15/16 x 6 x 13/16 LPes. 13/16x6 27.4.-  27.4 . 17.82 17.82
31-5/32 x 8-13/16 x .786 3 Pcs. .880 x9 75, 225, .  42.1l 126.33
24-15/16 x 6 x 13/16 2Pcs. 13/16 x 6 41,1 822 20.83 41.66
31-1/2x 6 x 5/8 15 Pes. . 5/8 x 6 43- 645, ,i 18.21 273.15

1 8s9.2 ’ $969.18

As you can see, we have accumulated 1,859 pounds on eight different items times
$1.21 per pound which is $2,249.63 on steel alone. I calculated the §1.21 being
$1.20 for the raw material and $.01 for the transportation back to 8io Rapids.

Manufacturers of Quality Chipper, Counter, and Other Weod Related Induatrial ‘)(nivul Products
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Jessop Steei -
June 4, 1981
Pacz Two N

On top of this, we have a sizable labor l0ss in converting the raw material

at our direct standard cost with no burden. !fe have accumulated a $969.13

cost bringing the total credit which [ would appreciate you issuing for -
$3,218.31.

Now in addition to this particular problem, we have received 8,558 pounds
of 3/8 x 5-1/2 which unfartunately will not clean up. The material has &}
been received as low as .406 to .409 in thickness. It is necessary for ' .
this material to finish up at.375 and unfortunately this will not possibly '((7
meke 3 good 3/8 knife. The next size down is 5/16 x 5. | am not in need

of this amount of tonnage but would be willing to keep it here and gringd
down the thickness and the width to use as 5/16 x S by reducing the srice

of some of my 5/16 x 5 knives to encourage higher sales volume, Out in
order to do so, I could not pay more than $.90 per pound for this particular
material.

t

[ nave been very encouraged by the oprogram that you havé 'done, but must

say the last shipment received here on April 13,1981 really has us concerned.
Ye have another shipment which we will be picking up on or about the 15th

of June. This material will be inspected thoroughly and give me the confi-
dence whether we should proceed further. [ firmly believe that Jessop is
capable of producing a quality materiail, but fear the concentrated effort
might have taken a back seat to some more pressing projects.

. ,-,l )
Jo'h< €. Halloran )

. President

JER/Caj
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Michigan Knife Co.

120 Pere Aarquelie St., West Coast Sales & Distribution Centar
Big Ropids, Michigan 49307 886 Shelley Si., Springficld, Oregon 97477
Phone {616} 796-7602 or 4858 ~ Phone (503) 726-1774

“The Knifa People”

April 10, 1981

Me. Lloyd Susini

Jussop Sceel

300 Green Screec

Washington, Pa. 15301 \

Beac Lloyd:

Cn March 19, 1981 1 wrote to you concerning some thin 13/16 < 8 macerial.
Ve have compleced usage of a cercain quangicy of this macerial and have
come up with 426 pounds of scrap knives - not to mencion the labor in
the knives which | would like to reccive eredit on.  In addition te the
13/16 x 8, we now have accumulated 310 pounds of 5/8 x 7=1/2 which would
nut clean.  lc was received ac .657 to .675. Unforcunately 0657 left us
with several knives that did not clean on che hack wdge.

Please issue crodit on thuse two weights accordingly. VYour ¢ooperation
would bue greatly appreciaced. -

,\'3:';1 truly v ur/.’
. » /
: - \/:2( %

Jutly X. lallocap

President

JEW/caj /

Manufacturers of Quality Chipper, Counter, and Other Wood Reloted Industrial Knives/Producis
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Michigan Knife Co. .

120 Pere Marquette St., Wast Coast Sales & Distribution Canter
8ig Rapids, Michigan 49307 886 Shelley St., Springfield, Oregon 97477
Phone (618) 794-7602 or 4858 Phone (503) 726-1774

- “The Knife People”

March 19, 1981

Mr. Lloyd Susini
Jessop Steel

—300 Green Sireet
Washington, Pa. 15301

Oear Lloyd:

The last batch of 13/16 x 8 steel we received is causing us considerable
trouble. The.problems are that the material is too thin, plus a wave in
the bar has created considerable expense through junked parts.

Per our attached sheet which is supplied with every order, your bars are
running .345/.851 and to finish at .813 with equal removal and a .012/.020
wave is next to impossible. I will notify you at a later date as to the
magnitude of this problem but wanted to inform you that we are experiencing
this problem.

Please try to follow our suggested thickness.
! Very truly yours,

ofn/t. Halloran
Prnegident

JEH/caj

Enclosure

Manufacturers of Quality Chipper, Cenier, and Other Wood Related Industrial Knives/Products
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Michigan Knife Co.

120 Pere Marquette S, West Coast Seles & Olstribution Center
Big Rapids, Michigan 49307 886 Shelley St., Springfield, Oregon 97477
Phone (616) 796-4858 Phone (503) 726-1774

“The Knife People”

October 9, 1979

Mr. Jim Calos

Gutrel Steel

Post Office Box 509
Lockport, New York 14094

Dear Jim: /

I have just come back up to my office from a rather disturbing call from the
shop. Upon receitving our recent load of chipper knife steel, we find that
three sizes have been received with excessive edge warpage. We have just
cut up the entire lot of 5/8 x 6 which is all at the present time considered
Junk because the knife blanks will not clean up on the back edge due to
excessive warpage. [ cannot see how this material could possibly leave
your inspection department or get through your rolling mills in this condi-
tion. In a length of 18 inches, there is almost 1/8 inch edge warp on the
average blank. Upon inspection the rest of the load, I find that the entire
lot of 3/4 x 7 and 5/8 x 5, as well as the 5/8 x 6, has the same defects.

We are forced due to your deliveries to do what we can to salvage this
material. At the end of our manufacturing cycle, [ will be contacting you
on the credits necessary to rectify this situation. [ would also request
that before any additional matertal be shipped to us, it be thoroughly
inspected to within the proper tolerances.

(V/ery truly yn;rs.

7, ,>(/‘éy —
B hn E. Halloran
!/// President

© JEH/caj

Manufactucers of Quality Chipper, Counter, and Other Wood Relsted Industrial Knives/Products
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May 13,1981

Mr. Lloyd Susini

Jessop Steel Company -
$00 Green Street

Washington, Pennsylvania 15301

Dear Mr. Susini:

The recent shipments on Jessop type 86 grade chipper steel were

not satisfactory to us. Although, particularly on the last ship-
ment, the multiples were (at least theoretically) close to what .
we requira, the steel had several other problems attached to it.

when you visited with us we showed you considerable wkviness in
the material and now after most of the steel has been cut up we

_must say that this problem is even larger than we originally antic-
‘ ipated. We had about 6§ pieces to straighten which took three of

our hammermen about 14 hours to correct. 1In addition to this, we
found more of this material not properly cut in the ends. 1In fact,
1t looks like some of the sizes were not cut at all, where the
multiples situation i's concerned, on most of the material the length
was correct but due to the fact that on quite a few bars we could

. not use the end pieces, we lost a whole knife per bar.

* One problem of grave concern to us (unfortunately not discovered

ach Othees

before the recent meeting) is the fact that most of the steel to
finish 6" x 5/8", shipping ticket #75726, is extremely bad and
porous. This is true for most of that particular shipment of
12,454 pounds. To make things even worse, we now discovered {only
in our final grinding operation) that at least one full plate was
rolled too thin. This material measures up at .630 to .635 in the
raw stage and it was supposed to finish up at .625. As mentioned,
this was not detected during our incoming inspection and we used
the material and now have a finished product which is unsaleable.
The total order for 450 knives size 32" x 6" 5/8" was for export
and up to this point we have already discovered 20 pieces which
we cannot clean up.

On the material to finish 6§ 1/2" x $/8", your shipping. ticket
75648, we found several bars with deep surface cracks. We used
this material since we were really in a bind on delivery for knives
but found quite a few pieces which we could not clean up, even
though we ground the knives already'undorsized.

- -continued-

. C Divisians of IKS
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‘ Jessop Steel Company May 13, 1981
500 Green Street ..
Washington, Pennsylvania 15301 -7, Page Two

:;»In a shipment we are making to you today, we are sending you
" samples of each of the various problem areas.

(1) 8 x 1 steel - not straight and bad ends -
(2) 6 x 5/8 steel - porous and rolled to wrong thickness
(3) 4 x 2 material - not cut at all in the ends

(4) 6 1/2 x 5/8 material - one finished knife still showing

surface cracks despite having taken off about .040 and
now being undersized at .610 dimension

Since all of the material out of the recent shipment has not been

cut yet, we are not in a position to give you the final material
we cannot use due to being undersized, unacceptable surface, bad
ends, or wrong multiples. We would like to point out, though,

before a final conclusion is made, that material in the conditions

described above is not going to be acceptable by our company at

all in the future. As you know, we were real pleased, or we might
even say impressed, with the earlier material shipments we received

from you. The quality of the material has deterioratéd to such a

point now that we are afraid to purchase any additional steel from
. your company. We would propose that the four pieces we are sending

you today be checked immediately after receipt and then we would

- like to have your suggestions on how to prevent this from happening

again in the future.
Thanks for your cooperaticn.
Yours truly,

HANNACO KNIVES & SAWS
Division of 1IKS, Inc.

Horst Brautigam
Vice President

HB/ak
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HANNACO KNIVES & SAWS, INC.

P. 0. BOX 3889 «» FLORENCE, S C. 29502 » PHONE (803) 6628345 » TELEX 57.3:48

BRANCH OFFICES
P O. Orawer 8 P ©. Box 2498
Wast Morvoe, LA 71291 Eugene. OR. 97402
(318) 388-2839 (507) 4359225

April 2, 1980

=
‘
t
.

Senator Herman E. Talmadge
109 Russell Senate Office Building
washington, D. €. 20013

Reference: Bill Wumbegr HR 2535

' Dear Senator Talmadge:

It has been brought to our attention that the two opponents of
Bill No. HR 2535 are under the impression that our company does
not favor further action on this Bill. This is absolutely in-
correct. In fact, in our telegram to you dated February 1, 1980
we asked for your help in having the Bill passed just as quickly
as possible. For your consideration, we would like to mention a
few details about how our company looks upon the two opponents
as suppliers.

A. Guterl Steel -~ Logckport, New York

In 1978 we were informed that Guterl Steel was interested
in getting started in chipper steel manufacturing. We
did place some orders with the organization vwhich were
promptly delivered at a slightly higher price than what
we vere paying at that time from our overseas supplier.
Additional orders were placed after the initial trial
and the quality as well as the reliability on delivery
deteriorated. 1In fact, it got worse from one order to
another. The middle of last year we were informed by
Guterl Steel that they were not interested in continuing
their chipper steel program for cost reasons. In fact,
we were told the price would have to be increasesd by

65% in order to make this a profitable item. There

has not been any additional orders placed with Guterl
since the middle of last year and we do not intend any
future purchases even if Guterl Steel would be com-
petitive with their product, as we have serious doubts

of their being capable of solving their quality problems.

‘=continued-
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Senator Herman E. Talmadge April 2, 1980
109 Russell Senate Office Building

Washington, D. C. 20013 Page Two

B. eth = an v

Early last year Bethlehem informed us that they had
developed a new type of chipper sceel. We were
assured that the performance would be considerably
better (approximately 50%) than the presently used
chipper steel and their price would definitely be
competitive, which at that time would have meant.
approximately $ .80 per pound. On this basis,
Hannaco purchased a small amount of steel. At this
time it already turned out that the price was no -
longer competitive. The reason given for this was
that Bethlehem had substantial cost increases

since developing the product. Purchasing this .
particular steel today from Bethlehem would only

be possible if we asked for a higher price for the
finished product, and tést results made by several
of our customers have not been encouraging enough
for them to pay a higher price for the chipper
knives made from Bethlehem steel. Our purchases-
from Bethlehem Steel were less than i1X of our total
1979 steel requirements. At the present time there
is no firm order for steel pending with Bethlehem.

It looks to us that both companies in their lobbying are trying
to use tactics which are not representing the true picture. We
would hope that our today's explaration will be taken into con-
sideration in your supporting this Bill even more so than you did
in the past.

Yours truly,

HANNACO Knives & Saws, Inc.

Horst Brautigam
vice President

HBak
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Honorable Dan Rostenkowski

Chairman, Committee on Ways and Means :
House of Representatives . ' BN ’ L et
Washington, D. C. 20515 : :

Dear Hr. Chaxrman-

.. This*is 1n res ponse to your requ-st for the visws of this :' T
anartment uith respect to H.R. 2485, a bill' , T

. "To ex;end duty~free treatment to imports af chipper knife .
steel.”

If enacted, B.R. 2485 would amend the Tariff Schedules of the
United States (TSUS) to eliminate the Column~l, most-favored-nation
duty applicable to imports of certain alloy tonl steels generally
defined as chipper knife steel. The statutory {column-2) duty would

nat He affectsd by the bill. Imports of chipper xnife steel are
classified under TSUS item $86.93 and are dutiable 2t 10.5 percent
ad valoren plus additional duties assessed on certain alloys
Tontained in the steel. This coluamn-l tariff was reduced
temporarily in December 1988 by PL 96-509, and imports of chipper
knife steel now enter under TSUS 911.29 at a rate of 4.6 percent ad
valorem. This duty reduction expires on September 30, 1982, when
the ad valorem component of the duty is scheduled’'to return to

9.6 percent. The duty on chipper knife steel is being Tresduced in
stages under ajreements reached in the Multilateral Trade -
Negotiations and in 1987 the final duty rate provided for TSUS
666.93 will bs 6 percent ad valorem plus additional duties.

The Dep:rtment of Commerce opposes enactment of H.R. 2485 as
presently drafted.

A tariff anomaly that permits the finished chipper knife to
enter the United States under TSUS 5§49.6750 at & rate of 4.7 percent
ad valorem (being reduced to 3.7 percent ad valorem by 19287) was a
Factor prompting Congress to enact the duty reductlion for the
imported raw material. Equalizing the tariff rates resolved this
anomalous situatfon; however, once the duty suspension expires in
1982, and the chipper knifc steel tariff returns to 9.6 percent, the’
anomaly will recur. .
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The temporary reduction of duties on chipper knife steel should
have a beneficial effect on the domestic chipper knife. industry.
Previously, we understood that chipper knife producers were largely
dependent on imports to meet their raw material requirements and
that most U.S. producers favored higher-profit stzels and did not
produce chipper knife steel in sufficient quantities on a consistent
basis. Howaver, we are informed that several domestic steel
companies now are able and willing to produce chipper knife steel at
prices conpetitive with imported chipper knife steel. Elimination
of the tariff on chipper knife steel would erode the {ncentive that
domestic chipper knife manufacturers have to purchase domestic

chipper k1££e steel.

- - ) ..
LY

We note :hat non—price factcrs, ‘sich | as the avallability and’
security of supply, will encourage knife manufacturers to continue
to utilize 'a domestic source. Thus, the.chances of serious adverse
effects of the duty reduction should be minimized. Nonetheless, the _
. duty reduction has not been in effect long enough to gauge the

impact of this legislation on domestic producers and consumers of
chippar knife steel. Tharefore, the Department does not favor duty
elirination at this time. : ‘ .

JRE T

Rowever, the Department would not object to an amendment which
would reduce the total duty on chipper knife steel to 3.7 percent ad
valoran, theredby minimizing the a2nomaly which would recur upon
expliration of the duty reduction. When the Congress enacted the
duty raduction on chipper knife steel, .it recognized the
relatiraship between the raw material (chipper knife steel) and the
more processed product (chipper knives), and established a tariff
for the steel slightly below that for chipper knives. The
Department believes that Congress should wmaintain this differential
and reduce the duties on chipper knife steel as the duties on
chipper knives ara being reduced. Such a duty reductién could occur
in the following manner, which {s a one-year acceleration of the
stag!ng of the tari{ff reductions on chipper knives.

. ’ 1982 1983 ‘1984 1985 ~ 1986 1987
§85.93 L P TS P 11 4.5¢ 3.5% 378 3.7%

Total duties assessed in 1989 on TSUS 686.93 were'5249,997.

We have been advised by the Office of Management and Budget that
there would be no objection to the submi{ssion of this report to the
Congress fronm t\a standpoint of the Administration's program.

Sineerely, )
Zt* Sherman E. Unge
General Counsel
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Senator DANFORTH. Mr. Arnesen, why do you want to “cast out
the machine knife association as a symbolic gesture’'? -

Mr. ArNEsEN. Why do we want to cast out, sir?

Senator DANFORTH. I was just repeating a comment made about
what you are allegedly doing.

Mr. ARNESEN. Repeat the question, please, sir.

Senator DANFORTH. No, just proceed with your comments.

Mr. ARNESEN. All right. Thank you.

STATEMENT OF JOHN P. ARNESEN, MARKETING MANAGER,
’ GUTERL SPECIAL STEEL CORP., BUFFALO, N.Y,

Mr. ARNESEN. Mr. Chairman and members of this subcommittee,
éoam John'P. Arnesen, marketing manager of Guterl Special Steel

rp.

My testimony today is represented and presented on behalf of
Guterl and the specialty steel industry of the United Stdtes, and
brieﬂg summarizes a written statement we have submitted for the
record.

I am accompanied today by counsel, Alan M. Dunn, of Collier,
Shannon, Rill & Scott, attorneys at law for the specialty steel in-
dustry of the United States.

The specialty steel industrﬁ of the United States vigorously op-
poses passage of section 4 of H.R. 4566, a provision that will reduce
the duty on imports of chipper knife steel from an effective rate of
12 percent ad valorem to 3.6 percent. Such imports are now subject
to a temporary duty reduction to 4.6 percent, which is scheduled to
exg'}x;e on September 30, 1982,

ipper knife steel is an alloy tool steel, of which more than 95
percent of domestic production is used to make industrial or chip-
per knives. Chipper knives are essential to the heavy machinery
utilized to chop wood into pulp, chips, and other wood products.
These lumber products are to manufacture paper, corrugated
boxes, and particle board, in sewage treatment and landscaping,
and as an alternative energy source.

There are four issues regarding this legislation that should be
emphasized to this subcommittee:

irst, U.S. producers of chié)per knife steel are import sensitive.
More than 90 percent of the domestic market is now dominated by
imports which are either subsidized or dumped. Ten years ago the
United States had three producers of chipper knife steel which sup-
lied about 80 percent of the domestic consumption of chipper
iit‘e steel. Foreign producers accounted for the remaining 20 per-
cent.

In the past decade, however, more than a complete reversal of
market shares has been achieved. During 1981, the volume of do-
mestic shipments plunged an estima 78 percent from 1980,
while shipments from my firm, Guterl, dropped by 91.7 percent
during the same period. ‘ ‘

Concurrently, imports increased their share of the U.S. market
from 56.5 percent to 82.4 percent between 1980 and 1981. During
the first 6 months of 1982, import penetration jum to 92.7 per-
cent. Given this devastating import penetration, the reduction in
the duty on such imports from an effective rate of 12 percent to 3.6
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percent will most certainly eliminate the remaining U.S. produc-
tion of this product line.

Foreign producers have not achieved their domination of the
U.S. chipper knife steel market through any superiority of process
or product. The U.S. specialty steel industry is one of the most
technologically advanced and efficient industries in the world
today. In fact, reports prepared by the International Trade Com-
mission consistently have confirmed that the U.S. specialty steel
industry is second to none.

Imports of chipper knife steel have dominated our market be-
cause they are either heavily subsidized or dumped. For example,
West German groducers, which account for approximately one-
third of the U.S. chipper knife imports subject to H.R. 45666 are
dumping their products in the U.S. market. In response, Guter], in
conjunction with several other U.S. producers of tool steel, is pre-
paring an antidumping petition on m;go;rts of allied tool steel, in-
cluding chipper knife steel, which will be filed within the next few
weeks. Our research indicates that the West German producers are
selling those products in the U.S. market at prices considerably
below their cost of production, in contravention of internatienal
agreements and U.S. law. .

Sweden, the largest source of chipper knife steel imports, has
heavily subsidized its specialty steel producers by direct govern-
ment grants, large preferential loans, transportation subsidies, and
an array of tax incentives. In response to illegal subsidization by
Sweden and other foreign steel industries, the specialty steel indus-
try of the United States filed a complaint under section 301 of the
Trade Act of 1974 against Sweden and six other countries.

Second, the multilateral trade negotiation agreements, bargained
for in good faith by our Government and approved by Congress,
will reduce the duty rate on imported chipper knife steel to ;‘fer-
cent by 1987. It appears that these reductions were negotiated so
that the U.S. duty would be comparable to those assessed by the
countries that export chispper knife_steel to the United States. If
Congress reduces the U.S. dut% on chipper knife steel to 3.6 per-
cent, the duties imposed on this product by our forei traj:i:.i.#
partners will be more than 60 percent higher than the U.S. tariff.

Third, the domestic specialty steel industry wants only to main-
tain the tariff agreements already negotiated by the U.S. Govern-
ment. It is the chipper knife industry that has been aggressively
seeking special interest legislation, even though imports of chipper
knives decreased by more than 40 percent between 1979 and 1981.

Annualized import data for the first 5 months of 1982 indicates
that 1982 imports will still be lower than the average level for the
preceding 3 years.

Finally, other avenues of redress exist for domestic chipper knife
manufacturers suffering from what they perceive to be excessive
import penetration—avenues that will not harm an essential do-
mestic industry in the process. If chipper knife manufacturers ;;.er-
ceive a problem with imported chipper knives, their remedy lies
with the various legal avenues provided by the U.S. trade laws, in-
cluding the escape clause provisions as well as the countervailing
duty and antidumping statutes.
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In conclusion, the specialty steel industry of the United States
opposes this blatant attempt to destroy domestic production of yet
another specialty steel product line. Passage of additional reduc-
tions in the duty on imported chipper knife steel would do precise-
ly that. We car.not help but be concerned about the future of this
essential and technologically advanced industry if grade by grade,
product by product, foreign producers successfully assault our
market. The specialty steel industry of the United States and the
companies producing chipper knife steel are seeking only the op-
portunity to compete on a fair and equal basis.

Section 4 of H.R. 4566 should be rejected.

I would be pleased to address any questions you have.

[The prepared statement of John P. Arnesen follows:]
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TESTIMONY OF mex P. ARNESEN

My name is John P. Arnesen and I am the marketing manager
of Guterl Special Steel Corporétion. I am appearing here today
on behalf of Guterl and the Specialty Steel Industry of the
United States. See Exhibit A.

The Specialty Steel Industry of the United States vigor-
ously opposes the passage of section 4 of H.R. 4566, a provision
which will reduce in stages the duty on imports of chipper knife
steel (TSUS No. 606.93) from an effective 12 percent ad valorem
rate to 3.6 percent by 1987. Such imports are currently subject
to a temporary duty reduction to 4.6 percent which is scheduled
to expire on September 30, 1982.

Chipper knife steel is an alloy tool steel, of which more
than 95 percent of domestic production is used to make indus-
trial or "chipper" knives. Chipper knives are essential to the
heavy machinery designed to chop wood into pulp, chips and other
wood products. These lumber products are used to manufacture
paper, corrugated boxes and particle board, in sewaée treatment
and landscaping, and as an alternative energy source.

Import penetration of the U.S. chipper knife steel market
has increased drastically during the past decade, primarily
because most of these imports are dumped or subsidized. Ten
years ago, the United States had three producers of chipper
knife steel, Bethlehem Steel Corporation, Cyclops Corporation
‘and the predecessor of Guterl Special Steel Corporation,
Simonds Steel. These three companies supplied approximately 80
percent of domestic cofisumption of chipper knife steel. For-

eign producers accounted for the remaining 20 percent.

98~592 0 ~ 82 - 19
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In the past decade, however, there has been more than a
complete reversal of those market shares. As a result of
substantial pricge cutting eng;ged in by foreign producers, both
Bethlehem and Cyclops were forced out of the market during the
mid-1970's, leaving only one U.S. producer of chipper knife
steel. However, after a significant investment in research and
development and new production techniques, Bethlehem reentered
the chipper knife steel market and was joined by two new
entrants -- Jessop Steel Company and Ingersoll Johnson Steel
Corporation. As a result, U.S. production capacity was more
than adequate to satisfy "existing and foreseeable demands of
domestic chipper knife manufacturers. 1In.fact, Bethlehem,
alone, has the capacity to supply 75 percent of domestic
requirements.

Unfortunately, the revitalization of this segment of the
specialty steel industry is cun:ently plagued by increasing
imports which are jeopardizing continued production of this
product line in the United States. During 1981, total domestic
shipments plunged an estimated 78 percent from 1980, while
shipments by my firm, Guterl, dropped by 81.7 ;;ercent during the
same period. As a result, imports increased from 56.5 percent
to 82.4 percent of the U.S. market for chipper knife steel
between 1980 and 1981. During the first five months of 1982,
import penetration increased even further to 92.7 percent. A
table summarizing domestic shipments, imports, domestic con-
sumption and import penetration is attached as Exhibit B. Given

this devastating §mport penetration, the reduction in the duty
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on such imports from an effective rate of 12 percent to 3.6
percent will most certainly eliminate the remaining U.S. pro-
duction of this product line.

Even the Executive Branch has acknowledged the aggressive
behavior of specialty steel imports during the past year. Last
week, on July 14, 1982, the Department of Commerce announced
that "surge" conditions still exist in imports of alloy tool
steel, including chipper‘knife steel. In fact, Commerce
recognized that imports of alloy tool steel have been surging
for more than a year. The surge mechanism is Commerce's attempt
to monitor unusually large increases in imports of specialty
steels that could be caused by dumping or subsidization. To
those attempting to compete with these unfairly traded tool
steel products, the surge announcement was "o0ld" news.

Indeed', a graphic {llustration of the devastating effect
of such imports on the U.S. industry is Bethlehem Steel Corpor-
ation's announcement that it is phasing out its tool steel
production. Although Bethlehem is not currently producing
chipper knife steel, no final decision has as yet been reached
regarding continued production. The enactment of section 4 of
H.R. 4566 could well influence that decision.

Moreover, foreign competitors have not achieved their
dominat‘ion of the U.S. chipper knife steel market by virtue of
any superiority of process or product. The U.S. specialty steel
fndustry is one of the most technologically advanced and
efficient industries in the world today. In fact, various

reports prepared by the International Trade Commission ('1TC")

)
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confirmed that the United States specialty steel industry is

second to none. A brief excerpt from one ITC report will

suffice:

Although some of the foreign mills are newer than
many U.S. mills, the U.S. industry has long been a
leader in developing new processes for production ol
specialty steel. The melting and ref1n1n% technique
for the production of stainless steel is licensed by
a U.S. firm. Many of the processes currently being
used throughout the world were the result of research
in the United States. Most of the domestic producers
have stressed alloy development, process improve-
ment, and-technical service to customers; they have
eliminated unprofitaeble departments, facilities,
and product lines.

Stainless Steel and Alloy Tool Steel, Inv. No. 751-TA-201-5,
USITC Pub. No. 756, at A-13 (1976) (emphasis added).

The importance of the specialty steel industry to the
United States cannot be overstated because its stainless, tool
and super all;y”sté;is are vital to the defense of this nation
as well as its industrial base. Many of this industry'f
products are utilized in high technology, military and defense-
related applications. Specialty steels are integral compo-
nents in complex electronics systems, jet engines, nuclear
reactors and even spaceships. Combined with the essentiality
of tool steel to the basic industries of America, the particular
applications for weapons, armaments and national defense ren-
der the specialty steel industry and its products essential to
maintaining this country's industrial base. The specialty

steel industry believes that Congress should be encouraging

~— .
companies in this industry to produce this invaluable steel,

rather than contemplating. passage of legislation that will
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reward foreign producers for unfair trade practices which have
allowed them to capture most of the U.S. market.
Regrettably, U.S. technological proficiency has not been
sufficient to overcome the advantages obtained through the use
of unfair trade practices. Imports of chipper knife steel have
dominated our market because they are either heavily subsidized
or dumped. According to a study prepared for the specialty
steel industry in 1977, the Swedish government has provided
extensive subsidies to its steel industry duri}\g the past
decade. A summary of Swedish subsidy practices is contained in
Exhibit C. It is notable that Uddeholms, the major Swedish
_exporter of chipper knife steel to the United States, received
a $122 million loan from the Swedish government, to be repaid
only if and when the company becomes profitable. In response
to such unfair trade practices, the Specialty Steel Industry of
the United States filed a complaint under section 301 of the
Trade Act of 1974 against Sweden and six other countries.

The domestic specialty steel industry is also plagued by
dumped imports. West German producers, which account for
approximately one-third of the U.S. chipper knife imports
subject to H.R. 4566, are dumping their products in the U.S.
market. In response, Guterl, in conjunction with several other
U.S. producers of tool steel, is preparing an antidumping
petition on imports of alloy tool steel, including chipper
knife steel, which will be filed within the next few weeks. Our
research indicates that the West German producers are selling

these products in the U.S. market at prices considerably below
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their cost of production in contravention of internationail
agreements and U.S. law.

In view of the unfair competitive advantages already
enjoyed by foreign pioducers of chipper knife steel, it is
inappropriate and entirely unnecessary to provide additional
venefits by unilaterally reducing the duty on imported chipper
knife steel. Piecemeal, special interest legislation such as
section 4 of H.R. 4566 subverts the careful balancing of
national and international considerations that served as the
basis for the tariff concessions under the Multilateral Trade
Negotiations ('MIN'). Moreover, it aids our Swedish, West
German and Japanese trading partners without exacting any quid
pro quo. Under the terms of the MIN agreements, the U.S. duty
on imported chipper knife steel will be reduced from an effec-
tive rate of 12 percent ad valorem to approximately seven
percent by 1987. That negotiated staged reduction will be
iﬁplemented without further action by Congress.

The MTN agreements were bargained for in good faith by our
government and our foreign trading partners, and then approved
by Congress. 1t appears that these reductions were negotiated
so that the U.S. duty would be comparable to those assessed by
the countries that export chipper knife steel to the United
States. For example, the tariff on imports of chipper knife
steel into the European Economic Community is six percent;
Japan, 10.8 - 5.7 percent (in staged reductions between 1980 and
1987); and Sweden, six percent plus certain additional duties.

If Congress reduces the U.S. duty on chipper knife steel to 3.6
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percent, the duties imposed on this product by our foreign
trading partners will be more than 60 percent higher than the
U.S. tariff.

The domestic specialty steel industry wants only to main-
tain the tarjiff concessions that have already been negotiated
by the U.S. government; it is the chipper knife industry that
has been aggressively seeking special interest legislation,
even tﬁough imports of chipper knives have decreased by more
than 40 percent between 1979 and 1981. Annualizing such imports
for the first five months of 1982 shows projected 1982 imports
to be below the average level for the preceding three years. If
chipper knife manufacturers perceive a problem with imported
chipper knives, their remedy lies with the various l;gal
avenues provided by U.S. trade laws, including the '"escape
clause'" provisions as well as the countervailing duty and
antidumping statutes. The policies underlying the duty rate on
imported chipper knife steel established by Congress and modi-
fied by the Executive Branch during the MIN process should not
be cavalierly disregarded when other remedial avenues exist and
when a vital domestic industry will be severely harmed in the
process.

To reiterate, the specialty steel industry wishes to
emphasize the following points:

(1) U.S. producers of chipper knife steel are im-

port sensitive; more than 90 percent of the
domestic market is now dominated by imports
which are either subsidized or dumped.

(2) If section4 of H.R. 4566 is adopted, the duties

on chipper knife steel imposed by our foreign

trading partners will be more than 60 percent
higher than the U.S. duty.
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(3) Without further congressional action, the duty
on imported chipper knife steel will be reduced
to seven percent by 1987, pursuant to the MIN.

(4) U.S. chipper knife manufacturers are still
seeking this special interest legislation, de-

-spite the fact that imports of chipper knives
eclined by more than 40 percent in recent
years.

(5) Other avenues of redress exist for domestic
chipper knife manufacturers suffering from what
they perceive to be excessive import penetra-

tion -- avenues that will not harm an essential
domestic industry in the process.

In conclusion, the Specialty Steel Industry of the United
States opposes this blatant attempt to destroy domestic pro-
duction of yet another specialty steel product line. Passage
of additional reductions in the duty on imported chipper knife
steel wouldido p{ecisely that. We cannot help but be concerned
about the fu;ure of égi;>essential and technologically advanced
industry if grade by grade, product by product, foreign pro-
ducers successfully assault our market. Neither the Specialty
Steel Industry of the United States nor any company producing
chipper knife steel is seeking a subsidy. Rather, this vital
domestic industry is merely. requesting the opportunity to
compete on a ;éif and equal basis.

For the aforementioned reasons, section 4 of H.R. 4566

should be rejected.
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EXHIBIT A -

The member firms of the Specialty Steel Industry of the
United States are listed below:
Allegheny Ludlum Steel Corporation (PA)
AL Tech Specialty Steel Corporation (NY)
ARMCO Stainless Steel Division, ARMCO, Inc. (MD)

Braeburn Alloy Steel Division, Continental Copper & Steel
Industry, Inc. (PA)

Carpenter Technology Corporation (PA)

Columbia Tool Steel Company (IL)

Crucible Materials Group, Colt Industries, Inc. (PA)
Eastern Stainless Steel Division, Eastmet Corporation (MD)
Electralloy Corporation (NY)

GutetI-Special Steel Corporation (NY)

Jessop Steel Company (PA)

Jones & Laughlin Incorporated (PA)

Joslyn Stainless Steels (IN)

Latrobe Steel Company (PA)

Republic Steel Corporation (OH)

%ni;ersal-Cyclops Specialty Steel Division, Cyclops Corporation
PA

Washington Steel Corporation (PA)
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EXHIBIT B

U.S., DOMESTIC SHIPMENTS AND U.S. IMPORTS OF
HOT ROLLED CHIPPER KNIFE STEEL BARS
1980 - MAY 1982

(tons)
Domestic 1/ u.S. Apparent Import
Shipments®/ ymports2/ Consumption3/ Penetration
1,158(3) 1,502 2,660 56.5
249(3) 1,374 1,623 84.7
n.-May) 49(3) 622 670 92.7
pomestic shipments 1980 include shipments of Grade 178 (a chipper

knife substitute) in addition to Grade 176. Grade 178 constitutes
approximately 50 percent of these ycars' shipments, Note that the
number in parentheses indicates the number of companies
responding.

TSUSA 606.9300, hot rolled chipper knife bars.

Calculated as domestic shipmrents plus imports. Export statistics
do not break out chipper knife steel from total tool steel, but
chipper knife exports are assumed to be nil or insignificant,

Source: U.S. Department of Commerce data (imports), and a survey

conducted by Economic Consulting Services Inc. (shipments).
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Amerfican Metal Market
2/13/79

Metal Bulletin
3/23/79

Metal Bulletin
6/5/79

Metal Bulletin
6/15/79
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EXHIBIT C

SWEDEN
ITEM DESCRIPTION

Uddeholms AB (Sweden's main producer of
stainless steel bar products and an impor-
tant supplier of pipe, tubing and tube
fittings) and Granges Nyby AB (manufac-
turer of strip mill products in stainless
steel and producer of a wide range of
stainless ptre and tubing in both stain-
less and welded forms) are conducting ne-
gotiations which could lead to the merger
of the stainless steel operations of the
two firms. Assistance from the Swedish
government may determine whether or not
the merger is culminated. 1In 1977, the
Swedish government established a guaran-
tee loan program of up to US $275m to aid
the specialty steel industry in restruc-
turing its operations.

Granges Nyby's stainless steel operations
are merged with the stainless steel activ-
ities of Uddeholms AB, thereby creating
the second largest stainless steel pro-
ducer in the Nordic countries. Government
funds are likely to play a large role in
the merger. Uddeholms has been granted an
Skr600m loan from the state Special Steel
Restructuring Commission. Nyby has also
had aid from the Commission for its stain-
less steel powder for billet project. In
1977, Nyby's loss was Skrl60m and Udde-
holms' was Skr193m. In 1978, Nyby's loss
was $kr29m and Uddeholms' was Skr28m.

The Swedish Parliament passed a bill en-
abling Uddeholms to transfer a government
loan of Skr400m to the proposed company.
The loan, which was necessary for the
merger, was received by Uddeholms from the
Swedish Special Steel Restructuring Com-
mission last summer and will help finance
the setting up of the country's second
largest stainless steel producer.

The proposed merger of Nyby and Uddeholms
is virtually certain, but will require
further state loan guarantees amounting to
Skr75m.
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SOURCE AND DATE

Metal Monthly
December 1979 -

Metal Bulletin
1/15/80

American Metal Market
2/18/81

Financial Times
10/1/81
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1TEM DESCRIPTION

In an attempt to counter the slump affect-
ing Swedish ordinary steel production by
increasing productivity and to exploit
advantages of scale and specialization,
the Swedish goverament brought together
three integrated erlinary steel works un-
der a plan of s.mi-state ownership in a
new company, Svenskt Stal AB (SSAB). To
accomplish this merger the state made
available to SSAB two loans totaling
Skr3,100m.

In 1980, SSAB will require Swedish govern-
Tent subsidies totaling Skr300m to cover
osses.

Uddeholms Corporation of America is shift-
ing its marketing emphasis to high temper-
ature alloys and special steels. The move
mirrors a similar swing in production at
the parent Nyby Uddeholm AB. The Swedish
firm plans to convert about 25% of its
stainless capacity at its Torshalla fa-
cilities to the production of high temper-
ature alloys, high alloy steel and spe-
cialty steels.

An agreement between the state and private
shareholders will result in a new capital
input of Skrl.8bn (US $320m) for Svenska
Staal (SSAB), and will increase the

state's shareholding from 50% to 75%.
SSAB was formed by the merger in 1978 of
Granges and Stora Kopparberg. The state
will purchase Stora Kopparberg's 25% share
for a nominal Skrl. This action cancels a
previous agreement under which Granges
would take over Stora's holding. SSAB's
share capital is to be raised from Skr500m
to Skr2.5bn, with new shares priced so
high that Skrlbn will be available for an
investment fund. The total Skrl.5bn new
capital breaks down as follows: Stats-
foretag (state holding company) will sub-
scribe Skr575m in cash and transform an
Skr175m loan into share capital; the state
(now a third shareholder) will translate
an Skr375m loan into equity; Granges will
pay Skr375m in cash; and Granges and the
state will each make unsecured loans of
Skr150m to SSAB. Loan repayments are to
begin in 1991. Under the earlier agree-
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SOURCE _AND DATE

(Financial Times continued)

Metal Bulletin
10/6/81

Metal Bulletin
10/27/81
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ITEM DESCRIPTION

ment, Granges was given the right to sell
its shares to the state for Skr875m in
1991. If that option is exercised, the
state will be obliged to take over, wholly
og in part, Granges outstanding loans to
SSAB.

An agreement was reached between the Swed-
ish government and SSAB's 50% owner Gran-
ges which provides for SSAB to become
wholly state-owned in 10 years and pro-
vides for a large infusion of new funds for
SSAB. Under the agreement, Granges will
provide an Skr500m capital increase and an
Skrl,500m package of cash and credits.
Additionally, the state's holding in SSAB
will increase from 50% to 75%. It requires
Granges to retain its 25% stake in SSAB
until 1991, at which time it can sell it to
the state for Skr875m.

The state has committed about Skr4,000m to
the reorganization of SSAB, according to
an SSAB interim report. Just recently an
agreement provided a new injection of
funds into the company of Skr2,000m, to be
provided by the state and its 25% partner
in SSAB, Granges-Electrolux.
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s 00 be used for the Nyby merger.
Nyby has alse Aad od from the

foe its stee -
powder for Wnllecs provect.
For Gringm aroup the mave

means another step awsy from steel
producuion 3nd a further samng of
the groud’s balaocs shest The
srous’s only direct hoidug ia steel
will be tubemaker \virbo Bruk.
which it took over last yesr. Its
former Oxelésund sisslworks is now
pers of (he semi-stats SSAS (awned
25 .. by Gringen). Nyby had 2 1978
foss of Skri%m, cut from 19778
SkeléOm. while Uddeholm also
coduced it stzel operanng loss lam
vear to  Skrllm  (rom 1977
Skridim.
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Swedish merger draws near

THE formatioa of 3 jolat sybsidlary
grovping  Grioges group’s Nydy
Sruk with the stainless steed activi-
des of Uddeholms AB came a step
asarer completion last week when
the Swedish parliament passed a
bill enabling Uddebolm to traaste
a governmeat loan of Skré00m to
the proposed company. The loas,
which Uddeholm received from the
Swedish special steel commission
last summer, will help fnance the
settiog up of the country’s second
largest stainless steel producer. As
yet unnamed, it will be 90°, owned
by Uddebolm and 10° by Granges.

A formal ansouncement of the
merger. which would group Nyby's
stainless sheet and tube works
near Eskilstuna with Uddeholm's
five sainless steel works (MB Mar

METAL BULLETIN
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2)), is believed Imminene, dut no
detsils are expected for adout a
month. Undar the terms of the
merger Gringes Is likely o be
given shares in Uddebolm plus
some cash. The new company's
head office is to be near the Nyby
works at Eskilstuma, it is under-
stood, and a prime contender for
the post of managing director is be-
lUeved 10 be Nyby's Olof Lund. The
latter confirmoed that a Bmew con-
tisyous caster would form part of
the investment plans for the joint
subsidiary, but he was upable to
s3y a3 yet whether this would be
insalled at Nyby or at Uddeholm's
Degerfors works. The merger will
lead to no direct redundancies. it
is understood. but long-term ration-
alisations are planaed.
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Sweden merger

TALKS with trade unions are s
their 8oal stages, and agreement s

pected to be d next wesk
on the formadoa of one of the
Nordic countries’ largest stainless
steel producers. Uniom reactioa to
the proposed grouping of Udde-
holm's stainless stesl operations with
Gringes Nyby bas so far been ¢a-
couraging.

Nyby and Uddebolm bave agreed
on the Ananciog of the new com-
pany, which will include further
state loan guarantees amdousting to
Skr75m. to de agreed so0n with the
government’s special  stee]l re-
structuring commission (MB Juae 5).
The planned continuous caster is
likely to go to Degerfors works, but
this will not be decided untd the
aew company is formed.

The structure of the sew enters
prise has, howaever, been agreed.
Managing director will be Nyby's

0 - 82 - 2¢

very close

Olof Lund, hesd of finance E.
Larsea (Uddeholm), in charga of
subsidisries Lennart Hednert (Nyby
finance chief), purchasing Stug
Gdransoa (Nyby production head),
techaclogy Bo Janzon (Uddebolm)

There will be five divisions: steel
and flat products will be headed by
Per Molin  (cyurrently Uddeholm
plate divisiosal manager), tube
systems divisioa Ove Stoltz (Udde-
holm tubes division), wire and bar
division Bo Mellia (Uddeholm wire
products macager), powder divisica
Christer Asluad (Nydy), and fabrica.
toas Evert Wijkander (Nydy flat
products masager).

Meanwbhile, Uddeholm and Sand.
vik are making progress in talks oa
cold rolling co-operation imvolving
a joint subsidiary to take control of
Uddeholm's Munkfors works (MB
Mar 20). Uddeholm mys fina] stages
should de reached before Sweden's
July holiday period.



SSAB’s first year report

K b over a year sisca Swedea's three integrated ordinary steelworks were brought to-
wnenbip in a sew compaay, Svenskt Sl AB (SSAB). An operat-
oD plan ~ere drawn up at the fime of the reorpanissiion, and
have hmﬁuu-dt

is based oor SSAB's ranual report for 1979, i Arst rad. 4 -
the kines along which toe Nordic couatries’ W

SYE.NSXT STAL iad its origias io a study pressated
in March 1977 o Sweden's Steel Industry Councd by
the Commisiion of laquiry oo Commercial Steel The re-
pore determuned that ia the bght of 1he slump afecung
Swedish ordinary steel production 80 lew Lhan that of
e rex of western Europe, the profuabdity of tbe io-
dustry could be increased oanly by mnising its produc.
avity.

Raw seel productioa accounts for 70% of the produc-
ticn costs of Snished products, and it is ia this ares that the
Commission found the ;rumt sope for rmcuhauoa

map out 3 loog<um strateg, together with the integra-
tica of the busicesses taken over by tbe new goup LW
an et ofgasisatoa. A management
fUucture came into effect 0a May i, 1978, wizh respcy
for profis devolved (0 divisional aod service uait

lroo mining 20d steeitnaking is structured into a gum-

ber of welldeSoed divisians under four broad beadinga

raw materials (iron mines aad coking placts), semu-8o-

ished producs (ronmakiog, seeimaking and s2mis pro-

ducum).m‘“lﬂld ptodud-l.“hnd 'dhal and umduu
er

4
Q

It proposed wat & makiag be
on (wo works 10 explois advamages of ‘scale. At the roll-
ing eod, s greater specialisation of Sweden's mills was
nwmmcnded. in order 10 ac’ueve higher capscity vuhsa-

tion. Thus Oxelosund works would de the sole producer
duzvymu.bomnnudﬂkudmmeum

ssles subzmdiaries). Service units mclua we TGOJS mL
ways, a cO@puier concern, and a Junung coosultant opes-
avon A poup-wide sales organisation, the Steed Cepire,
was created.

A sructural plan wes dnwn ap, faying Jown SSAB’s
a3 regards markews, products and producooa

coil, and Lufes of heavy Medi and
bars would be produced by other rolling mills, each with
its degree of specialisation.

1t was a3 a resuli of whis report that the owgers of
the three large integrated works, Griages AB (Oxelosund
works), the state-owned Norrboctens Jimverk AB (Lules)
and Stora Kopparberps Berpslags AB (Domaarver), began
ualks on 8 merger. By November 1977 most deuils had
beea wocked out, a hill approving the xxie parucpe-
ﬁoniam«nnmmn;nudbynrﬁnmtin
Apal 1978 and the three works apy their subuduries
merged with retreacive efect from Jasuary 1, 1978,
Granges aad Siora each have 25% of SSAB, with the
sate hoiding company Statsfdreuage: having 50%. Ths
state also made svailable two loans towlling Sk3,100m to
SSAB.

SSAB's first year of trading saw Swedish eel produc-
tioa nse 9% from 1977 to 4.3m toas, though 2t this level,
it remuined more than 27% lower than its 1974 level In
addition 10 the structural difficulnes faced by the eatire
western European steel industry, Sweden is alwo bandi-
cpped by its smal home market and iy ouvtwandingly
kigh level of coma

Sweden's ordinary steel deliveries fell by 4.9% from
the 3977 Bgure to 2.28m tons, a reflection of the coetin-
uved low level of actlivity in Swedish iadustry. The order
intake at Swedish mils contnued :0 declive for the sixth
vear in succession. with domevtic nrders failine % 7%

faclues and wchding speclic measures 10 be inumedi-
ately implemented The plan sets SSAB’s market ughts
frmiy oo 1t Jocal market of Swedea asd the other Nos-
dic countnes, where SSAB aims to gain a greater share.
For certun special products exports beyoad thus area wall
coatinue 10 be sought, dut for ore, semms 289 other low
added value products, Sweden will pe the almrost exclusive
market

la its product sralegy, SSAB wasts to reduce depen-
dence on less processed products wiile oferiag as com-
plete a range of ordisary steed as posudle ember from it
own producuon or by markrusg peoduces made by other
Amns. Producnos s to de conceairated oa a3 few facili-
Bes as posmbie 0 achieve economies of scale and extend.
ing co-operaton along with high capacity-unlisation. Ia
the course of restructunog, production facilities are to
Be upgraded 1o the dext European standards, SSAB plans

Domnarvet works is to be SSAB's sheet, bar and rod
centre. Sweden's imports of these products are very hugh
and at presest SSAB can do lile about this since its capa-
city and range are rextricted The rate of consumption
growth in HR agd CR sheets and wire rod is expected
1o be higher than the average for ordinary steel. Theve
rarket areas abo offer poteatal for further upgrading
Hot and cold rotled shees and coxl production at Domnar-
ves is to be booxed from 700,000 tpy of HR 10 Im 1py,
and froem VN NN ray AF £ 14 NN AV s Ta she facenn
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term, SSAB recs possible scope for expansion to Im tpy
ol.CR and 2m tpy of HR. Hot strip Saishing nr.ﬂ:w
are-2i30-40- be- uprited. Domnarvet's merchast @il rols
tight secticos, rmnforciag bars aad wire rod To
prove rod produciion, two noa<wist blocks are o
added to the mill, which will benceforth produce
rod and ber. Coatinuouscas billets will be the ax-
clutive fesdstock,

w

Lulea and Oxeldsund, and continuous slad casting will
be expanded at Oxelésund and introduced st Lulea, while
at the latter worls a billet caster will also be installed
to supply the Domnarvet bar mill. Electric steeimaking
st Lulea vwill be dmd apd transferred to Dommrm
“~where the electric A will be ised and up-
rited.

SSAB’s iron mining division has 3 capacity of some 4m
tpy of ore producty, but Is running ar about 70% of full
capecity. Of SSAB's mines, coly those at Griogesberg
have prospects of meeting the price of imporied ore at
Ozxeldsund, and then oaly after & substantial amount
of ntomalimtion work Export prowpect for SSAB's
ore are expected 10 be :onﬂmd a the loager term to

G g md D for sale

snd Blétberget are to be closed, and the future of Stramma
—wiich sells ore to the central Swedish special steel-
works-—depends on market developments
SSAB's mructural plan over the seat five yeans b
estimeted (o con some Skr),900m 4t 1978 prices. This ex-
cludes normal replacement and other comts. Of this, some
$kr1,200m is high-priority iavesment in coatinuocus cas-
ters, rod blocks at Domnarvet, hot and cold mill expan-
m and other projects. SSAB’s board has formally adep-
ted 2 1979-8| iovestment plan of $kr2,000m, a large part
of which will go on improving srip and sheet produe-
at Domnarvet Decivicas remain to bde taken oo
besvy plate and see! Nabrication sesivities

3‘

First year's ope lons

In 1978, SSAB's iron ore producticn was 2.9m tons, and
wchnembolmmwdnmmol <
rose slightly despite production cutbecky, stasding by
year ead 2t 1.7m tyy. The ore division is studying
veloproent of a me:hod to produce spooge iron and ircn
powder from Gring rate, The 4
opersting lom was sotlam

The coking division, with batteries st Oxeldruad and
Lules, utilised only 70% of its 1.2:s tpy capadty in 1978,
with a produstioa of 343,000 toss of toke. The division
recorded an cunnnlmdtolShatn.

took placs at the Lules sinter plaat and electric wrc
furnsce, and the OBM snd Asen-SKF unity at Domnare
et

The sections division at Lulea experienced slack de-
mand lam year, with mles to the domestic building and
metalworking industries largely unchanged from 1977
when it was at a nadir. This was partly offset by a coa-
tinved high wolume of exports The sate of the ship-
dailding industry—one of Lulea’s msjor markets—meant
that sales tc the yards continued (o decline both in Swe-
den and abroad. Prices of sectioas gemenally rose by
an averuge 8%, laryely a3 a consequeace of the EEC's
Davignoa Plaa.

Production in 1978 was restricted to 326,000 tons
(363.000 toms in 1977), because & Are damaged one of
Lulea’s mills. Capecity vtilisation was maintained st about
90% by a numbder of hire-roling contracts. The division
made a loss of Skr 37.2m.

The special products division makes permsnent way
materia), reioforcing bars and fabricated reinforcement,
azd wire rod. Production amounted to 184,000 tons, and
the division’s operating loas was Skrf.7m. Declive in the
Swedish building industry meant 1 continuation in the
ten-year trend of sowing rebar consumption n Sweden.
Tmport pressure from Spain and the UK lorced a cut in
home producers’ market share. In wire rod, fmports
cused price competition, while mil prices also suffered
as FEC producers endeavoured to recure footholds in
the Nordic markets. The divisions nil capacity s in ex-
cem of the requirements of its traditioma] markers, Sweden
and Norway. But exports were not large because of un-
ntisfactory prices

OxelSsund’s mill, the centre of the heavy plate divis-
fon, produced 437.000 tons in 1978 (369,000 rons in 1977).
The major feature of the market was the continued de-
dine of the shipbuilding indusry in Western Burope.
whase plate coasumotion has declined 47% since 1975.
1n Sweden the decline over the =ame period has been
of 60%. This has resulted in considerable overcapacity in
plate and consequently depressed prices Oxeldsund Mas
moved away from the shipvards and tried (o boost its sales
of plate for general industrial purposes; but even here,
because of the depressed level of capital investment, prices
remain unsatisfactory. The plate division's operating loss
was Skri04.2m.

Strip mill division is centred on the Domnarvet hot
and cold mills, and also takes in the Lulea hot plane-
wary mill. For hot rolled products the market was firm
in 1973, but on the ¢old rolled side the year was ua-
settled Competition was no lesy advarse than in 1977 since

conninued overieaf
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Mﬁlammmuﬁdm!mﬂn-

land increased threefoid to 120,000 tons. The division's
external mies were Skre57.6a ud capacity utlisatioa
i ed 213,000 toas (173,000

proceniing of the other divisions' products. ks Roloc wing
ot Lulea makes specia grades of CR sheet, including
formable Nigh-streageh low-alloy steel, boron-alloy hard-
erable steel, and decarburisation-aanealed sicel Pre-An-
Ishing activities elsewdere in SSAB cover fame-cutting of
plate, processing of HR and CR sheets, weliding ship-
bulding sectons and building sections, and steel build-
ing manufacture. The division had a 1978 low of Skr2.8m.

Dobel divison makes galvamized and plastic-coated
sheet and cail at Domoarvet. Production last year was
195,000 tons of galvanized sheet (188,000 toos), of winch
6.000 tons (59,000 tons) was plastccosted This repre-
sented 3 near-100% capacty-utilisition rate, but the div-
fsion had an operaling loss of Skri4 Sm.

The Plannja AB subsidiary makes coated smee! roll-
formed sections for building purposes It bad a profit

METAL MONTHLY
December 1979

lest year of Skrl.9wm. Ljusne Kiiting AB makes steel
anchor chains for ships, ofishore oil phx!anas. One new
market being developed is chain for ws in w-ipmml
of coal Ljusne Kitting's 1978 resut was a profit of
Skr100,000.

SSAB's Simox diviscn was set ur to market
{ron from the Higanls Srect-reduction phnt n”g::
Ssund, Its main customers are special steel worky in
Sweden and abroad Simox’s deliveries last yemr were
8,000 tons against 12,000 tons the previcus year: capacity-
vtlindon way osly 25%, aad the division made a loss
of Skr600,000.

Other SSAB divisions have ldMuu is the Aclds of

mining iog, data proces.
siog. “and recovery of seelmaking bv-produm.

Since its formation, SSAB has been purssing its umbi-
ton of piming a grealer share of the Nordic rmrkn.
with the of » of kheld
formed Ahlseil Smymen in -fbmh it hn s 50%
share, by merging its
including Dickson & Sidstedt with those of Ablsell. Thu
year it has acquired Tibnor, the largest Swedish steel stock-
bolder, from the Ratos group. The deal also included a
Norwegian stockboider.

SSAB has foreign saley subsidiaries ia Norway, Den-
raark, Finland, France, West Germuay and the U.X. Be-
czuse of the company’s history it has more than one
subsidiary m some of these countries Rationalismtion of

these outlets is io progress(] -, -

N....a
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Strike threat at SSAB

EUROPZ's secoad sats weel Grm
to be bit by & stnke in 1900 could
be Srenskt Sehl AB. Tde semi-sare
Swedish stee! producer Is balding
leogthy falks with the trade unicns
this mooth, which are @ wrive at
some conclupod towards the end of
this month. Whether or not the
unioos will then accept SSAB's
plans for cytbacks remaing as open
Juestion. Shopfloor feeling is mount-
ing sagainst job cuss. Although some
union quarters respect SSADS’s lopic
which requires some 2000 job
losses, there will almost ceruialy
be a struggle.

The fighe is lkely to bde at its
most intense at Domnarvet works
in Borlizge near Fuun in centnsl
Swedea, whicd will suffer the bruat
of SSAD’s cdloswe prognmme
There was 3 drief stnke at Dom-
narvet late last yas, and led by

METAL BULLETIN
January 15,

1980

the local opposition mesider of pas-
lameat, Domsarvet’s suedlworkers
am bracieg themselves for 2 yesr
of protest. SSAB waats 10 $10p Ore-
basad raw steel production at Do~
narvet. dut will rewia the works'
electric strelmaking and will expand
HR and CR flat product output.
Ooe blast fursace could be clased
this summer, and the secoad later
this year. Cuts at the Luled works
ia sortherns Swedes have already
begua, and st Oxeldsuad works
south of Stockholm more reductions
in plate productios are savisaged a3
the market coatinues to shrink and
the plight of Swedea’s shipbuildiag
industry—Oxeldsund’s major cus-
roDer—grows a0 befter.

The cutbacks are an essential de
ment of the restructuring plaa
drawa up at the time of SSAB's
formation two years ago. The plan
seeds o be implemented if SSAB

is ™ resch profnble operation in
1981, as planned. 1o 1980. 2 logs
of Skr400-500m is laid dowa in
SSAD's Anascial plans. This is sim.
ilar to 19793 resuit. [n 1981 a
profiable level of operation adould

schieved, bet Anancial Sdargn
will apin produce » result i the
red oversll, The Arm's fGrst mer
peolt la looked for a 1982. .

State subsidies for SSAB ir 1930
will total Skr)00m. grasted 10 Cover
lomes, and managing director Bidm
Wahlsudm has promised the gov-
ersoent be will not de askiog for
aay more money this year. He
would probably have difficulty get-
ting it if be wers to ask, since the
new right-wiag coskicon govern-
mest's fArst budget—made public
last week—fearwsd curbs i0 pud-
Tic spending as one of s chief ele-
ments. Subsidies to the state ship.
yards and other ailing indusines
are to ba cut, but SSAB's dudget
is pot affected Dy last week's aa-
soubcemest.
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\dedeholm Plans to Stress
Specialty Metals in US

By PAT WECHSLER
NEW YORK~-Uddeholm Corp. of America, the domestic sales subsidi-
ary of Sweden’s major stainless steel producer, is shifling its marketing
emphasis to high-temperature alloys and sgpecialty steels The move mir-
rors a similar planned swing in production at the parent Nyby Uddeholm
AB

Although formerly acting 25 a senvice center primarily concentrating
on stainless bars, the Totowa, NJ.-based operation 3a1d it iow will con-
centrate on direct producer sales, shippinz semi-finished and finished

tubing and other products ‘o redraw mills and end-use consumers.

The transition in marketing at
Uddero!lm in New Jersey reflects a
new thrust at Uddeholm's peuder
and stainless steel divisions in
Sweden where plans are underway
to convert about 25 percent of its
stainless capacity at its Torshalla,
Sweden, facilities to the produc-

tion of high-temperzature 2llovs,
high-alloy stee!s and spec:alty
steels By early 1983, Uddeholm
said the capacity 2t the voperations
will be equally divided between
stainless and specially metal pow-
der production

In an intenview here last week,
Christer Aslund, vice-president of
Nyby Uddeholm’'s powder pro-
ducts division, said the Stockho!m-
based company was basing the
planned skilt to specially metals
on what it sees 2s a growing de-
mand in high-technology indus-
tries. such as sour gas well produc-
tion, and more {r3ditionally stain-
less markels. such aspuip and pap-
er mills and zower jeieration

Currertly, Uddehclr has 73 ter-
cent ol its close 1o 9 9¥+ton annual
productiun capac:ty o powderard

“tubing 1n common seces of slain-

tess and the rema:ning °5 percent
in specially steels and nickel-
«Cantinued on page 24
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Uddeholm to Emphasize Specialty Metals in US Sales

tContinucd feom fiiat page’

based aliovs

In comunction w th the produnt
:.‘.n\ Aslure se:d UddehelT alsd
Ples 1o Cemens 1S produtlicn in
seamlesslub.ngtoa patented pon-
der nc..hlurg process deselopcd
by Nyby over the past five years

The ¢ompany has Ioreusl slow
powth in the maraet for stairiecs
sietls and demana for lechro
cally rophisticated producl!
Aslund said the new marheting
thrust—in specialty metals being
attempted in Europe aswell asthe
US —also was prompled by guota
systems 3rc anfls 1n various coun-
ries on stanlers preducts

Aslund s31d the company found
it 1mposs.ble 1o ma.ntain compeli-
tve prices on stainiess goods in the
US tecause of 3 13 percent tas.fT
The an:fT o speaic!ty metals 1529
percent hesard makirg it possitle
for Uddeholm 10 market produc'=
atadbout the came pricesasthe US
Froducers

The company markets a large
periior of ns niciel-based alloys
and ugh alioy stecis in its fargest
marke E.aropc which consumes
about 50 12 60 percent of the com-
pary’s preduchion. aecording to
Asjund

Aslurd said the compary also s
planning to make greater inroads
inte ‘e Third World marker for
specialty steels inatially thepesto
estadlish s througr contractors
with establisked relaticrehips in
couniries embarking on sign:ficant
industrial construction.

“We must act more worldwide to-
day, " Aslund said, “because the
growth—the biz growth—is likely
not Y be in the industr.zlized na-
tons ™

The transition to powder metal-
lurg is another attemp! at beiter
penetration into markets. accord-
ing lo Aslund, who s2id the Nyby
P/ process allows the company o
get better yields frem rew mate
rials, produce sma'l lo's 2nd mar-
kel a "more homegenecus procuct

“We have begun to sh.p these p
m parts and tubing reguiarly toour
European customers.” Aslund
sa:d "And many have begun ‘o
specify the pm product”

He sa16 only small quantines
have been brought into the U S to
date

Although pcwer metallergy in
high ailoy and specialty steels has
been used more extensively in
sophisticated technology. such s
turbine discs for Jet engines.

Aslund s31d Uddcholm plant to
cemrpeie withven siTpic forfed or
cast panis ke flanges
\}b\ Process Descnaited
Thecompany usesthe same stect
and mickel baseg powders inals
seamless tub:ng operations and in
production of these simple pars
The cumpany tan produce be.
tueer. 500C 5nd 10000 tons of pou-
der anraally .

The Nyby process consis's of 3
steps powder preduction via g
atemizaten, i
capsuic, com .
by told 'sosislic pressing hest.
of a bile: eviresenofthe ho' t
et ard finishang operaniors of
ube

Uddeholm uses kot iscstat
pressing te produce the pars 2t
1ol stee! div:sion
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$320m injection at Swedish steel group

SY WILLLAM DULLFORCE IN STOCKNOLM

SVENSKA STAAL (SSAB), the
troubled Swedish steel company,
wll receve a aew cspital input of
SKr 1850 (S320m) voder an agree
ment snnounced yesterday be-
tween the sute and e privawe
sharehoiders. The state will
crease its shareholding from 30 o
5 per cent.
¢ agreement will enable Elece
trofux, the Swedish househoid a
pliance group, 0 complets the
10 the state power board of the hy-
droelectric stavons ot
when it ook over Gi ,
ineenng and metals company.
at sale will net Eleclrolux » capr
tal gein of SKr 950m. .
The steel company was formed
1978 {rom the merger af the steel in-
terests of the state. Granges and
Stora Kopparberg. It lost SKr | 6ba

2 the frst theee yours, and s ox
pectad to post ¢ further pre-tax loss
of around SKz 800m tus year.

The financial reconstruction ine
volves the purchase by the state of
Stors  Kopparderg's 25 per cent
shase {or 3 noounal sum of SXr 1.
This move cancels the agreement
announced eariier Uus year by
which Granges would take over Sto-
ns i
The steel company’s share capital
is 0 be rsised by & aomunal SKr
300m to SKr 23ba, but with the
new shares prced 50 high that SKr
1bn will be avalable for an urvest
ment fund.

Of the total SKr 1 St new capital
Sutsforetag. the state holding com-
pany, wll sudbscnbe SKr $13m in
€ud and tanslorm a SKr {75m
loan iato share capital The state,

which now ecury as third share
bolder, will translata & $Kr Yi3m
boan into squity.

Gringes will pay ity $Kr 373m in.
cash o addivon Gringes and the
sats will aach make unsecured
Toans of SKr 190m to SSAB. Repay-
ment of the loans will start 12 JpPL
Granges oblains the nght 1a sell ity
shares 10 the siate lor SKr 375m
from January 2,191 Uit exercises
that .osuon. the state will also be
obliged 1o take over, wholly or in
m n’:'nerli‘ outstanding loans to

Me Per Skold, its chairman, sad
had been

The workforee would be cut fur
ther from 13200 10 around 10,00
et was (o raise producuvity

from 160 wages to 200 wanes per
employee, wiuch he sard, would sull
be lower than thal achieved by the
:dﬂh Europeaa and Jepanese steel

SSAB did ot expect 0 make
lazge expors or domicate the
Swedish market It had assumed
that a low pnce leve! for steel would
prevuul for the next few years.

Mr Bo Abrahamsson, managing
director of Granges, sa.d that with-
out government approval of the sale
6f 1ts powes $1au0N3 10 the stale, i

made about steel prices and rmarket
developments in calculabng that a
capial 1nput of SKr 13bn would
produce & postve cash flow.

pany would not have had the fi-
nancial resources o continue ine
vesbng in SSAB Yesterdsy's agres
ment has o be approved by the
Ruksdag {parlament).
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Tuesday, Oct. 6, 1981

Sweden

New funding for SSAB

IN 4 deal which provides for SSAB
10 bevome wholly state-omned 1n
ten sean’ time, the major Swedinh
seelmaker iv 1o get o substantial
njaton of new funds. An agre-

" ment announced last weeh beiween

the gorernnmient and ShYAB'S f00p
owner Granges provides for a
SAESO0m capiial increaw and g
SArlS00m pakage of cash and
credits 10 boodt SSAB' v investment
plany and to help pay the costs of
surplus manpower.

Under last week's agreement,
the siate will increase 1ts holding in
SSAB from 507 (0 75% with the
acquisition for a nominal sum of
the 25 holding which Granges
bought from Siora Kopparberg for
Skrl earlier this year. SSAB was
formed in 1978 by the merger of
the three steetworks formerly owa-
od by the state. Granges and Stora.
The d4greement obliges Granges
(now owned by the Efectrolux
$roup) 10 retain its 2% sahe In
the steelmaker unul 19, when it
can sell it (o the state tor SheX7Sm,
The agreement alwo allows Grange
10 sl it hydro-electricny plants to
the state power board.

Fhe steed producer has revorded

osses totalling Shel . &00m unce its
formation, and this sear loswes are
predicted at ShexgUm. Lnder 3
revtryctuning plan drawn up onag
formation, SSAB wavy supposed to
return 1o bregh-vven i 19X2, but
the sesere marhet Jepresston ol the
last yeae of two has made this 2
dear mmpasabihing

Neatvear’s results should be “at
least S0% better’ than this sear’s,
thanky 10 the revent hroma
desaluation, expeted higher prives
bevause oI EEC moves, and 1m-
prosed operanons. The important
hot strip mill revamp at Dom-
nanet works should be complete
next year, and SSAB is looking to
take a greater share of the home
market with the new mill's pro-
dJdudts, espevaally with major userg
hike consumer goods manuldvturer
Electrolun and the Voho motor
company. Benetits will abvo come
from the rationalisanion ol aron.
making The currency Jevaluanon
alone should ontribute Shrlom
1V SSAB's results nent sear, and
the company v now lovking to
bread even an 1983 when it should
wmplete s ob-culling  pro-
graming.
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SWEDEN

Higher loss fdrecast
for SSAB

SWEDEN'S major steel producer,
SSAB forecasts a 1981 pretax loss
of around Skr900m compared with
a 1980 loss of SkrS8Sm. The most-
ly state-owned company had
earlier forecast & deficit of
Skr800m this year. Group sales in
the first half of this year were
Skr4,300m against Skr4,800m in
the same 1980 period.

An SSAB interim report says
that the state has already commit-
ted about Skr4,000m to the
reorganisation of the company. A
new injection of funds was ag. ced
only recently with a total of
Skr2,000m provided by the state
and its 25% partner in SSAB, the
Granges-Electrolux group (MB
Oct 6).

e
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Senator DANFORTH. Senator Heinz.

Senator HEiNz. No questions, Mr. Chairman.

Senator DANFORTH. Gentlemen, thank you all very much for
being here.

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

Mr. ARNESEN. Thank you.

Senator DANFORTH. Well, this concludes today’s portion of the
hearing, and we will resume tomorrow at 9:30 a.m.

[Whereupon, at 11:50 a.m., the hearing was recessed, to be recon-
vened at 9:30 a.m., Thursday, July 22, 1982.]



MISCELLANEOUS TARIFF BILLS—1982

THURSDAY, JULY 22, 1982

U.S. SENATE,
SUBCOMMITTEE ON INTERNATIONAL TRADE,
CoMMITTEE ON FINANCE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 9:37 a.m. in room
2221, Dirksen Senate Office Building, Hon. John C. Danforth
(chairman) presiding.

Present: Senators Danforth, Matsunaga, and Moynihan.

Also present: Senators Packwood, Mitchell, and Cohen.

‘ 1[;I‘he] prepared statements of Senators Matsunaga and Roth
ollow:

STATEMENT BY HON. SPARK M. MATSUNAGA ON S. 1723 BEFORE THE FINANCE
SUBCOMMITTEE ON TRADE, JuLy 22, 1982

Mr. Chairman, 1 urge the Committee to act expeditiously on S. 1723, a bill to im-
plement articles 7(B) and 9 of the United Nations Convention on the Means of Pro-
hibiting and Preventing the Illicit Import, Export, and Transfer of Ownership of
Cultural Property.

The Convention’s chief purpose is to stop the illegal international trade in nation-
al art treasures. The parties to the Convention undertake to prohibit importation of
cultural property stolen from museums, public monuments, and similar institutions,
and also undertake to recover and return such property to the rightful owners.

The United States played an active role in negotiating this Convention and it was
adopted by the United Nations Educational Scientific and Cultural Organization
(UNESCO) on November 14, 1970. The U.S. Senate approved the Convention by a
vote of 77 to 0 on August 11, 1972, Despite the U.S. role in bringing about this Con-
vention, the U.S. Congress has still to enact the implementing legislation.

In 1979 the House passed implementing legislation only to have the legislation
killed by this Committee’s inaction.

On February 5, 1981, Senator Baucus and I introduced S. 426 to implement the
UNESCO Convention. This Committee again did nothing.

After introducing S. 426, I worked with various groups to address potential con-
cerns. On October 7, 1981, Senator Baucus and I introduced a revised bill, S. 1723, to
answer these concerns.

The revisions provide among other things:

(1) A requirement that other nations having a significant import trade, implement
comparable restrictions;

(2) The inclusion of archeological or ethnological material of a native population
or nonindustrial society;

(3) The limitation of the period for emergency import restrictions;

(4) The restructuring of the cultural property advisory committee;

(57 A revised documentation procedure;

(16) Thg return of certain forfeited material to the bona fide purchaser or holder of
title; an

(7) A safeguard for museum acquisitions.

The revised bill which is the subject of these hearings should expedite considera-
tion of the measure,.

(311)
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The need for this legislation is pressing, and I urge expedition and favorable
action by this subcommittee.

STATEMENT BY SENATOR WiLLIAM V. ROTH, JR., BEFORE THE FINANCE SUBCOMMITTEE
ON INTERNATIONAL TRADE, JuLy 22, 1982

I wish to thank the Chairman of this subcommittee for convening these hearings
on miscellaneous tariff bills. I wish to comment on three of these bills—S. 2396, S.
1588 and S. 2560-—and seek Committee support for their passage.

S. 2396, which I introduced earlier this year, would temporarily suspend the
import duty on high alumina fiber, an extremely efficient high temperature insula- -
tion material. Imported by ICI Americas Inc. of Wilmington, Delaware, and distrib-
uted under the trade-name, Saffil, this alumina fiber is designed for use in furnaces
reaching temperatures of up to 3,000 degress, Fahrenheit.

Because of its high tolerance, Saffil is used in the production of-iron and steel,
petrochemicals and heavy metal castings and forgings. Users of high alumina fiber
insulation have been able to save 10 to 30 percent on energy costs, have lowered
maintenance costs and have increased productivity.

In addition, Saffil has important strategic applications, forming a vital part of the
heat protection system of the space shuttle, Columbia.

It is important to note that neither Saffil nor any similar high alumina fiber is
produced by a U.S. company. Moreover, no other ceramic fiber approaches the insu-
lating capability of Saffil. The current 6.5 percent duty therefore only serves to in-
crease the cost of the product to end-users while providing no useful import protec-
tion to U.S. firms. In addition, certain U.S. producers now incorporate imported
high alumina fiber into their manufacturing processes to produce a material with
higher insulating capabilities than would be possible using domestic goods alone.

In 1981, $1.5 million in the high alumina fiber, Saffil, was imported into the
United States, with nearly $100,000 in duties paid. Imports in 1982 could reach $2.5
million, as steel and petrochemical producers attempt to cut energy costs. Passage
of S. 2396 could save these users some of the $162,500 in duties that would otherwise
be incorporated into this year's imported price.

At a time when we are seeking ways to cut costs, improve efficiency and produc-
tivity and reduce energy use, passage of S. 2396 makes good sense. I urge my col-
g_el;aegues to support these efforts and approve the duty suspension for high alumina
iber.

I also urge approval of S. 1588, legislation I introduced to provide a temporary
suspension of the duty on bulk imports of carrots. S. 1588 allows for a three-year
suspension of the duty on carrots imported in packages weighing more than five
pounds, and is intended to alleviate an inequity in our tariff system which unfairly
penalizes American processors, including Draper-King Cole of Milton, Delaware.

In 1979, as part ofp the overall tariff agreements negotiated with our foreign trad-
ing partners, the United States increased the duty imported fresh carrots from 6
percent ad valorem to a specific rate of one-half cent per pound. The purpose of the
increase and change in duty structure was to equalize the U.S. rate with the Cana-
dian rate, which nominally is also one-half cent per pound.

In fact, the change from ad valorem—that is, duties assessed on the value of the
product—to a specific, or per-pound, rate had the effect of reducing the tariff on im-
ported packaged carrots from Canada, while increasing the tariff paid by American
packagers on imported bulk carrots. Draper-King Cole, for example, has seen the
duty it must pay for a truckload of carrots from Canada increase from $20 to $225.
Since it is not economical for the Delaware company to ship carrots from domestic
growers in as far away as Texas, Draper-King Cole has no choice but to augment its
local supplies with Canadian imports.

To make matters worse, the company must also compete with lower-priced im-
ported processed carrots from Canada. Processors in that country must pay duties
on imported carrots for only part of the year.

Thus, far from benefiting the economy, the 1979 U.S. tariff revision has created
unnecessary hardship and should be changed.

S. 1588 accomplishes this objective with a temporary three-year suspension of the
duty on bulk imports of carrots.

Last, I wish to express my support for S. 2560, legislation that would ensure pota-
toes imported as seed are not diverted for human consumption. S, 2560 would pro-
vide that our tariff schedules be amended to require that potatoes be labeled as im-
ported for use as seed.
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This legislation is needed because our Nation’s potato farmers, including those in
Delaware, are being hurt by the unfair trade practices of Canadian importers. At
this time, importers may ship in 114 million pounds of seed potatoes at a duty of
36% cents per hundredweight. Only 45 million pounds in table stock may be import-
ed at this tariff rate, however. Potatoes imported over either quota level are subject
to nearly twice the amount of duty, or 60 cents per hundredweight.

The disparity in quota amounts encourages importers to label table stock potatoes
as seed once the quota level for the former has been reached. In this way, importers
can avoid higher duties for longer than is legal.

Approximately 5,200 acres in Delaware are planted in potatoes, with the harvest
usecf almost entirely for table stock. These farmers’ livelihood depends on_fa’{p@c-
tices, and the Canadians are certainly not playing fair.

I call upon this Committee to approve S. 2560 and reverse this unfair import prac-
tice.

Senator DANFORTH. This begins the second day of hearings on a
variety of trade bills. .

Senator Mitchell is here today, and he is interested in one or two
of these bills. One I see involves the Maine Potato Council. I
wonder why you are interested in that, Senator?

Senator Miichell has another committee meeting to go to. I un-
derstand he is going to participate in a markup on the acid rain
bill. I am delighted to recognize his interest in Maine potatoes, and
I know he will be very concerned about the Missouri interests in
the acid rain bill

Senator MiTcHELL. Indeed I will, sir.

Senator DANFORTH. Senator Mitchell.

Senator MitcHELL. Thank you very much, Mr. Chairman, first
for holding these hearings, and second for inviting participation by
representatives of two industries that are of great importance to
Maine. I hope that today’s hearing will highlight the merits of two
bills that I have introduced, and that the committee will act favor-
ably on them in the near future.

Mr. Chairman, I have a lengthy statement which I ask be insert-
ed in the record, and I would like now to make just some brief com-
ments from that statement. :

The first issue before us is the repackaging of imported seed po-
tatoes as table stock potatoes. This problem is related to the surge
in Canadian potato imports that has occurred in the last few years.
Canadian potatoes sold in the United States experienced a fivefold
increase in the last 5 years.

Since most of these imports are destined for Maine’s traditional
markets, Maine’s potato growers have disproportionally borne
price-depressing-effects of these imports. ~

Behind the rising imports levels 1s strong Canadian Government
support for its domestic potato growers. While the U.S. industry
may seek statutory relief from Canada’s unfair trade practices, and
that process is now underway, there is direct action that Congress
can take now to relieve a part of this problem. The diversion of im-
ported Canadian seed potatoes in the supermarkets in this country
gives tariff and grading advantages to importers of the Canadian
product. The current practice of selling imported seed potatoes as
table stock is unfair to U.S. growers who market table stock pota-
toes and unfair to consumers who are unknowingly purchasing
seed potatoes. My legislation, S. 2560, would stop this practice and
help the Government recoup revenues it now loses because seed po-
tatoes have a lower tariff.
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I ask the members of the committee to pay close attention to the
testimony of Dorothy Kelley, executive vice president of the Maine
Potato Council, who has witnessed firsthand the impact of Canadi-
an imports on Maine's potato industry.

The second issue before the subcommittee of importance to the
State of Maine relates to the existing high duty on imported fish-
ing nets. Today this subcommittee will receive testimony on S.
1565, legislation which I introduced a year ago, which would great-
ly benefit commercial fishermen who use synthetic nets in their op-
eration. .-

A subcommittee of the Ways and Means Committee of the House
of Representatives recently has purportedly favorably reported a
companion bill, H.R. 4002, which that full committee is expected to
approve shortly. Both measures would reduce substantially the
high import duty that our Government now levies on imported syn-
thetic nets. )

Between 1963 and the first of this year the tariff was 32.5 per-
cent ad valorem, plus 25 cents per pound of netting The rate of
duty for 1982 is only slightly lower than the 1981 rate. This rate
results in extremely high netting prices for U.S. fisherman who
cannot obtain in this country synthetic nets of certain shapes and
sizes or nets made of synthetic fibers other than nylon. A large
Maine fishing vessel, for instance, may purchase over $15,000 in
netting over a 12-month period. Because of the steep duty now re-
quired under the tariff schedules of the United States, almost
$5,000 of this $15,000 amount is in the form of import duty.

On a U.S. tuna-fishing vessel the figures are even more dramatic.
For the large and expensive purseine nets used by tuna fishermen,
the duty alone can increase the selling price of ti.e net by more
than $70,000. My bill would reduce this overprotectivc duty from
its present level of 36.6 ad valorem, plus 21 cents per pound, to 17
percent ad valorem. This would place the duty rate in line with the
17.5 percent protective duty which currently applies to imported
nets made of cotton. My bill would set the duty level at 17 percent
ad valorem immediately. This acceleration of the duty reduction is
warranted at this time because of the numerous financial pressures
which now weigh heavily upon the U.S. domestic fishing industry.

Mr. Chairman, I want to thank you.

I would like to make two requests: First, that the record remain
open for a period of time for additional testimony from persons and
groups in Maine who could not be here. Second, my cclleague, Sen-
ator Cohen, is unable to be here at this time. He hopes to be here
by 10. I would ask the chairman’s leave that when he appears he
be given permission to testify at that time.

Senator DANFORTH. The record will be kept open, and we will be
delighted to hear from Senator Cohen.

Senator MitcHELL. Thank you, Mr. Chairman.

Senator DANFORTH. The first witness is Dorothy Kelley on S. 11
and S. 2560.
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STATEMENT OF DOROTHY P. KELLEY, EXECUTIVE VICE
PRESIDENT, MAINE POTATO COUNCIL

Ms. KELLEy. Mr. Chairman and members of the committee, my
name is Dorothy Kelley. I am executive vice president of the Maine
Potato Council, an organization that represents all potato produc-
ers within the State of Maine. I wish to address the importance of
legislative dockets S. 11 and S. 2560. Both call for Treasury to
insure that potatoes entering the United States as seed, and having
a tag so designating, are reported as seed and used as seed only
and not diverted for human consumption.

Congress established two separate categories for importing pota-
toes, namely, seed and tablestock, as well as two separate quotas;
therefore, the intent for usage was of paramount importance to
Congress. And, indeed, the usage of imported seed potatoes is of
paramount importance to the U.S. potato producers and should be
just as important to Treasury due to the tariff differential.

The U.S. Government is losing money when imported potatoes
enter as seed to escape the payment of higher duty.

The seed quota is 114 million pounds, and that had never been
filled until the 1980 and 1981 season. Within the GATT Agreement,
the tariff will reduce gradually until in 1987 the tariff will be 35
cents for both tablestock and seed, and there will be no quota for
either category.

The past 2 years the tablestock quota has been filled in mid-
November. In the past, it was the very last of February before the
tablestock would be filled. When that is filled, the seed immediate-
ly starts entering the United States. In 1981 and 1982, the past 2
years, the seed quota has been filled November 20, and on
November 16, immediately, seed potatoes started coming in.

When seed potatoes enter during December through March with
a destination of New York, Connecticut, and New Jersey they are
headed for repackers.

There are three reasons for the U.S. buyers purchasing Canadian
seed in midwinter. One reason, of course, is the lower tariff. The
second reason is the difference in the grade of the potatoes. And, of
course, the difference of 20 percent in the exchange gives the buyer
more profit when sold in the U.S. market.

Canadian tablestock potatoes are packed at a 60 percent 2% inch
minimum standard. Seed potatoes can be packed at 17 minimum,
which compares with the U.S. No. 1 package, and thus the seed is
ideal for the re-packer.

These potatoes enter at the height of Maine's marketing season,
and therefore result in greatly reduced prices due to abundant sup-
plies. Potatoes are perishable and therefore cannot be carried over
from year to year. The potato industry is characterized as price-
sensitive. Price flexibility inherent in the price-sensitive industry is
said to be market specific. Increased supplies coming into a definite
market area without a corresponding increase in consumption de-
presses prices, according to the supply-demand ratio. USDA  econo-
mists say a l-percent increase in supply results in a 7-percent de-
crease in price.

38-592 N - §2 - 21
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The enormous year to year increase in Canadian potato im-
ports—in 1976 it was 532,000 hundredweight. It has increased, in
1981, to 3,923,000 hundredweight.

Most of the potatoes come in through Maine ports; 75 percent of
the Canadian production is produced in the Maritime Provinces
and Quebec. Those potatoes come through Maine.

The 1975 Maine development plan called for the seed exports to
be increased by 40 percent. Canada can use only 40 percent of her
entire production; so 60 percent moves in export. In 1981-82, New
grunswick alone moved 45 percent of her seed to the United

tates. _

The Plan calls for a total of exports of seed of 1.7 million hun-
dredweight. In 1981 and 1982, the truck shipments by May 29 was
2,603. This would be a total amount of 1.5 million hundredweight.
Of these potatoes that came in in January of 1981, 119 truck units
went into areas where they could not plant seed. This was 9,950,000
pounds of seed potatoes. When repacked, they took 1 million cus-
tomers away from U.S. producers. The price in January dropped 25
cents on a 50-pound bag. It regained, the last of January, that 25
cents. This price drop and lost sales can be attributed to nothing
but seed potatoes coming in from Canada.

I urge you to look favorably on this piece of legislation, and I
would be happy to answer any questions.

Senator DANFORTH. Thank you very much, Ms. Kelley.

[The prepared statement of Dorothy Kelley follows:]
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TESTIMONY
BEFORE THE COMMITTEE ON FINANCE
ON
S§-11 AND s-2560
BY
DOROTHY KELLEY

Mr, Chairman and Members of the Committee:

My name is Dorothy Kelley. I am Executive Vice President of
the Maine Potato Council, an organization which represents all the
potato producers of five acres or more within the State of Maine.
The Council presently has a membership of 1,150 producers.

I wish to address the importance of these legislative dockets
S-11 and/or S-2560, both call for Treasury to insure that potatoe;
entering the United States as seed, and having a tag so designa-
ting, are imported for seed use only, and not diverted for human
consunption.

Congress established two separate categories for importing
potatoes;, namely, seed and tablestock, as well as two separate
quotas, therefore, &he intent for usage was of paramount importance
to Congress. '

The intent for usage of imported seed potatoes is of paramount
importance to the United States potato producer today, and should
ke just as important ﬁo Treasury due to the tariff differential.
The Uﬁlted States government is losing money when imported potatoes
enter as seed to escape payment of the higher duty. Tablestcck "
potatoes are defined as potatoes used for human consumption, while

seed potatoes are defined as used for sowing.
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Before the International General Agqreement on Tariffs and
frade (GATT), the lower tariff rate was 37.5 cents on tablestock
potatoes and the gquota was 45 million pounds. When the quota was
filled, the tariff then increased to 75 cents. It was normally late
February before the tablestock quota was filled.

The seed quota was 114 million pcunds with the lower quota
being the 37.5 cents and increasing to 75 cents when the guota was
filled. The seed guota was never filled until the 1980-1981 season.
Within the GATT agreement, the tariff will reduce gradually until
1987 when the tariff will be 35 cents for both tablestock and seed
with no cuota for either category.

Presently, on this graduating scale, the lower tariff is 36.5
cents while the higher tariff is 60 cents.

The past two years the tablestock guota has been filled in
mid-November; and the seed immediately starts entering the United
States. This past season, 1981-1982, a 250 hundred weight entered
through Maine ports on November 4, 1981. The tablestock quota was
filled on November 20, 1961, and seed shipments started increasing
on November 16, 198l1. The past two years, the seed guota of 114
million pounds has been filled.

Seed potatoes entering December through March with destination
of New York, Connecticut, and New Jersev are destined for the
re-packer.

The week of January 4 through 9 of 1982, twenty-two loads of
seed entered Maine. Eleven loads had a destination of New York,
New York; and the other eleven moved to New JSersey per the Federal

Harket News Report.
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Likewise this year, manifests show at the Houlton, Maine cus-
toms office 274,000 pounds of seed wés imported early March with
a destination of Riverhead, New York; during the same period,
201,000 pounds of seed moved to Newark, New Jersey with another
105,000 pounds goinag to Edgewater, New Jersey and some 50,000 pounds
moving to the Bronx, New York area. The last of February or the
first of March is a little early for planting in those areas, and
the Bronx, New York area does not plant potatoes except in window
boxes. )

There are three reasons for the United States buyer purchasing
Canadian seed in mid-winter. One reason, of course, is the lower
tariff and the second reason is the difference in the grade and
thirdly, the difference of 20% in the exchange gives the buyer more
profit when sold in the United States markets. -

Canadian tablestock potatoes are packed at a 60% 2% inch
minimum standard. Seed potatoes are packed at 1 7/8 inch minimum
which compares with our United States No. 1 package, thus ideal
for the re-packer.

These potatoes enter at the height of Maine's marketing sea-
son, as per attachment No. 1, and, therefore, result in greatly
reduced prices due to abundant supplies. Potatoes are perishable
and therefore, cannot be carried over from year to year. The
potato industry is characterized as price-sensitive. Price flex-
ibility inherent in a price-sensitive industry is said to be mar-
ket specific. Increased supplies coming into a defined market area
without corresponding increase in consumption depress prices accord-

ing to supply demand ratio. U.S.D.A. economists say studies show
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a one percent increase in supply results in a 7 percent decrease
in price.

The enormous year to year increase in Canadian potato imports
is detailed in attachment No. 2, which shows an increase in imports
from 532,018 hundred weight, in 1976 to 3,923,152 hundred weight
in 1981, while at the same time, United Statés exports to Canada
decreased from 4,969,428 hundred weight in 1976 to 2,394,441
hundred weight in 1981.

Attachment No. 3, shows notato imports from Canada according
to U.S. Customs districts, the record shows the vast majority of
Canadian potato imports enter the United States through Maine ports.
Seventy-five percent of Canada's potato production is in the Mari-
time Provinces and Quebec; thus these potatoes have easy access to
Maine's eight ports of entry.

The 1975 New Brunswick Development Plan calls for the in-
crease of seed exports by 40 percent to a total of 1.7 million
hundred weight. This plan of‘l975 also calls for an increase in
potato production in New Brunswick from 10.8 million in 1975 to
14 million in 1983. Canada can use only 40 percent of her entire
production so 60 percent must be moved in export--off--shore or to
the United States. This nast season, 1981-1982, New Brunswick
alone moved 45 percent of her export seed to the United States, as
per attachment No. 4.

As previously stated, the 1975 Development Plan calls for an
increase of seed exports to a total of 1.7 million hundred weight-
attachnent No. 5 details truck exports to the United States through
Maine ports. In 1980-1981 season, 2,483 truck units of 500 hundred
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weight entered which would be a total of 1.2 million pounds.

Attachment No. 6 details 1981-1982 truck shipments through
May 29, 1982 as 2,603. This would be a total of 1.5 million hun-
dred weight through Maine ports only.

It is extremely important to all potato producing areas, that
imported seed does not reach the supermarket shelf. I have been
speaking for Maine; however, the iﬁported Canadian potatoes pre-
viously mentioned are sold in the Eastern market. These potatoes
are subsidized so the Canadian producer can afford to sell at a
reduced price. For example, under the Agricultural Stabilization
Act, payments are made to producers to stabilize returns to a level
of 90 percent of the previous five year average adjusted by any
increase or decrease in the cost of production over the past five
years average cost. From 1976 to 1980, annual payments to New
Brunswick and Prince Edward Island producers amounted to over 4
million dollars.

The buyer in the United States can purchase the potatoes for
20 percent (at the present time the exchange is nearing 30 percent)
less than the price of United States potatoes from any area, and
importing seed potatoes gives benefit in the lower duty.

During the month of January, 1981, per attachment No. 7, 224
loads of Canadian seed potatoes were imported to East coast des-
tinations. Of these imports, 199 truck units were destined for
cities where no potatoes could be planted in January. These 199
truck units would consist of 9,950,000 pounds of seed potatoes.
These seed potatoes then packed in consumer bags of five and ten
pounds would result in a loss of one million customers to Zastaern
potato producers. In January of 1281, the price dropped 25 cents
a fifty pound bag in the markets of Boston, New York, and Baltimore
and regained the 25 cents the last of January.

This price drop and lost sales can be attributed to seed
potatoes in these markets in the month of January.

I urge this committee to approve this legislative docket to
assure the end use of imported seed potatoes.

Thank you. 1 would be happy to answer any questions.
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Eptrbir No. L
U.S. POTATO IMPORTS FROM AND EXPORTS TO CANADA
(Calendar Years in CUT)
POTATO IMPORTS FROM CANADA POTATC EXPORTS TO CANADA
INCLUDES SEED AND TABLESTOCK INCLUDES SEED AND TABLE-
NOS. 137.20, 137.21, 137.25 STOCK. SCHEDULE "B'' NOS.
137.28 135.4920, 135.4940
Calendar
Year Quantity (CWT.) Quantity (CUT.)
1976 532,018 - 4,969,428
1977 1,064,291 4,171,281
1978 1,499,772 2,715,527
1979 1,594,327 2,377,897
1980 2,182,315 1,749,541
1981 3,923,153 2,394,441

SOURCE: U.S. Department of Commerce, Bureau of Census, Forms IA ZQSX.
EX 546 (1976-198t): Forms IM 146, EX 546 (1982).
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CANADIAN POTATO EXPORTS'TO U.S. - PORT-BY-PORT TSUS # 137.20, 137.21, 137.25

and 137.28
CALENDAR YEARS - IN CUT.
1;76 1977 1978 1979 1980 1981
From Canada to:
Portland Me. 322,310 456,069 877,581 1,088,836 1,320,360 2,448,427
St. Albaas, Vt. 13,256 23,639 60,391 36,394 75,912 74,833
Ogdensburg, N.Y. ! 4,724 65,301 34,671 59,441 290,973 400,075
Buffalo, N.Y. 3 16,747 38,500 45,311 24,684 242,972 90,455
Boston, Mass. 460 225 500 450
Bridgeport, Conn. 300
TOTAL - above ports 354,337 83,969 1,018,619 1,209,355 1,931,202 3,019,241
TOGTAL - ail other poris 177,681 480,322 481,153 384,482 251,113 903,912
TOTAL - from Canada to U.S. 532,018 1,064,291 1,499,772 1,594,337 2,182,315 3,923,153

SOURCE: U.S. Dept. of Commzrce, Bureau of Census
Forms IM 245X

¥ae



DESTINATION

Barbados

Cuba

Jamaica
Puerto Rico
Dominican Rep.
Panama

Brazil
Argentina
Venezuela
Uruguay
Finland

Spain

Hungary
United States

Exports

TABIE

26,400

576,852

603,252

N

Oy Jio

SEFD
SFMFNCE

433
277,589
21,650
15,961
2,200
2,519
572
48,950

48,200

39,666

379,737
837,477

NEW BRUNSWICK POTATO SHIPMENTS TO MARCH 31

1981 - 1982
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Senator DANFORTH. Senator Mitchell?

Senator MitcHELL. Thank you, Mr. Chairman.

Ms. Kelley, we discussed tariff advantages regarding imported
Seel(li" potatoes. Are there grading advantages involved in this as
well’

Ms. KeLLEY. Yes; there is a grading advantage, because seed pota-
toes can come in at a smaller size, 1% inches, whereas the table-
stock potatoes enter at 2%. The repacker likes the smaller potato
because it meets U.S. standards.

Senator MiTcHELL. I also would like to ask you about the views of
potato growers in other regions of the country. Obviously, as I indi-
cated in my statement, the brunt of these imports are being borne”
by these growers in Maine. Do other growers from regions of the
country other than New England, who have less direct competition
from the Canadians, support this legislation? For example, do you
know what the position of the National Potato Council is on this
legislation? .

Ms. KeLLEY. The National Potato Council, Senator, supports this
legislation. All potato-producing areas in the United States are
being hurt by the Canadian potatoes coming into the Eastern
market, because most of our population is in the East.

Senator MitcHELL. I understand it is difficult to identify and
quantify the precise amount of seed potatoes that are sold as ta-
blestock. Some are easily identified, others are more difficult. Have

ou had any success in quantifying the smount of seed sold as ta-
glestock?

Ms. KeLLEY. This is a very difficult thing to prove due to the fact
that the repackers can use both the seed and tablestock. We have
tried to get cooperation from the PACA, because it actually is mis-
branding. This has been rather difficult. We hope that in the
future we will get the support of PACA to check in regard to the
branding laws

Senator MiTcHELL. If you know, can you tell us what the attitude
of the Canadians may be regarding an end-use provision?

Ms. KeLLEY. I have met several times with the Canadian Horti-
cultural Society, the Maine Department of Agriculture, and some
of the industry officials. I have also met with officials of the
Maritime Provinces. The Canadians are extremely supportive of
this legislation because they believe the seed coming in is also
hurting their image where it is packed at a smaller size standard.

Senator MiTcHELL. Now, the tariff schedules reflect a difference
between seed and tablestock potatoes, and obviously the effort here
is to see that the end use is consistent with the labeling on impor-
tation. If such legislation is not enacted is there any reason for pre-
serving a distinction in the tariff schedules between seed and ta-
blestock?

Ms. KeLLEY. As I stated, of course it does. The tariff schedule will
be 35 cents in 1987. We are quite concerned in the U.S. potato in-
dustry in regard to this, because Canada has a development pian,
and we could completely ruin our potato industry by having such a
low tariff, and of course the difference in the exchange.

Senator MiTcHELL. Thank you very much, Ms. Kelley. Your testi-
}r:mony is very forthright and helpful. We appreciate your coming

ere.



330

Ms. KeLLEy. Thank you.

Senator DANFORTH. Thank you very much, Ms. Kelley.

Senator Cohen is here. We are delighted to have you with us,
Senator, to enlighten us about the potato and fishnet situations.

STATEMENT OF HON. WILLIAM S. COHEN, U.S. SENATOR FROM
"~ THE STATE OF MAINE

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

In response to the question from Senator Mitchell I have the Na-
tional Potato Council’s statement. Mr. Herschel Heilig, the presi-
dent, asked me to submit the statement which represents 14,000
potatg producers in some 38 States. I will submit that for the
record.

Senator DANFoRTH. All right.

[The National Potato Council’s statement follows:]

STATEMENT OF HERSCHEL HEILIG, PRESIDENT OF THE NATIONAL PotaTo COoUNCIL,
DENVER, Coro. :

The National Potato Council is a non-profit trade association representing over
14,000 potato producers in 38 states across the United States. The Council is pleased
that the Senate Finance Subcommittee on International Trade is conducting this
hearing on S. 11 and the problems encountered by U.S. potato producers as a result
of increasing potato imports from Canada.

The National Potato Council is concerned that Canadian producers and exporters
may be using a loophole in the U.S. Customs laws in order to avoid paying a higher
duty on potatoes imported into the U.S. for the fresh market. There are two classifi-
cations for potatoes being imported into the United States: The first is certified seed
potatoes; the second consists of all potatoes other than such certified seed, i.e. table
stock or processed potatoes. These potatoes are imported under a “tariff-rate’”’ quota
schedule which permits a specified quantity of merchandise to enter for consump-
tion at a reduced duty rate during a specigl'ed period. The tariff rate quota for ta-
blestock potatoes is 45,000,000 pounds during the twelve month period beginning on
September 15 in any year. Certified seed potatoes presently have a quota of
114,000,000 pounds for potatoes entered during the same twelve month period.
When either quota is filled the tariff rate nearly doubles for that category; increas-
ing from 35¢ to 60¢ per hundredweight.

mport volumes for the two categories of potatoes almost certainly evidence a Ca-
nadian scheme to circumvent the quota rates. Canadian producers are exporting po-
tatoes under the seed quota once the table stock quota is filled. By doing so, the
Canadians have gained access to lower tariff rate even though the potatoes are actu-
alls intended to be sold as table stock.

uring 1979-1980, Canada exported 3.3 million pounds of seed potatoes between
July and December 1979. The quota for table stock potatoes was reached on Decem-
ber 27, 1979. In the next three months, over 21 million pounds of so-called seed pota-
toes were exported to the U.S. from Canada under the lower tariff. A similar situa-
tion developed during 1980-1981. This sudden surge in imports of seed potatoes,
commencing as it does, only when the table stock quota is filled, testifies to the ma-
nipulation of the tariff provisions by the Canadians.

e Council supports S. 11 because it would halt this bold transgression of the
relevant tariff provisions. Moreover, these Canadian actions come when Canadian
potatoes already have penetrated Northeastern markets significantly. Canadian pro-
ducers who are receiving government subsidies and benefit from a nearly 20 percent
advantage in currency exchange rates when selling to the United States should not
be permitted to flagrantly misuse U.S. law. Any continuation of the current practice
can only serve to exacerbate an already inequitable situation and to further disrupt
the orderly marketing of potatoes in the northern and eastern markets of the
United States.

Senator CoHEN. Mr. Chairman, I am pleased that the subcommit-
tee is holding this hearing, and I commend Senator Mitchell for his
efforts on this legislation. I want to indicate my strong support for
the legislation, which would amend the tariff schedules in order to
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insure that potatoes imported as seed are not diverted for human
consumption.

As you have heard from Ms. Kelley, during the past 5 years the
shipments of eastern Canadian table and seed potatoes have en-
tered U.S. markets in increasing volume—as a matter of fact, they
have increased by some 300 percent—with a specific increase in
seed potato shipments. I think it is rather apparent that many of
these seed shipments are entering under the lower-tariff classifica-
tion and then being repacked as table stock and thus circumvent-
ing the very purpose of the tariff item.

For example, the 45,000 hundredweight annual quota on table
stock potatoes was filled on November 14, 1980, at which time the
tariff then doubled—it went from 35 cents to 70 cents per hundred-
weight. And the potato seed quota is 114,000 hundredweight with a
tariff at 37 cents. After November 14, 1980, the number of seed
shipments increased dramatically, with shipments that were des-
tined for the very same markets as table stock.

Now, I think it is interesting to note that for the first time.in
history Canada filled its seed quota of 114,000 hundredweight. And
while legitimate seed shipments do occur in the late fall and early
winter months with destinations being in Florida and other south-
ern producing areas, I think it is rather unlikely that any potential
seed buyers would require shipments to Bronx, N.Y.; to Chelsea,
Mass.; Huntspoint, Conn.; Newark, N.J.—just to mention a few of
the January destination points.

The practice of repacking seed into table stock also circumvents,
as Ms. Kelley answered in response to Senator Mitchell’s questions,
the Canadian table stock grade standards which require a 2% inch
minimum sizing of potatoes, meeting appearance and visual quality
standards.

Seed standards differ only in that a certification of quality and
the absence of disease is required. There are no sizing standards.

By 1987 the differences in the tariff rates are going to disappear
as Canada and the United States attempt to harmonize their
potato tariffs as a result of the multilateral trade negotiations. I
know that a number have argued that therefore there is no sense
in resorting to the end use, that it is unnecessary at best, and only
a short-term solution. I notice the chairman is sort of smiling in
anticipation of this particular argument. But, in fact, it is not the
case. An end-use provision will protect not only the U.S. producers
from the practice but it will also protect the table stock standards
of the Canadian shippers. And that;T-assume, is why the farmers
and the growers in Canada are concerned that this table stock is
being—that the seed is being diverted, as a matter of fact.

An end-use provision will also insure that table potatoes entering
the United States from Canada are of the quality and standards es-
tablished by the Canadians themselves.

Finally, a designation will also improve the product flow into
eastern markets. Currently we have very wide discrepancies in the
import records of our U.S. Department of Agriculture, the
Department of Commerce, and the export figures of the Canadian
Government. And, without question, this has resulted in a great
deal of confusion over how much seed Canada is actually exporting
into this country.

98-%c32 0O - 82 - 22
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At present the Customs Service has to rely on the product desig-
nation or the seed tag that certifies that the Canadian Government
has inspected the potatoes and that they meet seed-quality require-
ments. The service has no jurisdiction, in its view, for determining
the end or ultimate use of the product or destination. Frankly, 1
find the current situation unacceptable. If you have a large load of
seed potatoes heading for Boston, Mass., in January, it seems to me
a red flag ought to be raised immediately, and that the Customs
Service should be contacting the agricultural marketing service of
PACA to say, “Hey, take a look at this shipment. We don’t think it
is going to be planted, unless you are going to do it with shotguns,
into the soil of Boston or surrounding areas during the month of
January, February, or March.”

Now, the service is currently required to allow into the country
all seed potatoes which have been certified to have been grown and
approved especially for use as seed. It is obvious to me that the
original purpose of the separate tariff items was to distinguish be-
tween seed and table stock, and though the language is somewhat
ambiguous I think the intent is quite clear. There was and is a dis-
tinction between the two products and their ultimate use.

Mr. Chairman, the potatoes entering the United States from
Canada under the seed quota, benefiting from the lower duty
should be planted by potato farmers as intended, they should not
be repacked only to be resold in our markets and our supermar-
kets. Neither the consumer nor the farmer-producer is benefiting
from this practice, and I would urge your support for this legisla-
tion.

Senator DANFORTH. Senator Mitchell?

Senator MiTcHELL. I have no questions, Mr. Chairman. I merely
wanted to commend Senator Cohen for his very effective and per-
suasive statement and for his continuing efforts and support for
the Maine potato growers over many years. .

Senator DANFORTH. Can you tell a seed potato from a nonseed
potato?

Senator CoHEN. Can I tell one? No.

Senator DANFORTH. Can they be identified?

Senator CoHEN. Only in terms of perhaps size. Generally they
are of the same essential appearance, but there is a size difference.
That’s what makes it so difficult. When they start just tagging
them as seed potatoes and put a red tag on, we certify that there is
no disease, they are free from disease, and they are intended for
seed potatoes. Our officials say that is none of our business; once
the Canadians have certified it, it's free to go.

Senator DaANFORTH. Could they find out through the Customs -
people? Would a Customs officer know the difference, whether they
were seed potatoes? :

Senator CoHEN. The key would be destination. There is almost a
resumption of guilt at that particular point. But other than sur-
ace appearance, I think there would not be a marked distinction.

Senator DaNFORTH. Could an expert tell the difference? Is there
a difference between a seed potato and the other?

Senator COHEN. Only in the size requirement. There is essential-
ly no difference. .
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Senator DANFORTH. Thank you very much. Next we have two
witnesses on S. 1565: Gustave Fritschie and Joseph Amore.
Senator MiTcHELL. Mr. Fritschie, we will begin with you.

STATEMENT OF GUSTAVE FRITSCHIE, VICE PRESIDENT,
GOVERNMENT RELATIONS, NATIONAL FISHERIES INSTITUTE

Mr. FritscHIE. Thank you very much, Senator Mitchell.

I am very pleased to be here this morning to testify in strong
support of legislation introduced by you and several other cospon-
sors in the Senate, S. 1565, which would immediately reduce the
customs duty on synthetic fiber fish nets and netting to a rate of 17
percent ad valorem.

As you indicated in your earlier opening statement, similar legis-
lation, H.R. 4002, has been favorably reported by the House Sub-
committee on Trade under the chairmanship of Representative
Sam Gibbons, and it is also my understanding that the legislation
will likely be favorably considered by the full committee in the
near future. ’

I have a prepared statement which I ask be included in the
hearing record, and I would like to make several points at this
time.

First, the legislation is very important to U.S. fishermen for sev-
eral reasons, one particularly in New England and in your State of
Maine, and in areas such as Portland, Prospect Harbor, Rockland.

The fishing industry over the past several years has had signifi-
cant economic difficulties, caused in large measure by a very re-
strictive management plan on ground fish which aggravated a sig-
nificant increase in overhead costs, including diesel fuel, ice, food,
nets and netting, other necessary supplies for a fishing vessel.

The seafood industry recently was successful in getting a revised
management plan adopted by the Government, which will hopeful-
ly improve fishing conditions in the ground fish fleet, and at this
time it is important to carry on with that momentum by reducing
artificially high overhead costs confronting the fishermen.

As you indicated, again, in your statement, fishermen in New
England pay approximately $15,000 a year in net and netting costs.
At a current tariff rate of approximately 40 percent ad valorem,
somewhere around $6,000 in additional costs will have to be borne
by fishermen in New England in order to acquire (1) the type of
netting which is generally not available in the United States, and
(2) a netting which is signficantly superior in fishing characteris-
tics, according to fishermen that I have spoken with, than nets and
netting available in the United States.

The cost differential is, of course, exaggerated as the cost of the
initial nets get higher, and results in a more significant burden on
the fishermen. Fishing vessels in Alaska may spend approximately
$100,000 on netting. This would result in a tariff of approximately
$40,000. Your legislation would reduce that tariff to $17,000, result-
ing in a $23,000 savings per vessel.

I believe that the reduction in the tariff, which will be carried
out gradually, anyhow, will not adversely impact the domestic net
and netting industry. One, two-thirds of the netting used in the
United States over the past decade and more has been produced by
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the domestic fish net manufacturers. Second, if your legislation is
adopted by the Congress there will still be a very high 17 percent
tariff on fish nets and netting. There are very few other tariffs in
the Tariff Code which are as significant as that, much less the cur-
rent 40 percent ad valorem tariff. Third, it is likely that the net
and netting industry would be provided protection under the Multi-
fibers Agreement, and it is also protected under statutes which reg-
ulate adverse types of trade practices. Finally, the fishing laws of
many coastal States do not permit the use of monofilament nets in
State waters as a conservation measure, and thus a significant
amount of netting would continue to be supplied by domestic net
manufacturers.

In conclusion, Mr. Chairman, the institute believes your proposed
legislation is most compatible with this Nation’s overall trade
policy.

In the seafood industry we have been working aggressively with
the Departments of State and Commerce and with the U.S. Trade
Representative’s office to reduce or eliminate existing tariff and
nontariff trade barriers on the exportation of U.S. fishery products
to other nations.

Most recently the Government of Japan has announced a reduc-
tion in trade barriers in various agricultural and fishery items.
Adoption of your bill will signal to the Japanese that there are
benefits to be derived from free international trade.

Mr. Chairman, we strongly support your bill, and we trust that
the Senate Finance Committee will move expeditiously towards
passage.

Thank you.

Senator MircHELL. Thank you, Mr. Fritschie.

[The prepared statement of Gustave Fritschie follows:]
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Mr. Chairman, I am Gustave Fritschie, Vice President, Governmenc
Relations, of the National Fisheries Institute. The Institute is
a national trad- association representing more than 1,200 member
companies which harvest, process and distribute fish and seatood
products. I am pleased to have the opportunity to appear today and
téstify in support of S. 1565, which would reduce customs duty on
the synthetic fiber fish nets and netting to a rate of 17% ad vaiorem.
This legislation is responsive to the current economic situation in
the seafood industry and to ongoing efforts by the industry and the
government to accelerate development cf the Alaskan groundfish
industry. The reduction to a 17% ad valorem rate proposed in S. 1565
would, if passed, bring into effect immediately the phased in reduction
agreed tc by the United States in 1979 during the Multilateral Trade
Negotiations. At the present time, the effective duty rate is
approximately 40% ad valorem. It is scheduled to be reduced to
17% by 1989.

At the current time, the U.S. commercial fishing industry uses
approximately $25 million worth of fish nets and nettings annually.
According to statistics, usage of fish nets increased from 3.2
million pounds in 1970 to 6.3 million pounds in 1980. Even with
the current high rate of duty, U.S. consumption of imported nets
and nettings increased through the 70's, but declined in 1980 and
1981 to a level of 1,662,000 pounds. This decline is due, we
believe, to the current economic difficulties confronting the
seafood industry. According to comments from the industry, the
level of imports is due to the quality of the monocfilament webbing
which is lighter and ensures exact mesh size. Another important
reason for the level of imports is the limited synthetic net and
netting production in the United States. Thus, the current high
tariff is not providing protection for the U.S. net and netting
industry since the industry does not produce a comparable product.

At the same time, this tariff imposes a significant financial
burden on the United States fishing industry. According to statis-
tics obtained from the National Marine Fisheries Service, initial
costs for a net for a fishing vessel entering the Alaskan groundfish
fishery is approximately $100,000. The passage of this legislation
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would reduce the tariff from $40,000 to 5$17,000. The resulting
$23,000 in savings per vessel is significant particularly since
all sectors of the fishing industry have been impacted by increased
overhead costs including diesel fuel prices. Other segments of

the industry, including the East Coast groundfish fleet, the salmon
fleet and the shrimp fieet, would incur similar savings.

The Alaskan groundfish fishery is currently fished primarily
by foreign nations, with more than one million metric tons of fish
harvested in the fishery conservation zone off Alaska. A reduction
in the tariff would complement congressional intent expressed in
the American Fisheries Promotion Act and in pending amendments to
the Magnuson Fishery Conservation and Management Act to provide for
the developmert of fisheries which are currently underutilized by
the United States industry, including bottomfish off Alaska.

I believe the domestic net and netting industry, which produces
two-thirds of the domestic fish netting requirements, will still be
protected if S. 1565 is adopted. The proposed 17% "tariff is still
quite high, the domestic net and netting industry 1s covered by
the Multifibers Agreement and is afforded protection under statutes
which regulate types of trade practices. 1In addition, the fishery
laws of most coastal states do not permit the use of monofilament
nets in state waters.

Finally, the Institute believes the proposed legislation is
compatible with this nation's overall trade policy. In the seafood
industry, we have been working aggressively with the Departments of
State and Commerce to reduce 5: eliminate existing tariff and non-
tariff trade barriers to U.S. fishery products. The government of
Japan has announced a reduction in trade barriers on various
agricultural and fishery items. Adoption of this legislation
would signal to the Japanese that there are benefits to be derived

from free international trade.

~ In summary, Mr. Chairman, enactment of S. 1565 would: (1) result
in an immediate cost savings of between $2,000 and $100,000 annually
per vessel; (2) implement a duty reduction already aqreed to in the
1979 Multilateral Trade Negotiations:_ (3} sucrport U.S. initiatives -
to"reduce foreign tariff and non-carifi trade barriers on U.S.
fishery products; {(4) maintain adequate protection for the domestic
net and netting industry; and (5) recognize that the U.S. net industry
is not producing all the monofilament nets and netting utilized in
our salmon, shrimp and bottomfish fisheries. I urge your committee
to support this legislation and thank you once again for the opportunity

to testify.
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STATEMENT OF JOSEPH R. AMORE, VICE PRESIDENT OF SALES,
NYLON NET CO., REPRESENTING THE AMERICAN NETTING
MANUFACTURERS ORGANIZATION, MEMPHIS, TENN.

Mr. AMoRe. Mr. Chairman, I am Joseph Amore, vice president of
sales of the Nylon Net Co. I am accompanied, on my left, by Mr.
William Ince of the law firm of Williams & Ince.

The 12 member companies that comprise the American Netting
Manufacturers Organization produce approximately 90 percent of
all fish netting manufactured in the United States.

S. 1565 would immediately reduce the tariff on imported fish net-
ting and nets of man-made fibers from 36 percent ad valorem
equivalent to 17 percent ad valorem. This 55-percent reduction in
tariff protection was negotiated in the recent Tokyo round.

The purpose of staging tariff reductions over a period of years is
to allow the U.S. industry affected by the consequent loss of tariff
protection the opportunity to adjust gradually to the expected in-
crease in foreign competition.

The U.S. fish netting industry has been particularly hard hit by
import competition, mainly from the Far East. However, the indus-
try is taking steps to improve its competitive position. These steps
will take time. For this reason we oppose the early and immediate
reduction called for by this bill.

The industries in Korea and Taiwan have much lower wage rates
than we do, and that accounts for their ability to undersell us. In
Japan, vertical integration allows the netting manufacturer to
price his product lower than we can.

The imported netting is not necessarily of a higher quality than
ours; in some cases our customers buy from us at higher prices be-
cause we have a better quality. But if the imports are priced so low
that the fisherman has no choice, we cannot compete.

In the face of severe import competition, the U.S. industry is
struggling to improve its competitive position. Two examples will
demonstrate our efforts:

For many years the domestic industry was excluded from the lu-
crative salmon gill netting market because the special yarn re-
quired to produce the competitive gill netting was not available
from U.S. synthetic yarn manufacturers, and the Japanese yarn
producers would only sell the yarn to U.S. netting producers when
demand for the gill netting was weak. Récently, however, Nylon
Net Co. has persuaded the Firestone Fibers & Textiles Division to
produce a yarn specifically for salmon gill netting. Nylon Net Co.
has made substantial capital investment in machinery, equipment,
and technology to make use of the new yarn.

The example of the salmon gill netting yarn development follows
by not more than 1 year another joint development project under-
taken by Firestone and Nylon Net Co. to develop a special yarn for
use in making tuna netting.

In most fisheries the cost of netting is not a significant portion of
the fisherman’s total cost. If this bill were to be enacted, the result-
ing sudden reduction in tariff would be of no benefit to the U.S.
fishing interests; the fishermen would see no lowering of the prices
to them for foreign netting; the foreign manufacturer or the U.S.
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importer would reap the windfall proﬁt that would result from
such a reduction.

U.S. netting manufacturers are typlcally small, closely held con-
cerns. Far Eastern textile industries benefit greatly from vertical
integration. The Japanese netting industry, for example, has 10
times the U.S. production capacity. Without tariff protection, the
U.S. industry cannot survive. If there is no viable U.S. netting in-
dustry, the U.S. fisherman would then be entirely at the mercy of
foreign netting manufacturers who can then raise prices at will,
imrestrlcted by either domestic competition or the U.S. antitrust
aws

The U.S. fish netting industry opposes this bill because the bill
would immediately telescope staged reductions in the tariff on im-
ported fish netting and nets of man-made fiber, and thus deprive
the industry from needed protection while it attempts to adjust to
the already severe import penetration.

Thank you, Mr. Chairman.

Senator DANFORTH. Thank you very much.

[The prepared statement of Joseph R. Amore follows:] -
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TESTIMONY OF

JOSEPH R. AMORE

VICE PRESIDENT, SALES AND MARRETING
NYLON NET COMPANY
BEFORE THE SUBCOMMITTEE ON INTERNATIONAL TRADE
OF THE COMMITTEE ON FINANCE
UNITED STATES SENATE

JuLY 22, 1982

Summary of Testimony of Joseph R. Amore On Behalf of the American

Netting Manufacturers Organization In Opposition to §.1565.

S. 1565 would immediately reduce the tariff on imported netting
and nets of man-made fibers from 368 to 17% ad valorem. This
reduction has already been negotiated ané is scheduled to go
into effect in stages over an eight-year period. An immediate
reduction would seriously hinder the U.S. netting industry in
its attempt to adjust to import competition and depressed mar-

ket conditions.

Imports, mainly from the Far East, amount to almost 30% of U.S.
consumption.
There is a history of dumping of fish netting by Japan, the

largest supplier of netting to the United States.

Large segments of the market - notably tuna netting - have been
lost to the domestic industry because of tariff loopholes.

The U.S. netting industry is making demonstrable efforts to
iﬁprove its competitive position vis-a-vis imports: at least

two new types of yarn have been developed in the past two years.

A reduction in the tariff on fish netting would likely

not be passed on in savings to the U.S. fishermen. There
is no Canadian tariff, and the price paid for imported
netting by Canadian fishermen is the same as that paid by
U.S. fishermen.

An immediate reduction in the tariff on fish netting and
nets would demoralize and devastate a struggling U.S. 1ndu§-

try.
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TESTIMONY OF
JOSEPH R. AMORE
VICE PRESIDENT, SALES AND MARKETING
NYLON NET COMPANY
ON BEHALF OF
THE AMERICAN NETTING MANUFACTURERS ORGANIZATION
IN OPPOSITION TO S.1565

JULY 22, 1982

INTRODUCTION

The 12 member companies that comprise the American Netting -
Manufacturers Organization (ANMO) produce approximately 90 percent
of all fish netting manufactured in the United sStates. ANMO mem~
bers are loc;:;;V;htoughout the United States (See Sppendix A).

5.1565 would immediately reduce the tariff on imported fish
netting and nets of man-made fibers (virtually the only type of
commercial fish netting used today), from 36% ad valorem equivalent
to 17% ad valorem. This 55% reduction in tariff protection was
negotiated in the recent "Tokyo Round"™ of Multilateral Trade
Negotiations. As is true for virtually all negotiated tariff
reductions, the fish netting tariff reduction is staged over eight
years; for textiles tiie staging started in January 1, 1982, with
the final reduction to 17% ad valorem scheduled to go into effect

in 1989. Thus, one of the staged reductions has already occurred.
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The purpose of staging tariff reductions over a period of years
is to allow the U.S. industry affected by the consequent loss of
tariff protection the opportunity to adjust gradually to the expected
increase in foreign competition. Reductions in textile tariffs gener-
ally were scheduled to commence later than other tariff reductions,
in recognition of the fact that the U.S. textile industry has been
particularly import-sensitive.

The U.S. fish netting industry is no exception; it has been
particularly hard hit by import competition - mainly from the Far
East - and in a variety of ways, as detailed below. For this rea-
son, ANMO opposes the early and immediate reduction called for in

$.1565. ~

. Import Competition

Imports of fish netting and nets of man-made fiber have con-
sistently amounted to between one-quarter and one-third of consump-
tion. Appendix B shows such imports by source for the most recent
five years. Appendix C compares imports with domestic production
and consumption. ~The U.S. netting industry currently suffers from
close to a 30 percent 1mpo¥t penetration, at a time when demand
is extremely low. .

Three Far East countries - Japan, South Korea and China (7T)-
have consistently accounted for the great bulk of the imports,
more than three quarters in the years 1977 - 1981. Japan is the
dominant supplier, accounting for 55 to 70 percent of the total

imports.
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Dumped Imports
Import competition, substantial as it is, has not always been

fair. In 1972, ANMO was successful in proving that Japanese fish
netting was being dumped in this country. However, due to lax
enforcement of the antidumping finding, until recently Japanese
imports have been largely unaffected by the imposition of dumping
duties, With the stiffening in enforcement of the finding, signifi-
cnat dumping duties are about to be imposed (see Appendix D).
Since the majority of Japanese netting is of a type called double-
knot salmon gill necting, there was a recent attempt to overturn
the dumping finding as to this type of netting. The attempt was
unsuccessful at the administrative stage since the U.S, Inter-
national Trade Commission determined that the U.S. industry would
be materially injured if the finding were modified. However, the
determination is being appealed to the U.S. Court of International

~

Trade.

Off-shore Purchasing

Other developments have contributed to a reduction in the mar-
ket for U.S. fish netting.

For many years a tariff loophole permitted the U.S. tuna fleet
to purchase nets and netting in the Panama Canal 2Zone without pay-
ing duty when they returned to home (U.S.) port. This market -
estimated at about $3 million annually - was entirely lost to

foreign netting. Although that loophole was closed when the Zone
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became part of the Republic of Panama, a significant (and growing)
segment of the U.S. tuna fleet is now operating in the western
Pacific, where it can continue to purchase duty-free netting.

In addition, there are an incteasing number of joint ventures
between U.S. and foreign fishermen, where the catches are delivered
to foreign-owned processing vessels on the high seas, and often
ﬁartly paid for in foreign-made nets and netting, without payment
of U.S. duty.

Efforts To Compete With Imports

In the face of severe import competition, the U.S. industry
is struggling to improve its competitive position. Two examples
will demonstrate their efforts.

For many years the domestic industry was excluded from the
lucrative salmon gill netting market becausg the special yarn
required to produce competitive gill netting was not available
from U.S. synthetic yarn manufacturers, and the Japanese yarn pro-
ducers would only sell the yarn to U.S. netting producers when
demand for gill netting was weak. Recently, however, the Nylon
Net Co. of Memphis, Tennessee, has persuaded the Firestone Fibers
and Textiles Division to produce a yarn jointly developed by Nylon
Net and Firestone specifically for salmon gill netting. Firestone
has the capacity and the commitment to provide a continuous and
dependable supply of this yarn in commercial gquantities to the
U.S. fish netting-industry. 1In reliance, Nylon Net Co. has made
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substantial capital investment in machinery, equipment and tech-
nology to make use of the new yarn.

The example of the salmon gill netting yarn development follows
by not more than a year another joint development project undertaken
by Firestone and Nylon Net Co. When the tariff loophole for tuna
netting was closed, the U.S. netting industry and the U.S. tuna
fishing industry, in a unique instance of cooperation between U.S.
suppliers and their potential customers,agresdthatthe tuna fleet would
be allowed to continue purchasing duty-free foreign negting for a
period of time during which the U.S. netting industry would develop
and produce acceptable tuna netting. 2c¢ the end of the period, the
tuna fleet would start to buy from U.S. netting producers. This
agreement was embodied in special legislation, passed by Congress
in 1979, 1In résponse to the challenge to develop and produce
acceptable tuna netting, Nylon Net and Firestone first developed a
special yarn for use in making tuna netting. The venture was
successful, and the resulting netting has been tested on U.S. tuna
vessels and found to be acceptable, or even preferable to foreign
netting.

These are the kinds of efforts that the staged reduction in
tariff allow; if the tariff were to be cut in one step, as §.1565

would dicpate, the resulting import surge would so devestate and

demoralize this struggling industry that many cf its members would

not survive.
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No Advantage to U.S. Fishermen

If S.1565 were to be enacted, the resulting sudden reduction
in tariff would be of no bDenefit to U.S. fishing interests, the
intended beneficiaries of the measure. The fishermen would see
no lowering of prices to them for foreign netting. éhe foreign
manufacturer or exporter, or the U.S8. importer or distributor would
reap the windfall profit that would result from such a reduction.
We need only look north of the border to Canada for proof of this
phenomenon. Canada bound the tariff on fish netting imports at
zero years ago. Since then, and currently, there has been no
significant production of fish netting in Canada. As a result,
Canadian fishermen pay the same price for Far Eastern netting
that their U.S. counterparts on this side of the border pay.

The Canadian example has another lesson for the U.S. fisher-
men. Without tariff protection, the Canadian netting industry
has been unable to survive competition from the Far East. The
same thing could easily happen here. U.S. netting manufacturers
are typically small, closely-held concerns. There are few con-
glomerates with the resources or desire to make the kind of
capital investment necessary to compete against the monolithic
Far Eastern textile industries who benefit greatly from vertical
integration. The Japanese netting industry, for example, has 10
times the U.S. production capacity ~ a Goliath compared with our
David. Without adequate tariff protection, the U.S. industry can-

not survive. If there is no viable U.S. netting industry, the
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U.S fishermen would then be entirely at the mercy of foreign
netting manufacturers, who can then raise prices at will, un-
restricted by either domestic competition or the U.S. antitrust
laws. ‘

The demise of the U.S. netting industry would also have
serious implications for the nation's defense. Several of ANMO's
members manufacture netting to be used for camoulflage purposes.
This retting would have to be supplied from foreign sources,

which in time of war could well be difficult or impossible.

Conclusion

The U.S. fish netting industry opposes S$.1565 because
the bill would immediately telescope staged reductions in the
tariff on imported fish netting and nets of man-made fiber, and
thus deprive the industry from needed protection while it attempts

to adjust to already severe import penetration.

98-592 0 - 82 - 23
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APPENDIX A - PAGE 1

4/82
American Netting Manufacturers Organization Members

Bayside Net and Twine Company, Inc.
P.O. Box 3160
Brownsville, TX 78520

" Blue Mountain Industries
Blue Mountain, AL 36201

Brownell and Co., Inc.
Moodus, CT 06469

Carron Net Company, Inc.
1623 Seventeen Street
Two Rivers, WI 54241

FNT Industries
927 First Street
Menominee, MI 49858

Hagin Frith & Sons Company
Wyandotte Road
Willow Grove, PA 19090

Harbor Net and Twine Company, Inc.
1010 J Street
Hoquiam, WA 98550

Koring Brothers, Inc.
2050 West 16th Street
Long Beach, CA 90813

Mid Lakes Mnaufacturing Co,
P.O. Box 5320
Knoxville, TN - 37918
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APPENDIX A - Page 2

American Netting Manufacturers Organization Members (cont'd)

Nylon Net Company
7 Vance Avenue
Memphis., TN 38101

Northwest Net & Twines, Inc.
1064 East Pole Road
Everson, WA 98247

First Washington Net Factory, Inc.
P.O. Box 310
Blaine, WA 98230



APPENDIX B

U.S. IMPORTS FOR CONSUMPTION OF FISH NETTING OF MANMADE FIBER, BY COUNTRY

1977 - 1981
{Quantity in Pounds)

Comtry 1977 1978 1979 1980 1981
Australia 1] Q 0 [+) 0
Belgium 375 2,107 2,392 10,055 7,705
Canada 45,065 92,733 129,712 126,547 140,424
China (M) [} 4] 1] 0 13,673
China (T) 115,079 130,914 79,566 122,401 276,644
Dermark 7,896 20,709 21,857 28,749 23,821
Finland 0 V] 22 381 [/}
Germany 0 0 2,740 13,040 0
Hong Kong 0 1,479 1,132 1,168 265
Iceland 0 772 2,776 752 824
Ireland V] /] 0 2,128 [}
Italy 0 0 176 4 0
Japan 955,0€% 1,198,004 1,611,403 1,127,353 813,897
Korean Rep, 235,431 202,627 179,127 297,842 98,458
Mexico 28,003 44,552 37,530 16,396 0
Netherlands 894 1,360 430 .6,953 1,411
Noxway 2,000 175 440 18,182 529
Panama 26,356 14,517 Q 800 5,546
Peru 0 0 36,290 0 582
Philippine Rep. 8,000 26,283 9,750 18,733
Portugal 20,524 52,801 96,976 99,885 27,067
Ramania 0 V] 0 [} 0
Spain : 0 0 7,330 36,009 30,260
Sri Lanka 1,119 0 0 0 0
Sweden 882 40 0 669
Thailand * 1,857 12,283 25,684 22,232 1,461
Trinidad 0 0 0 0 0
United Kingdom 13,526 37,989 48,179 . 106,104 39,135

1/ Includes 4,452 pounds imported from France and 590 povnds imparted from Indonesia.

Source: OCompiled fram official statistics of the U.S. Department of Cammerce,

wWilliams & Ince
July, 1982

t

0S8



APPENDIX C

Fish Netting and Fish Nets of Man-made Fiber: U.S. Shipments, Imports for Consumption, Total U.S.
Exports, Apparent Consumption, and Ratio of Imports to Apparent Consumption, 1977-1981.

Imports Ratio Imports to
U.S. for u.s. Y Apparent Apparent
Year Shipments Oonsumption Exports Consurption Consumption
Quantity
(1,000 1bs.) (Pexcent) .
1977 4,393 1,453 2/ 5,846 24.9
1978 4,950 1,822 277 6,545 27.8
1979 5,567 2,315 199 7,683 30.1
1980 4,419 2,047 2711 6,195 33,0
1981 4,365 1,501 359 5,507 27.3
Value
($1,000)
1977 11,598 4,483 2/ 16,081 27.9
1978 13,582 6,302 405 19,479 32.4
1979 16,690 9,225 476 25,439 36.3
1980 14,301 7,237 774 20,764 34.9
1981 14,541 5,771 843 20,312 28.4

Y/ Bport Classificaiton includes fish netting and fish nets of textile materials,

2/ Not separately reported.

Source: U.S. shipments are estimated total shipments based on compiled data furnished by ANMO members,
imports and exports campiled from official statistics of U.S. Department of Commerce.

Williams & Ince
1620 Eye Street, N.W.
washington, D.C,

198
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APPENDIX D - PAGE 1

El! Federat Register / Vol. 46, No. 86 / Tuesday, May 5, 1981 / Notices
Fish Netting of Manmade Fibers From
Japan; Preliminary Results of
A Review of A ping
Finding

AGENCY: Inlernational Trade
" AdminTetration, Commerce.

Notice of Preliminary Results of

Admi ¢ Review of Antidumping
Finding.
SUMMARY: The Department of
Commerce has conducted an
sdministrative review of the
/- id g finding on fish netting of
manmade fibers from Japan. The scope
DEPARTMENT OF COMMERCE . . of the review covers 21 manufacturers
and 25 other exporiers of this
international Trade Administration merckandise to the United States. The
review covers varying time periods for.
Ferrochrome From the Republic of manufacturers and exp "
South Africa May 31, m'o. This review indicales the
' of dumping ins in
AGENCY: Internationa! Trade particular periods for certain
Administration, Commerce. manufacturers snd exporiers.
ACTIOX Amendment to Notice of As a result of this review, for the one
Countervailing Duty Order. exporter with sales :'cﬁvlly t.hllu”
1aed ad informats

SUMMARY: This notice is to advise the ~ Depariment bas preliminarily

public that the Department of Commerce determined to assess dumping duties

is amending the "Notice of equal 1o the calculated difference
countervailing duty order” on between United States price and forelgn
ferrochrome from the Republic of South ~ market value on each of ite shipments
Alrica 1o include ferrochrome currently  occurring during the e?v.‘r"d.perlos..
classifiable under item number 923.18of  Where company-supp "
the Tariff Schedules of the United States W8 inadequate or no information was

[rsus).* received, the Department bas used the
arrecnve best infonnation available. Intereated
OATE: March 11, 1081, ‘pariies are invited to comment on these

POR FURTHER INFORMATION CONTACT: preliminary results.
Joseph A. Black, Office of Compliance, EFFECTIVE DATE: May 5. 1081,

Room 1128, """l';‘s‘“’“" Trade ¢ FOR FURTHER INFORMATION CONTACT:

A domin, Dep o 4
Commerce, Washington, D.C. 20230 Harry A Patr h"‘;“:"}"! °l m;’““{,‘k
(202-377-1774) Depariment of Commerce, Washington, .
SUPPLEMENTARY INFORMATION: The D.C. 20230 {202-377-3813).

Degcrm;em of Oolmrcm; p«bl:’l;ed in. SUPPLEMENTARY IRPORNATION:
nolice of countervailing duty order
g: z!;oden] Allt.gsmz‘h oo :f,’,’“ 0, zmu Procedural Background

155). Although the T COV On Junse 8, 1972, & dumping finding
all ftrroci\romc exported from the with respect to fish umn’:no‘f manmede
Republic of South Alrica the notice only  fibers from Japan was published in the
cited ferrochrome currently classifiabls  Foderal Reglsier a3 Treasury Declsion
under {tem number 806.22 and 80824 of 73388 (37 FR 11800). O January 1, 1960,
the Toriff Schedules of the United States the provisions of title ] of the Trade °
(T8US). Ferrochrome currently ts Act of 1078 became
classifisble under ltem aumber 823.380f  gffective. Title | replaced the
the TSUS was inadvertently omitted. of the Antidumping Act of 1821 {“the

Accordingly, we bereby amend our 1621 Act™) with a new title VII to the
potice by adding $23.18 to the list of Terifl Act of 1830 {“tde Tariff Act™). O
TSUS item numbers under which Jsnuary 2, 1960, the suthority for
ferrochrome is currently classificable. edministertng the antidumping duty law
Deputy Asntonts e Tresnuey to the Beparomsarar !
ty Assislant Secretory for loport  + asury to t
mmm Commerce (“(he Department”). The
PR Doc. €3-10811 Piivd 6402, 88 amj Department published in the Federal
SRLLING 000K 5090-00-88 Register of March 28, 1060 (48 FR 20611~

205612) a potice of intent o conduct



3563

APPENDIX D - PAGE 2

—_— Federal Register /| Vol. 46, No. 88 / Tuesday. May 5. 1881 / Notices 25119
— e e
administralive reviews of all " defined in mli?nhﬂz of the Tariff Act N —y——
ding dumping finding: or section 203 of the 1921 Act. a3 A
required by section 751 of the Tariff Act, appropriste. Purchase price was based =
the Department has conducted sn on the CIF, packed price 1o unrelated 1017 “nm |y
adminiatrative review of the finding on purchasers in the Unhed States. Where  'o3% forvie On, Li/.
lﬁsh nesll_ihn. o!bmanml'de fibers lrom‘ & spplicable, deductions were made for o tu b e
apan. The subslantive provisions of the  ocean freight, marine insurance end w13
1921 Act and the sppropriate Customs shippi . No other adj t e Joriach Bt AR, ‘B
s:lr;llclcdke.;hu:‘m npp;y toall w.ffd.u."' :dr':v'mu‘:l: rad Bosen x mm—s?:u: &;1
unliquidated entries made prior 1o 1780120/ N
Janvary 1, 1980, Foreign Market Value s Fervg iy ., VIR 132
Scope of the Review In ‘:’!‘“"W ""‘l“’ "‘;"‘ﬂ ‘;l“’v - T mnm e
since thers were no sales by the firm in WIS B3
.himgo'r‘t; et;vrcr:d bl);.i this rvicw n;’ the home market of such or similar by e R R,
ﬁbfnec o “" ;" l;"'t‘:l m":,""‘l e merchandise, the Department used the T e wa
355 .gzo“";'d",_,.ysc.;;; I!.lh".l"n ;,.' '€M8  price 10 purchasers In a third country WIS £33
Schedulen of the Unit % st tt ari (Canada), ss defined in seclion 773 of RohBer My Co LMl MM NS
Annotated (TSUSA). ed States ff Act or section 205 of the 1921 K m e
The Depariment knows of a total of 85 PP;:P:;‘@ améf; m;':’ My Ca. M/ TeA3 B3
]cplnfeu firms :’nglsed in the rice wl:; pasec on :'h"’” e Yoo Indrg Ca. L - WATISAUN BT
manufscture and exportation of fish o "0
netting of manmade fibers to the United g’ ocean freight, maring surance and  rum rony s say -
States. This review covers 48 of them (21 shipping charges. oot mmm-um » S
manufacturers and 75 non- ‘ Although ndlumlmmd\van cleimed prighcq iy B oo
manufacturing exparters) for all time or P and a o Nomm Paney wim-ae a3
periods through May 31, 1980, during Ro supporting documentation was e b
which shiprents of fish petting of furnished aad they were disallowed. No PO e MMM HA
manmade fibers may have been made to °“‘;" adjustments were claimed or P i il
the United States, and for which made. . WIS B
appraisement instructions (“master Pralimisary Resuhts of the Review Denmesintsstedennll-vvics-+ i SR -4
Lists™} have not been Isaued. Therefore, y Wi B
different time periods are involved for As o result of our comparison of Rocs S - s .
different firms. The remsining firms United States price to foreign market Honsty L mﬂ ;,'};,';‘ ::’
were discovered late in the review and  value we preliminarily determine that an e
wl%l"belcovenldui‘n B:ub:‘eque:ﬂ review.  the following margins exist: Noachs Sems Cv. Lyy VTR 21
T 1] .nuco '] pl‘ me'n ‘s . KXY Cop —_—— MU 100
review of c‘:lrlu. liquidated as of o oo porce o E:mlg'ﬂ,; "f
January 1, 1960 and w;crgd by - o Forwy et by u:””'w. et
vite: L duiion as bosn sospenged D wmanm e o SRR B
. M4
pending disposition of the tasue. WA B On. LitMaeste tum Corp . 411, 4
Seven exporiers staled that they did Me L KR pineuni 1D e temeCa . LI 84
?obt.::poa:gl ;‘ndmng omumnde ' inm mo
i [ .S. during the periods o /78-8730 N
review. ‘mne"h n)n'lﬂl’llll!lc; urf Ara Corpory. U . t:k&:g un
exporters, whose suppliers failed to 1 o g
respond, s01d only to the United States A Gomi KK ﬂk}’;l: .:; 0:11’—.0! o :.:
ge the ;ul pedo;l.'ﬂu:olimled Pryri T imdae B3 Uortun Sreten Vinaaie ue
posit rate for these firms shall be -~ N nn pyisd
.buﬁdr on the 30:}: r;cenl In!ormalion‘for o il s co x:z::mmu =‘t
each firm, or (he highes! current rate for  Hehodme Sengu Cn Uonin Co. L . .. WEILLIVM 118
responding firms. One firm with sales ey y Soro ongu Ca., wreinme an imexm e
activity furnished an adequate response.  La/wma 8o e YUTEIRUTY  MKY ¢ WA B3
Thirty-five firms refused to respond or it By MM emann us
provided | q P to our Hrags Fahwng Met Mg On., - wmssmm e
Sesoriers we proseede uie devent DA D oy S S
information available. The best WA B3 G ldAmiiCe L. WIRIBMY BT
information available is the current rete "f.'.',.?.,'.‘ "m Bovhyh gy -]
for the one responding firm, which ls Cold e MTLUSN 1TX Megesd Semcste O L . /TN 118
23.3 percent, except for Hakodale, for pAfliev it 4 priviee bvil
which we used its most recent master WML/ DR w1778 . :;
list rate of 38.27%. tosgn Fahrg Net Wy Co, tachmo Ca. Lt Vi ne
t:lvm Tradng Ce, v m sam ! : w4
nciohing g S picethe i CURLLE B, e TABE 8
n calculsting ed Stales price the - 1750770 W4
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« APPENDIX D - PAGE 3
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Senator MITCHELL. Mr. Amore, I have one question for you.

In your prepared statement you indicated that if this bill were
enacted, if the tariff were cut, I quote your statement now, ‘“The
resulting import surge would so devastate and demoralize this
struggling industry, and many of its members would not survive.”
A few sentences later you say, ‘“There would be no lowering of
prices to the fishermen of foreign netting.”

Hox?; could an import surge occur if there were no lowermg of
prices?

Mr. AMoRE. Well, you are looking at a twofold problem. The im-
ports currently represent about a third of the consumption today,
even with the duty rate as it is today. It is mainly in nettings that
we have been unable, to the present time, or have not chosen to
produce in this country. Those nettings, which are the nettings
that most of the fishermen seem to be most concerned about—with
no domestic competition there is not going to be any lowering of
the price. In Canada this has been proven out.

Senator MITcHELL. Well, if there is only one source, what differ-
ence does the price make? The point is, we are lowering the tariff.

Mr. AMore. Well, it will enable my company as well as other
companies in this country to get into this market. As I said, we
have just recently been able to procure the yarn necessary to make
salmon gill netting, which probably represents 50 to 60 percent of
the import netting coming into the United States.

Senator MiTcHELL. Did you know the tariff is going to be down in
a few years, anyway?

Mr. AMORE. Yes. We are fully aware of that, and we are fully
making our plans and arrangements to be in a competitive position
at that point.

Senator MiTcHELL. But this is not a new proposal. I didn’t dream
up this bill. The first bill, identical to mine, was introduced in
1973—almost 10 years ago.

Mr. AMORE. Well, yes. It does take time to adjust to these things.
Of course, this is the first time that it has been etched in granite
that it is going to be reduced over the next 8 years.

Senator MiTcHELL. But it has taken you 10 years to get to the
point where you are planning to enter the market, and you know
the tariff is going to be down at this level in less than 10 years. It
just seems to be wholly inconsistent

Mr. AmoRE. Well, I don’t think so, again, because of the type of
products that have been brought in. For example, we won a case
several years ago that is still a valid case—a dumping case against
éhe Japanese, where they were dumping netting into the United

tates.

My point, I think, that needs to be realized is that there are
about as many different types of netting as there are tennis rackets
or golf clubs. And because a manufacturer does not make a specific
color or size or shape I don’t think should say that he is not com-
mitted to that marketplace.

Senator MitcHELL. How many manufacturers do you represent?

Mr. AMORE. There are 12 members.

Senator MiTcHELL. How many total employees are involved in
the domestic net industry?

——a, e

=
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Mr. Amore. Mr. Mitchel], I don’t have those numbers at my
hand, although we can certainly get those numbers to you.

Senator MitcHELL. You will supply them to me?

Mr. AMORE. Yes.

[The information follows:]

Senator MiTrcHELL. Would 1,500 seem like a reasonable estimate?
That is the information that has been provided to me.

Mr. AMORE. I would say that is probably right. Yes.

Senator MiTcHELL. And do the net manufacturers produce other
types of nets other than fishing nets, such as athletic nets?

Mr. AMORE. Some do, but to most of them this is a sideline to
their business; in other words, they were in fish netting first, and
as an offshoot of being in fish netting they may be in things like
tennis nets.

Senator MiTcHELL. Can you provide me with an estimate of the
percentage of production represented by those 1,500 employees that
is dedicated to fish nets?

Mr. AMoRrE. Yes; I'm sure we can.

Senator MITCHELL.-So we can see what we are dealing with here
in terms of when you say the industry was ‘“‘devastated,” the mag-
nitude of this. Obviously, to each individual this is an important
matter. I don’t dispute that in each company. But we have to see
what we are dealing with in the aggregate. We are dealing with 12
companies and 1,500 employees, and only a portion of their produc-
tion is devoted to fish netting. I would ask you to verify that.

Mr. AMORE. Yes. I think the 1,500 that been supplied to you is
already qualified as dedicated to the fish netting production, but
we will clarify that.

I would appreciate it.

[The information follows:]

Senator MiTcHELL. Mr. Fritschie, could you give me some indica-
tion of the magnitude of the fishing industry?

Mr. FrirscHIE. The most recent figures are in the 1981 statistical
book prepared by the National Marine Fisheries Service. The
number of fishermen certainly exceed 100,000. I can supply the
exact figure for the record. I don’t recall the figure offhand.

[The information follows:]

Mr. FrirscHIE. My organization represents approximately 1,300,
almost now, shoreside facilities which also do fishing; but those
also employ processing workers who are dependent on a viable fish-
ing industry. Of course, if we don’t get fish from the fishermen, ob-
viously the processing industry is in difficulty.

If I could, Mr. Mitchell, there are a few points that were made by
the other witness that I would like to comment on: (1) one-third of
the netting is imported. That one-third figure has been constant for
many years. For those same number of years the tariff rate has
also been as high as 42 percent ad valorem and is currently only
apIproximately 2 percent lower than that. .

think there has to be a clear presumption that fishermen would
not be paying 40 percent extra for a certain amount of netting if
there was not (1) an absolute lack of that product in the United
States, and (2) a quality differential which encouraged the fisher-
men, even at that immense additional cost, to pay the additional
40-percent tariff.
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Second, the industry has had many years to react to this. Sena-
tor Packwood introduced a bill many years ago, other bills have
been introduced in the other body. In response to the Eastland res-
olution by former Senator Eastland 1..ore than a decade ago, the
fishing made it clear that a prime issue for the industry was the
reduction in the tariff on netting; yet the domestic net industry has
not really responded to those concerns. They haven’t taken advan-
tage of the immense tariff protection to get into other areas of net-
ting.

Third, they indicate that there would be a surge of imports. I'm
not sure whether that will occur. There is a certain amount of net-
ting that people are buying. They are buying it for the gill net fish- .
eries but also for the midwater and bottom trawl fisheries in your
section of the country, and I'm not sure that there would be a sig-
nificant increase. All we are talking about is reducing the exhorbi-
tant amount of extra moneys that have to be paid of the nets.

Fourth, I would have to believe, since the foreign net manufac-
turers are not the parties benefiting from the tariff, they are sell-
ing the nets at a certain price and a tariff is being added on and
paid, in reality, by the domestic purchaser; therefore, I can’t accept
the contention that there will be a massive increase in the cost of
foreign nets and that the fishermen will not benefit. We would not
be supporting this bill if we did not believe the fishermen would
benefit significantly from the reduction in the tariff.

Senator MritcHELL. Thank you, Mr. Fritschie, and thank Mr.
Amore for your testimony today.

_?ﬁnator DaNFORTH. Gentlemen, thank you very much for being
with us.

Senator MiTrcHELL. Mr. Chairman, I have a brief closing state-
ment regarding these bills which I ask to be inserted in the record.

Senator DANFORTH. Of course. Thank you very much, Senator
Mitchell.

Senator MrtcHELL. Thank you, Mr. Chairman.

[Senator Mitchell’s prepared statement follows:]

STATEMENT BY SENATOR MITCHELL, FINANCE COMMITTEE HEARING ON TARIFF BILLS

Today, two issues of great importance to key sectors of Maine’s economy are
before the Finance Committee. I hope that today's hearing will highlight the merits
of my bills and that the Committee will act favorably on them in the near future.

The first issue is the repackaging of imported seed potatoes as tablestock potatoes.
This problem is related to the surge in Canadian potato imports that has occurred
in the last few years. Canadian potatoes sold in the U.S. have experienced a five
fold increase in the last 5 years. Since most of these imports are destined for
Maine's traditional markets, Maine’s potato growers have disproportionately borne
the price-depressing effects of these imports. Behind the rising import levels is
strong Canadian government support for its domestic potato growers.

While the U.S. industry may seek statutory relief from Canada’s unfair trade
%actices, there is action that Congress can take now to relieve part of this problem.

e diversion of imported Canadian seed potatoes into supermarkets gives tariff and
grading advantages to importers of the Canadian product. Under the agreement ne-
gotiated during the Multilateral Trade Negotiations, there is a tariff of 36.5 cents
ﬁ:: 100 pounds on potato imports. At specified levels, the tariff rises to 60 cents.

is level is 114 million pounds for seed potatoes and only 45 million pounds for
table stock. Once the lower table stock quota is reached, there is an incentive for
importers who want to sell potatoes for human consumption to purchase seed pota-
toes and repackage them as table stock.

This practice is allowed because, in the opinion of the U.S. Customs Service, our
tariff schedule requires only that potatoes be certified for use as seed, rather than -
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actually intended for use as seed. This is clearly an oversight, because without an
endl-use requirement the distinction between seed and table stock potatoes is mean-
ingless.

ince entering the Senate, I have sought to enforce an end-use requirement. In
1980, the Senate passed legislation that would have required the President to assure
that no imported seed were diverted for human consumption. Since that legislation
was not enacted, I introduced a similar bill, S. 11, at the beginning of this Congress.
Based on technical comments by the International Trade Commission, I introduced
S.2560, which directly introduces an end-use requirement in the tariff schedule.

The current practice of selling imported seed potatoes as table stock is unfair to
U.S. growers who market table stock potatoes and unfair to consumers who are un-
knowingly purchasing seed potatoes. S. 2560 would stop this practice and help the
Federal government recoup revenues it now loses because seed potatoes have a
lower tariff.

I recommend that the Committee pay close attention to the testimony of Dorothy
Kelley, Executive Vice President of the Maine Potato Council, who has witnessed
first-hand the impact of Canadian imports on Maine’s potato industry.

The second issue before the Subcommittee of importance to the State of Maine
relates to the existing high duty on imported fishing nets. Today this Subcommittee
will receive testimony on S. 1565, legislation introduced by me a year ago which
would greatly benefit commercial fishermen who use synthetic nets in their oper-
ations. A Subcommittee of the Ways and Means Committee of the House of Repre-
sentatives has favorably reported a companion bill (H.R. 4002), which the full
Committee is expected to approve shortly. Both measures would reduce substantial-
. ly the high import unity which our Government now levies on imported synthetic
nets.

Between 1963 and Janaury 1 of this year the tariff was 32.5 percent ad valorem
plus 25 cents per pound of netting. The rate of duty for 1982 is only slightly lower
than the 1981 rate. This rate results in extremely high netting prices for U.S. fisher-
men who cannot obtain in this couniry synthetic nets of certain shapes and sizes, or
nets made of synthetic fibers other than nylon.

A large Maine fishing vessel, for instance, may purchase over $15,000 in netting
over a 12-month period. Because of the steep duty now required under the tariff
schedules of the United States (TSUS), almost $5,000 of this $15,000 amount goes to
Treasury in the form of import duties. On a U.S. tuna fishing vessel, the figures are
even more dramatic. For the large and very expensive purse seine nets used by tuna
g;(l)l%rgen, the duty alone can increase the selling price of the net by more than

My bill would reduce this overly protective duty from its present level of 30.6 per-
cent ad valorem plus 21 cents per pound to 17 percent ad valorem. This would place
the duty rate in line with the 17.5 percent protective duty which currently applies
to imported nets made of cotton. A 17 percent duty would continue to provide a
moderate level of protection for domestic makers of fish netting, but would not have
the same adverse effect on fishing vessel owners and operators which today results
from the established duty.

The United States agreed, at the multilateral trade negotiations (MTN) concluded
three years ago, to reduce gradually its duty on synthetic nets from the existing
rate to a 17 percent ad valorem rate by 1989.

Speciﬁcallg, the current policy of our Government is to collect 30.6 percent ad va-
lorem, plus 21 cents per pound of net in 1982; 28.6 percent, plus 18 cents per pound
of net in 1983; 26.7 percent ad valorem, plus 15 cents per pound in net in 1984; 24.8
percent ad valorem, plus 12 cents per pound of net in 1985; 22.8 percent ad valorem,
plus 9 cents per pound of net in 1986; 20.9 percent ad valorem, plus 6 cents per
pound of net in 1987; 18.9 percent ad valorem, plus 3 cents per pound of net in 1988;
17 percent ad valorem in 1989 and thereafter.

My bill would set the duty level at 17 percent ad valorem immediately. This accel-
eration of the duty reduction is warranted at this time because of the numerous fi-
nancial pressures which now weigh on the U.S. domestic fishing industry.

Chief among these pressures is the price of fuel. U.S. fishermen must now com-

te in the U.S. marketplace with foreign fishermen who pay artificially low prices
or their fuel. These same foreign fishermen are permitted to import their product
into the United States with little or no duty imposed. U.S. fishermen have difficulty
Erospering in this market environment and, as a result, are hard put to pay the

igh prices for nets which the present duty level necessitates.
r. Chairman, Senators Packwood, Cohen, Tsongas, and Kennedy joined me in
sponsoring S. 15665. We thank you for including this measure in this set of hearings,
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and we urge the Committee to act favorably on this measure which will greatly
benefit domestic fishermen.

Mr. Chairman, I would like to make one final comment. The bills that we have
covered today address issues that are part of larger trade-related problems of
Mairne’s potato and fishing industries. Each industry is suffering from a large influx
of Canadian imports that are apparently heavily subsidized by the Canadian federal
and provincial governments. .

The potato growers will, after the completion of a fact-finding investigation on the
effect of imports on their industry, determine the most appropriate means to
remedy the unfair trade practices of the Canadians. This action has been delayed b
the cost and complexity of filing petitions under the antidumping and countervail-
ing duty statutes.

The fishermen have actually filed three countervailing duty petitions in the past.
In each case, a subsidy was found, but the final duty was waived. They are now
weighing the potential benefits of filing another petition against the considerable
cost of doing so.

Neither of these industries is seeking preferential treatment to deal with Canadi-
an imports. Rather, each is trying to use existing remedies, but they are finding this
approach to the cumbersome and costly. These, of course, are not-the only industries
confronted with this problem. I have introduced legislation, S. 2193, that would
make our existing unfair trade practice remedies more accessible to small business-
es. I hope that this subcommittee would be able to explore this issue in a hearing in
the near future.

Senator DANFO}&H. The next bill is S. 1717, and the witness is
Edward Woolley.

STATEMENT OF CARL V. LYON, VICE PRESIDENT—GOVERNMENT
AFFAIRS, ITEL CORP.

Mr. LyoN. Mr. Chairman, Mr. Woolley is attending a concurrent-
ly held hearing on the House side and will not be here, but I am
authorized to speak in his behalf. ’

Basically, the comments I am about to make will be presented
and are supported by five large container leasing companies: the
Container Transportation International, Transamerica ICS, Flexi-
Van, Itel Container Corp., and Trans-Ocean Leasing Corp. In addi-
tion, we are supported in this regard by Sea Land Services and
United States Lines, two of the larger shipping company users and
owners of containers.

We support the provisions of S. 1717 and urge its enactment. It is
%referable to the bill passed by the House, H.R. 4566, in that the

ouse bill is limited to containers 5 years of age or older.

This legislation will eliminate regulation that really is of no
benefit to anyone.-The duty in our case doesn’t apply to a product
but applies generally to instrumentalities of international traffic,
which is what containers really are. Occasionally one of those con-
tainers gets into a status where a duty is assessed upon it, but most
of the containers that are used by our companies scldom have a
duty assessed and seldom have to pay it.

The huge problem for us is not so much the duty, which is quite
small, but is the administration of the regulations and the tracking
and the personnel that is necessary to maintain track of the use of
those containers to be assured that they don’t get a simple use in
domestic service and thereby do get accorded some duty. :

In fact, the Federal Government doesn’t really benefit from this.
They receive a very, very insignificant amount of duty from the ad-
ministration of it. At the same time, they are fairly well frustrated
with the administration of it because it costs them personnel and
expense money to administer the duty.
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I would like to refer the committee, Mr. Chairman, specifically to
the position of the administration, stated by the Department of
Commerce, in which they support the provisions of S. 1717 and
pretty much recognize that this customs duty serves very little
useful purpose.

Aside from that, the level of the duty is so small and ms1gmﬁ-
cant that it provides no significant protection to any American do-
mestic industry.

The reason that containers that we used are purchased abroad is
not _at all because of the duty, it is because that is where the traffic
originates. If you acquired the container in the United States you
would have to pay to move it all the way to the Far East, or to
Germany, or to England, and it is not an economical practice. That
is the reason that the containers are largely purchased elsewhere,
and the duty has absolutely no impact on that economic decision.

Another point related to the American industry and the impact
on it is that the container-building capacity in the United States is
very small, and in fact they specialize in specialized types of con-
tair&ers which are not- the type that we use in the international
trade.

The big problem, as I have mentioned, for the owners and for the
lessors of these containers is the cost of administering the regula-
tions.

In closing, I would like to recommend that the committee, in ap-
proving and reporting S. 1717, as we urge, amend it to permanent-
ly repeal the duty instead of simply suspending it until it expires
under the provisions of the GATT. It is so clearly a useless Federal
regulation that we think that is a much more appropriate action.

Thank you, Mr. Chairman.

Senator DANFORTH. Thank you, sir. I appreciate your testimony.

[The prepared statements of Mr. Woolley and Mr. Lyon follow:]
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EDWARD A . WOOLLEY

July 22, 1982

TO: SUBCOMMITTEE ON INTERNATIONAL TRADE
COMMITTEE ON -FINANCE
THE UNITED STATES SENATE

STATEMENT IN SUPPORT OF S. 1717
TO SUSPEND CUSTOMS DUTY ON CERTAIN
FREIGHT OONTAINERS

This statement is submitted by ‘the undersigned, as special
counsel for the United States container leasing and shipping
companies listed below, in support of S. 1717, a bill to provide
for temporary suspension of custams duty on marine cargo freight
containers.” We understand that the Administration has sub-

mitted a letter stating that it has no objection to the bill.

The tariff is to be temporarily suspended until it is per-
manently eliminated on January 1, 1987 as a result of the
Geneva agreements of 1979 under the General Agreement on
Tariffs and Trade ("GATT"). See p. 3 below.
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The container leasing campanies on whose behalf this state-
ment is submitted are:
CTI- Container Transport International, Inc.
Flexi-Van Leasing, Inc.
Itel Corporation
Transamerica ICS, Inc.
Trans Ocean Leasing Corporation
Sea Land Service and United States Lines also associate themselves

with this statement.

The tariff on marine cargo conta'\:iners‘ ("containers") serves
no proper function. It has always been a nuisance tariff because
oontainergowners are not required to, and do not, pay duty on
containers maintained as Instruments of International Traffic (ITT's)
under 19 CFR §10.41a of the Customs 13egulations and the Customs
Conventions on Containers; and almost all containers are maintained

as IIT's.

The companies referred to above own more than 33 1/3% of the
world's containers. They support S. 1717 not in order to eliminate
the duty -- they pay substantially no duty now" -- but to eliminate
the costs and problems of tracking and policing containers in order

to maintain their duty-free status as IIT's.

* A duty is paid when containers are sold at the end of their
useful life, but their value at this point is perhaps 10% of
original value, and the duties paid on such depreciated value
are in the neighborhocod of $7.50 to 515.00 per container.
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Containers maintained as IIT's follow routes to or from
destinations of import or export cargo that are "reasonably
direct" and incidental to international traffic. The Custams
Service and users police compliance by checking to make sure
that containers do not deviate from these "reasonably direct”
routes. A deviation subjects a container to duty and penalty.
Elimination of the tariff would eliminate these redundant en-
forcement efforts and their costs, We believe that the tariff
costs the Customs Service far more to enforce than the minor
revenue it brings in. We estimate that the Custams Service could
save between 13,000 and 14,500 hours of personnel time annually

by eliminating the tariff and related procedures.

The nuisance nature of the tariff is demonstrated by the
fact that in five years it will be xgexmved completely and that
even now it does not apply to over 100 developing countries.
Under the 1979 GATT agreements, the duty is currently at 3.1%
and will reach 0% on January l,-l987, under an eight year staging
period. Moreover, under the Generalized System of Preferences
authorized by the T1;a6e Act of 1974, 19 U.S.C. §§2461-2465, the
President has designated over 100 "Beneficiary Developing Coun-
tries", from which many products manufactured in those countries,
including contaix_'xers, can be imported duty-free. These 100 Bene-
ficiary Developing Countries include important container manufac-

turing countries. The applicability of the tariff is thus arbitrary

98-592 C - 82 - 2u
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in scope, and it is of very little utility generally. It con-

tinues, however, to be costly to enforce.

S. 1717 would result in elimination of the tariff com-
pletely and would eliminate all the nuisance problems of
tracking and policing. We therefore endorse it fully. H.R. 4566
and the camponent House Bill incorporated in it, H.R. 2454,
would eliminate the tariff only in regard to containers five
years ©ld or older. While it would give same relief to private
industry, particularly on sale of containers at the end of their
useful life, the problems of txackiﬁg 'and‘policinq would continue.
Users do not generally distinguish between containers less than
five years old and those more than five years old. Moreover, the
government 's enforcement problems would continue almost without
relief. A great deal of the purpose of eliminating the tariff

would be lost.

Removal of the tariff completely should not injure damestic
industry. Sales of damestic containers have been 4% or less of
world production for several years and probably closer to 2% or 3%.
Moreover, we understand that many are specialized units that do
not compete with the simple dry cargo containers purchased by most
U.S. owners. Nor does the fear that containers will compete serious-

ly wWith tractor trailer units appear to be well founded. Containers
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not subject to the tariff (by reason of U.S. manufacture, manu-
facture in Beneficiary Developing Countries or payment of duty) do

not so compete today.

The United States container leasing and United States shipping
industries would be greatly benefited by the full elimination of
the Quty. The United States container leasing industry has annual
revenues in the neighborhood of $500 million; the United States liner
shipping industry has annual revenues in the neighborhood of

$3.5 billion. These important industries and their employees deserve

strong support.

_  Edward A. Woolley

Bedford Consultants Building
Box 605

Bedford, New York 10506
(914) 234-6336
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STATEMENT OF CARL V. LYON
VICE PRESIDENT - GOVERNMENT AFFAIRS
ITEL CORPORATION

IN SUPPORT OF §.1717, TO SUSPEND THE CUSTOMS
DUTY ON CERTAIN FREIGHT CONTAINERS

BEFORE THE
SUBCOMMITTEE ON INTERNATIONAL TRADE
OF THE
SENATE COMMITTEE ON FINANCE

July 22, 1982

My name is Carl V. Lyon and I am Vice President -
Government Affairs of Itel Corporation, One Embarcadero
Center, San Francisco, California 94111. I am appearing
before the Subcommittee to support enactment of S.1717, to
suspend the customs duty on certain freight containers.

Itel Corporation is a leasing company based in San
Francisco primarily engaged in financing and leasing trans-
portation equipment. Its Container Division leases cargo
containers worldwide, principally to steamship companies,
and to various leasing programs and provides related operating
services and computerized equipment control and billing.

As of December 31, 1981, Itel Container owned or held the
capital leases of 170,000 TEU's of container equipment which

cost approximately $335 million. The company .also rents
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from others and manages under operating leases an additional
13,000 TEU's of equipment which cost approximately $36
million. This investment represents approximately 10 percent
of the world's leasing company fleet of containers (excluding
chassis). g

The vast majority of Itel's containers are used in
worldwide international container service and are not used _
in domestic service within_the United States except to the
extent allowed by the regulations for repositioning for an
export shipment. Itel Container had revenues of over
$103 million in 1981.

So far as we can determine the import dity on containers
is of no real benefit to anyone. The Federal Government
receives very little in duties from it but spends a significant
ahount in administering and policing the regulations. The
total amount of duty ;ollected has no significant impact on
the decision of where and from whom new equipment is to be
purchased and thus is not effective as a protective tariff.

The duty is harmful, however, to businesses such as ours.
‘While the direct cost of the import dutf we pay is not great,
it does add to our cost of doing business. Much more important
is the indirect cost we entail in complying with the applicable
customs regulations (19 C.F.%. S10.41a).

Under those regulations, a foreign built container may

enter the United States as an instrument of commerce, proceed



368

to its destination for unloading, and be repositioned by a
reasonably direct route for loading to a foreign destination.
When used in this fashion'no duty is imposed. This requires
us to continuously supervise, monitor and record each movement
of our many containers when they are in the United States to
be certain that in repositioning for loading they do not get
used in domestic service in violation of customs regulations.

This burdensome, costly and unproductive regulatory re-
quirement is the type of regulation that needs to be discarded.

Virtually all of Itel's containers are purchased abroad.
The primary reason is that much more of our traffic originates
at foreign points than in the United States -and that is where
they can be loaded when acquired without involving a costly
empty move. Management is continuously challenged to relocate
empties to primary loading ?oints at overseas locations.

Most of our new equipment in recent years has been purchased
in the Far East where demand is high and loadings are very
heavy. Although the initial cost of the container itself is
very reasonable in the Far East, this is not the primary
reason for purchasing there.

Another reason for our utilizing foreign suppliers for
container equipment is that United States producers have very
limited capacity and tend to concentrate in building
specialized equipment.. Itel Container deals primarily with

standard 20 ft. and 40 ft. dry freight containers.
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There are twn bills before the Committee. One is 5.1717
which would temporarily suspend the duty on foreign thlt
containers until the duty would be suspended under the current
provisions of the GATT agreement. The other is H.R.4566 which
would eliminate the duty onvforeign built containers of over
five years of age. I1f the suspension is limited to containers
over five years of age, the administrative and rcyulatory
burden upon container owners and users would not be removed
and a major benefit of the suspension would not accrue.

The only weakness we perceive in the provisions of S$.1717,
on the other hand, is that a change in the provisions of the
GATT agreements in the future could continue the tariff or re-
institute it at some later date. Since the duty serves no use-
ful purpose and imposes a costly administrative burden upon
the container industry, it wouid be more appropriate for the
duty to be eliminated permanéntly by statute.

In summary, we support S.1717 and urge the Committee to
improve it by repealing the duty instead of simply suspending
it, thus effecting economies both for the United States
Government and for the United States cdntainer leasing

industry.
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Senator DANFORTH. I am going to put S. 1723 down to the bottom
of the list because Senator Matsunaga wants to be here for that.

Next we have S. 1979. Mr. Galloway and Mr. Mooney, with Mr.
Tweedie and Mr. Kaplan.

Is there a Mr. Kaplan?

Mr. PELLEGRINI. Mr. Pellegrini. I am his partner.

Senator DANFORTH. My understanding was there was going to be
a Mr. Galloway and Mr. Mooney.

Mr. MooNEY. Here, Senator.

Senator DANFORTH. And you are——

Mr. PELLEGRINI. Mr. Pellegrini.

Senator DANFORTH. Mr. Pellegrini and Mr. Kaplan. So Mr. Gallo-
way is not with us. All right.

Mr. Mooney, would you like to proceed?

Mr. MoonEey. Thank you.

STATEMENT OF ROBERT MOONEY, PRODUCT GROUP MANAGER,
AMERICAN CYANAMID CO., WASHINGTON, D.C.

Mr. MooNEY. Mr. Chairman, good morning.

My name is Robert P. Mooney. I am the product group manager
for American Cyanamid’s agricultural division. I am here to pre-
sent testimony in opposition to Senate bill 1979 on behalf of Cyana-
mid. I should mention, however, that other U.S. companies are also
in opposition to this legislation and wiil be submitting written tes-
timony to the committee.

One of these companies, Pharmacia, Inc., also of New Jersey, has
asked that we comment that they have invested heavily in produc-
tion facilities for sulfasalazine in the U.S. Virgin Islands. Sulfapyri-
dine, one of the sulfa drugs mentioned in S. 1979, is used as an in-
termediate in the manufacture of sulfasalazine.

Mr. Chairman, S. 1979 proposes the elimination of tariffs for sul-
fapyridine, sulfaguanadine, and sulfathiazole. We object to the bill
for three specific reasons.

The first reason is the bill is based on a faulty premise, that
premise being that there are no U.S. produced competitive prod-
ucts. American Cyanamid produces sulfaguanadine in the United
States as a precursor to sulfamethazine. American Cyanamid then
produces and sells this sulfamethazine in the United States in
direct competition with sulfathiazole, as does Rachelle Laboratories
in Long Beach, Calif. Pharmacia, as mentioned, also produces sulfa-
salazine in the U.S. Virgin Islands. Elanco, a division of Eli Lilly,
also sells sulfamethazine in competition with sulfathiazole.

The basic premis~ of this bill, that there are no U.S. produced
competitive products is therefore obviously faulty.

The second reason for our objection is that the stated purpose of
the bill is to reduce the cost of sulfa drugs to the U.S. farmer, when
in fact the exact opposite will occur as the result of passage of this
legislation.

If this bill is passed, American Cyanamid will have to consider
closing its Bound Brook, N.J., production facility and purchase our
total sulfa drug requirements overseas since we will be no longer
able to compete with the cheaper imports. If this occurs the price
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of these sulfa drugs will double, and this has been demonstrated
from historical data.

In 1979 when Cyanamid was forced to purchase only a portion of
its requirements for sulfamethazine overseas, the price of imported
sulfathiazole increased to 187 percent of the prior year’s price. Sul-
famethazine increased to 182 percent of the prior year's price.
These data from the U.S. Census Bureau are presented in the full
text of our statement.

The stated purpose of the bill, then, is to reduce the cost of sulfa
drugs to the farmer. Historically it has been shown that this will
not occur. In this regard we believe the proponents of the bill are
shortsighted.

The third reason for our objection to S. 1979 is that this bill and
all bills should be passed in response to a need. Since imported
sulfa drugs are currently selling at prices below U.S. produced
sulfa drugs, the need for tariff relief does not appear to exist.

In addition, tariffs for these products are already being reduced
to approximately one-half their current level as a result of the last
round of multinational trade negotiations.

In summary, Mr. Chairman, we do not believe it is in the best
interests of the American farmer or the American consumer to
turn over the supply control of these basic U.S. anmimal and human
drugs entirely to Eastern Bloc countries. We believe the Senate
subcommittee should refrain from moving S. 1979 to markup in the
same manner as did the House Ways and Means Subcommittee on
Trade refrain from moving H.R. 4890, the House companion bill.

Mr. Chairman, this concludes my statement. I would be prepared
to answer questions.

Senator DANFORTH. Thank you very much, sir.

[The prepared statement of Robert Mooney follows:]
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STATEMENT OF

ROBERT MOONEY
PRODUCT GROUP MANAGER

AMERICAN CYANAMID COMPANY
BEFORE THE
SUBCOMMITTEE ON INTERNATIONAL
TRADE FINANCE COMMITTEE
UNITED STATES SENATE

July 21 & 22, 1982

on
S. 1979 to suspend the duty on sulfaguanadine,

sulfapyridine and sulfathiazole.

Mr. Chairman and Members of the Subcommittee:

Good morning. My name is Robert Mooney. I am Product Group
Manager for American Cyanamid Company's Agricultural Division, Wayne,
New Jersey. With me here today is Mr, St. Clair J. Tweedie, Cyanamid's
Director of Government Relatloﬂg. In my position I am very much in-
volved in my company's marketing activities as they relate to the sale
of a range of animal health products and feed additives.

We want to thank you for giving us the opportunity to appear be-
fore you today to present our views and discuss our reservations as to
certain aspects of the proposed tariff suspensions contained in S. 1979.

Before doing so, let me briefly describe Cyanamid and its opera-
tions. Cyanamid is a diversified company that manufactures and markets
2,500 agricultural, medical, specialty chemicals, consumer and Formica-
brand products, In 1981 our sales were $3.6 billion. We employ.some
42,000 people at more than 100 plants, research laboratories and offices
in the United States and abroad.

Mr. Chairman, as a multinational company, Cyanamid is strongly com-

mitted to the principles and practices of free and fair trade. We are
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fully supportive of the objectives of our government, already well along
the way to reducing and eliminating tariffs aé barriers to trade. Our
remarks today, Mr. Chairman, should not be construed as in any way op-
posed to this ccurse of action.
S. 1979 calls for unilateral elimination of three sulfa tariffs.
The oill iz based on the premise that there is no U.S. production of
those drugs. Cyanamid has a serious concern with the potential elimi-
nation of tariffs on two of these drugs, sulfaguanadine and sulfathiazole:
(1) sulfaguanadine. Contrary to the premise of the bill,

there is U.S. production of sulfaguanadine. Cyanamid

produces this drug in Bound Brook, New Jersey. It is

not sold directly to the livestock producer but is a

chemical intermediate used in the production of sulfa-

methazine, a more effaoctive sulfa drug. If the tariff

on sulfaguanadine is eliminated, Cyanamid as a result

of competitive pressure would be forced to purchase our

totaf_requitements of sulfamethazine abroad. This

course.-of action would mean closing that part of the

Bound Brook facility devoted to sulfamethazine produc-

tion.” Closing this operation would represent a $5 mil-

lion annual continuing cost which would have to be

added to the cost of other products manufactured there.

The greater demand for sulfa drugs produced abroad due

to the closing of ocur facility would, in turn, likely

raise the price of these drug products to importing

companies and livestock producers alike. The exact op-

posite of what this Subcommittee would like to achieve.
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(2) sulfathiazole. It is true that there isn’t any U.S. pro-
duction of sulfathiazole. However, Cyanamid's sulfametha-
zine is directly competitive with sulfathiazole. They are
interchangeable products in animal disease therapy and
prophylaxis. Eliminating the duty on sulfathiazole would
put U.S. produced sulfamethazine at a competitive disadvan-
tage with the imported product. The effect on Cyanamid
employees will be the loss of about 100 jobs which are
associated with the production of sulfamethazine. In
addition, the continual erosion of the Bound Brook facil-
ity, which until a few weeks ago employed close to 1,200
people, jeopardizes the employment of members of the sur-
rounding community. Cyanamid has recently discontinued
its rubber and plgmengé manufacturing at Bound Brook, New
Jersey reducing employees by 500.

Mr. Chairman, tariffs on these sulfa drug products are already being
significantly reduced as a result of the last round of multilateral trade
negotiatiofs.- By 1987 U.S. tariffs on these sulfa drugs wll be reduced to
approximately 50% of their current level. These phased reductions allow
us adequate time to adjust and improve our domestic manufacturing pro-
cesses so that we can remain a viable and competitive U.S. producer of
sulfa drugs.

American Cyanamid Company is one of only two remaining U.S. producers
Gf sulfaguanadine and sulfamethazine. As such we have a substaential
investment in the production plant and technology. We also have many
costs which our foreign competitors do not have. Our costs to produce

these sulfa drugs are slightly less than twice the purchase price of
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these drugs from the several non-market Easte;n European countries cur-
rently exporting to the U.S, OQur higher cost structure is not the result
of economic inefficiency on our part. Rather it is the result of a number
of elements, many of which are required by law:

. The cost of supporting research for U.S. registration

" of the products with FDA.
. The cost of environmental capital investments in our
. Bound Brook, New Jersey facilities.
. The cost of capital and personnel expenditures to.meet
the new FDA Good Manufacturing Regulations.
. The cost of past tariff actions that contributed to a
reduction of the output of products from that facility.

B Higher U.S. salaries, wages and benefits.
We do not believe it is in the ‘best interest of the American Farmer to
turn over the supply control of these basic U.S, animal drugs entirely to
Easten Bloc countries. _

One of the arguments advanced by supporters of these tariff sus-
pensions is that they will lower the prices of medicatec feed to farmers.
Mr. Chairman, the fact is that any savings will be short-term and
relatively small. For example, if the total value of the eliminated
duty on sulfathiazole were passed dlreétly to the farmer, it would only
amount to $0.31 per ton of medicated feed purchased. This represents
0.28 of the cost of that feed. On the other hand, if we are forced to
close our production facility the longer~term effect will be increased
costs ané¢ higher prices. The price of these drugs to the farmer could
very well double.

In substantiation of this statement we present, as Figure I at-

tached to our prepared statement, a graph of purchase prices of im-



376

ported sulfathiazole and sulfamethazine for the years 1977 through
1981. These data are from the U.S., Census Bureau and are available to
the Subcommittee. These data provide the answer to the question, "What
will happen to prices i{f we become wholly dependent on East Bloc im~
ports for our supplQ?‘ In 1979 Cyanamid, as a result of high
manufacturing capacity utilization purchased substantial additional
quantities overseas. In that year imported sulfamethazine prices shot
up gg: %ver the previous year. At the same time prices of sulfathia-
2ole, the entire U.S. consumption of which is imported, rose by an even
greater gz;. The econonmic realities suggested by these data are quite
obvious. If S, 1979 is enacted it is expected that Cyanamid would
close lts New Jersey facility and source all of our requirements from
overseas. The response to this added pressure from East Bloc suppliers
will be increased prices for th foreseeable future. At a minimum, we
can expect a doubling of the cost of these sulfa drugs not only to the
proponents of the Bill but also to the U.S. farmer.

It i{s also arguec¢ that the impact of a relatively small change in
the price of sulfa drugs resulting from duty sdspension can represent
significant savings to the farmer because of the succession of markups

and markdowns by various components of the distribution chain. That is

also a rather hollow argument given the relatively limited number of
intermecdiate components between the drug manufacturer and the farmer.
Let me explain: We sell two types of products containing sulfa drugs
-~ health products (tablets, solutions and injectibles) and fced pre-
mixes. The health products are sold to distributors who, in turn, sell
to dealers, who then sell to farmers. Feed products are sold to dis-

tributors, blenders and large feed companies. The distributor may
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market the feed product the same way he sells the health product. In-
any case, the opportunity for amplification of the duty suspension
through the distribution chain is reldtively limited. So, too, is any
price reduction to the final consumer. In the final analysis, the
price charged for the drug and the feed sold to the farmer depend on
the market situation Esr either product without much regard to the cost
of the duty.

In summary, S. 1979 proposes elimination of tariffs for sulfa~-
pyridine, sulfaguanadine and sulfathiazole. We object to the Bill for
three reasons:,

1. The Bill is based on a faulty fremise - that pre-

mise being that there are no U.S. produced competi-
tive products. This premise is obvicusly in error.

2., The purpose of the Bik{ is to reduce the cost of
sulfa drugs to the farmer. 1In fact, the exact op-
posite will occur and this has been_demonstrated
during 1979. 1In this regard the proponents of the
bill are very short-sighted.

3. This Bill, and all Bills, should be passed in re-
sponse to a need. Since imported sulfa drug pro-
ducts are already selling at prices below U.S.
produced sulfa drugs, the need for tariff relief
obviously does not exist.

We believe the Senate Subcommittee should refrain from moving
S. 1979 to markup as did the House Ways and Means Subcommittee on Trade
on H.R. 4890, the House companion bill.

Mr. Chairman, this concludes my prepared statement.
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PIGURE 1
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Senator DANFORTH. Next, we have Mr. Pellegrini.

STATEMENT OF JOHN PELLEGRINI, COUNSEL TO RACHELLE
LABORATORIES, NEW YORK, N.Y.

Mr. PELLEGRINI. Thank you, Mr. Chairman.

My name is John Pellegrini. I am a partner in the law firm of
Kaplan & Pellegrini and appear today as counsel to Rachelle Labo-
ratories, Inc., a subsidiary of International Rectifier Corp. Rachelle
Laboratories is located in Long Beach, Calif., and manufactures
medicinal products for livestock.

Our testimony today is directed at S. 1979, a bill to eliminate the °
customs duties on sulfathiazole, sulfaguanadine, and sulfapyridine.
Rachelle opposes the bill as it pertains to sulfathiazole but would
support the bill with respect to sulfaguanadine. -

Rachelle’s interest in the proposed legislation flows from the fact
that it produces sulfamethazine, a product which competes directly
with imported sulfathiazole. Sulfamethazine is a veterinary medici-
nal end product which is combined with other medicinal products
to produce what is known as a medicinal “premix.” Rachelle mar-
kets its premix as Chlorachel 250, a product which competes with
those manufactured by various firms, both domestic and foreign.

Sulfathiazole, while chemically different from sulfamethazine, is
used in the same type of premixes and each provides similar me-
dicinal benefits. Sulfathiazole is not produced domestically. Pre-
mixed formulations containing imported sulfathiazole are market-
ed by Salsbury Laboratories and Diamond-Shamrock Corp., both of
whom compete directly with Rachelle.

Until several years_ago, Rachelle imported sulfamethazine to
produce its Chlorachel 250. At that time there was domestic pro-
duction of sulfamethazine. It was subject to valuation under the
now-defunct American Selling Price method of valuation, and the
protection levels were very high. Because of those high levels of
protection, Rachelle decided to produce sulfamethazine domestical-
ly. Rachelle invested substantial capital to build a production facili-
ty for its sulfamethazine, a facility whose current replacement
value exceeds $2.5 million. It is this business and this facilit.
where Rachelle produces sulfamethazine which we feel is jeopard-
ized by the passage of S. 1979.

To emphasize: Imported sulfathiazole, one of the products which
would be accorded duty-free treatment under the proposed legisla-
tion, competes directly with sulfamethazine produced in California
by Rachelle. Approximately 20 of Rachelle’s emplogees are engaged
directly in the production of sulfamethazine, and passage of the
legislation as proposed would jeopardize these jobs.

Rachelle does not manufacture either sulfapyridine or sulfaguan-
adine. Rachelle is, however, a consumer of sulfaguanadine, which is
used to make sultamethazine. Rachelle is aware of but a single do-
mestic source of sulfaguanadine, American Cyanamid. American
Cyanamid is one of Rachelle’s competitors for sales of sulfametha-
zine and sulfamethazine products. At present, the greatest portion
of the sulfaguanadine used by Rachelle is imported. Therefore, Ra-
chelle would support the elimination of duty on sulfaguanadine, for
obvious reasons.

98-592 0 - 82 - 25 -
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To conclude: Rachelle Laboratories opposes the removal of duties
on sulfathiazole since it competes with sulfamethazine manufac-
tured in the United States by Rachelle. Low cost, duty-free 1mports
of sulfathiazole would tend to weaken or deetroy Rachelle’s posi-
tion in the marketplace.

For these reasons, Rachelle respectfully requests that the sub-
committee recommend to the full committee that sulfathiazole
continue to remain subject to duties as presently provided in the
tariff schedules. To emphasize again, we would, however, support
the elimination of duty on sulfaguanadine since it is a product we
use to manufacture sulfamethazine.

This concludes our testimony. We would like to express our
thanks and the thanks of Rachelle to the committee for the oppor-
tunity to appear this morning.

If you have any questions——

Senator DANFORTH. Gentlemen, thank you very much.

_[The prepared statement of John Pellegrini follows:]
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KAPLAN AND PELLEGRINI
COuUNSELLORS AT Law Tue CHavsiLn BuiLoing
405 LexINGTON AVENUE
New Yoax, New YORK 10174
(212)949-7075

TESTIMONY
OF -
RACHELLE LABORATORIES, INC.
ON S. 1979
TO THE
SUBCOMMITTEE ON INTERNATIONAL TRADE
OF THE
SENATE COMMITTEE ON FINANCE

Mr. Chairman and Members of tﬂe Subcommittee:

We are counsel to Rachelle Laboratories Inc, & subsidiary of
International Rectifier Corporation, located in Long 8each,
California. Rachelle is a pharmaceutical manufacturer devoted to

the production of medicinal products for livestock.

These comments are directed to S. 1979, a bill to eliminate
customs duties on\sulfethiazole, sulfaguanadine and sulfapyridine.
Rachelle {s interested in the bill because it produces
sulfamethazine, a product which competes directly with imported
sulfathiazole, at its tong Beach, California facility.
Sulfamethazine 15_9 veterinary medicinsl end product which is

combined with other medicinal products, usually penicillin and
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chloratetracycline, to produce s medicinal "pre-mix". As
formulated by Rachelle, the pre-mix is known as "Chlorachel 250".
Rachelle sells this product in competition with a virtually
identical product produced by Ametipan Cyanamid Corporation and

others.

_Sulfamethazlne in its pre-mix formulation also competes
directly with pre-mixes containing sulfathiazole. Sulfathiazole is
chemically different from sulfamethazine, but the pre-mixes in
which each 1s used provide similar medicinal benefits and are
devoted to the same uses. Unlike sulfamethazine, sulfathiazole is
not produced domestically. The resulting pre-mix formulation in
which it is utilized is marketed by Rachelle's direct competitors,
Salsbury Laboratories and Di;mond-Shamtock Corporation.

Several years ago, Rachelle imported sulfamethazine for use in
?Dlorachel 25q. Since there was domestic production of
sulfamethazine, it was appraised on the American selling price
basis of valuation. Without dwelling too much on past history, it
is useful for this Committee to know that the quoted price for
domestic sulfamethazine, and hence the American selling price on
which duty was based, became so high that it made sense to Rachelle
to commence its own production of sulfamethazine. Rachelle

invested large sums of money to bulld a facility, the replacement
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value of which {s over $2,500,000 and for the last several years
has produced sulfamethazine for its own use and, at times, for sale

to customers in competition with imported sulfamethazine.

Rachelle's sulfamethazine business is what is primarily
threatened by the passage of S. 1979 in its present form. As we
have said, sulfathiazole competes directly with Rachelle's

sulfamethazine.

To our knowledge, the only scurces for sulfathiazole are
located in controlled economy countries. Such non-market economy
countries are known to be willing to permit the prices for export
goods to be set at levels which will ensure market penetration and
growth., Rachelle fears that the elimination of customs dutie# from
sulfathiazole will enable noh-market economy producers to realize a
windfall of dimensions sufficient to drive domestic sulfamethazine
from the marketplace. The assertion that duty susper.sion will
result in reduced feed costs to farmers is unsupportable and indeed
incredible when one contemplates the enjoyment of a monopoly
position'by non-market economy producers. Moreover, the
elimination of sulfa-drug production in the United States could
have adverse national security implications in light of the
importance of sulfa drugs for battlefield use as an infection

inhibitor.
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Rachelle employs about 20 people directly in the production of
sulfamethazine. These jobs are in jeopardy. In preparing
Chlorachel 250, Rachelle utilizes equal parts of sulfamethazine and
chlortetracycline, and one-half part of penicillin. Lost sales of
Chlorachel 250 will consequently impact on chlortetracycline
production. In addition, sales of chlortetracycline as an
independent product will he lost because customers tend to satisfy
their needs from a single source rather than split trade. Thus,
passage of S. 1979 threatens Rachelle's ability to ﬁroduce and sell
chlortetracycline profitably. The latter product is produced in a
facility, recently expanded and having a replacement value of about

$50,000,000.

This facllity is highly efficient and designed to satisfy
Rachelle's needs. It will not be possible to reduce costs by
la;lng off line workers as the same number are required whether the
plant works at full or less than full capacity. The result of lost
chlortetracycline sales, therefore, is increased costs and
decreased profitability. Clearly, then, extensfion of duty free
treatment to sulfathiazole must be seen to threaten Rachelle's

continuved existence.

Rachelle does not manufacture sulfapyridine or sulfaguanadine.
It 1s a user of sulfaguanadine, which is not & sulfa drug but an

intermediate material from which éhlf}methazlne i{s made. At
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present, the only domestic source of sulfaguanadine known to
Rachelle is American Cyanamid. Since that company competes with
Rachelle for sales of sulfamethazine and sulfamethazine products,
it is important for Rachelle to have available adequate sources of
sulfagranadine at competitive prices. Frankly and obviously, this
advantage is enhanced if Rachelle is able to obtain sulfaguanadine

free of customs duties.
Conclusion

Rachelle Laboratories opposes the removal of duties from
sulfathiazole since it competes directly with & product,
sulfamethazine, manufactured in the United States by Rachelle and
at least one other producer, 5mer1can Cysnamid. Low cost, duty
free imports of sulfathiazole would tend to weaken or destroy the
domestic sulfamethazine industry without providing demonstrable

benefits to United States consumers.

Sulfapyridine is not produced in the United States and
sulfaguanadine is not offered for sale on a competitive basis.

For the reasons expressed, Rachelle respectfully requests that
the Subcommittee recommend to the full Committee that sulfathiazole

continue to be subjected to customs duties as presently provided in

the Tariff Schedules of the United States and Annex XX of the
United States Protocol of Accession to the GATT. Rachelle has no
objection to the suspension of duty on suylfaguanadine and

sulfapyridine.

Respectfully submitted,
KAPLAN and PELLEGRINI

Counsel to Rachelle
Laboratories, Inc.

1 4 - S
’ s .
—_ . 4< . ‘.

. NS
/jgsepn S. Kaplan, Esq.
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Senator DANFORTH. Senator Matsunaga?

Senator MATSUNAGA. No questions.

Senator DANFORTH. Thank you, gentlemen.

Mr. PeLLeGRINI. Thank you.

Mr. MoonNEey. Thank you.

[Pause.)

Senator DANFoOrRTH. The next bill is S. 2247, and the witnesses
are Mitchell Cooper and David Smith.

Senator PAckwoob. Let me thank the chairman for accommodat-
ing my schedule. I am presiding in the Commerce Committee this
morning, and when we finish this I have to go back. Jack has very
kindly arranged for me to be here during this presentation.

Senator DANFORTH. All right. Mr. Cooper?

STATEMENT OF MITCHELL COOPER, FOOTWEAR DIVISION,
RUBBER MANUFACTURERS ASSOCIATION, WASHINGTON, D.C.

Mr. Cooper. Thank you, Mr. Chairman.

I am testifying in behalf of the Footwear Division of the Rubber
Manufacturers Association who opposes the enactment of S. 2247.
Seated to my right is Mr. Leonard Fisher, who is chairman of Hyde
Athletic Industries, Hyde-Saucony-Spotbilt, a domestic manufactur-
gg‘lland donor of the kinds of footwear which are covered by this

ill.

S. 2247 favors importers as against domestic manufacturers of
athletic footwear donated to the Special Olympics. Indeed, it is only
of value to one company, Nike, Inc., a distinguished importer of
such footwear, which has a written agreement with Special Olym-
pics to supply its needs. It is, therefore, the narrowest kind of spe-
cial interest legislation.

The bill provides a substantial savings to Nike but no additional
footwear to Special Olympics, since the domestic in